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EXECUTIVE SUMMARY

Revising the Tobacco Excise Directive is a significant step towards modernising the
EU's excise framework within a legal setting where harmonisation supports the
functioning of the internal market, while taxation remains a core competence of
Member States requiring unanimity. The European Commission’s proposal addresses
evolving market conditions, the emergence of new nicotine products, and ongoing price
disparities between Member States. In this context, revised minimum standards aim to
provide a common framework for excise taxation while contributing to broader public
health objectives.

Common excise rules operate within economically diverse environments across the
European Union. However, income levels, price structures and affordability conditions
differ considerably across Member States. In 2024, GDP per capita ranged from over twice
the EU average in some countries to around two-thirds of the EU average in others, and
price levels displayed a similar variation. In such a setting, harmonised excise provisions
interact with heterogeneous national conditions, which is important when considering
proportionality, implementation pathways, and how common minimum standards function
in practice.

The proposed revision introduces significant structural and administrative changes to
the existing excise framework. As well as revising minimum rates, the proposal extends
the scope of the Directive to include additional product categories, such as heated tobacco
products, e-liquids and nicotine pouches. It also introduces more differentiated tax bases
and mechanisms for periodically recalibrating minimum levels. These elements increase the
importance of clear definitions, measurable tax bases, and an administratively workable
design, particularly in markets characterised by rapid product innovation.

The revised framework's practical functioning will be influenced by market responses
and enforcement capacity. Consumer behaviour, cross-border purchasing and the
substitution of products between categories already interact with price differentials within
the internal market. At the same time, however, enforcement authorities are reporting
evolving patterns of illicit manufacturing and distribution across Europe. Therefore, the
practical effects of the revised rules will depend not only on the legal framework itself, but
also on administrative capacity, regulatory clarity, and consistent implementation across
Member States.

Effective harmonisation depends heavily on sound legislative design and credible
implementation. Adhering to the principles of proportionality, enforceability and
evidence-based policymaking (reflected in both OECD regulatory guidance and the
European Commission’s Better Regulation framework) highlights several key
considerations. Gradual adjustment pathways, operational tax structures and systematic
monitoring mechanisms can ensure that harmonised minimum standards remain credible
and sustainable in the long term. In this sense, the long-term effectiveness of the revised
Directive depends not only on the ambition of its objectives, but also on the robustness of
its design and implementation framework.
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1. POLICY CONTEXT

The revision of the Tobacco Excise Directive (TED) takes place within a well-defined
but politically sensitive legal framework. Under Article 113 of the Treaty on the
Functioning of the European Union, the harmonisation of indirect taxation (including excise
duties) is justified insofar as it is necessary to ensure the functioning of the internal market.
At the same time, taxation remains a core competence of Member States and any changes
in this field require unanimity in the Council.

Harmonisation for market functioning combined with national fiscal sovereignty has shaped
the evolution of EU excise policy over the past decades. In addition, Article 5 of the Treaty
on European Union frames EU action through the principles of subsidiarity and
proportionality, requiring that Union measures remain within the limits of conferred
competences and do not exceed what is necessary to achieve the objectives of the Treaties.
The existing Directive 2011/64/EU established minimum rates and structural requirements
for tobacco taxation, while preserving significant discretion for Member States in setting
rates above the EU floor and in calibrating national tax structures.

The current revision aims to modernise this framework in light of evolving market
realities, new product categories, and persistent price differentials across the EU. The
proposal introduces revised minimum excise levels across traditional and novel product
categories and foresees staged adjustments between 2028 and 2032". It also forms part of
a broader policy landscape that includes public health objectives, most notably the EU’s
Beating Cancer Plan, which recognises taxation as a key tool in reducing tobacco
consumption. More recently, EU initiatives addressing cardiovascular health have further
reinforced the link between prevention strategies and fiscal measures. At global level, the
World Health Organization, whose Framework Convention on Tobacco Control the EU and
its Member States have endorsed, similarly recognises excise taxation as an effective
instrument for reducing tobacco consumption, while emphasising the importance of sound
tax structure and administrative capacity (WHO, 2025).

At the same time, the design of excise legislation has direct implications for administrative
feasibility, legal clarity and cross-border consistency. Differences in economic conditions,
price levels and administrative capacity across Member States mean that uniform minimum
standards interact with highly heterogeneous national contexts.

In this institutional setting, the central policy question is not whether tobacco taxation serves
legitimate objectives, but how legislative design choices at EU level can best support
proportionate, enforceable and coherent implementation across the Union.

2. BASELINE CONDITIONS ACROSS MEMBER STATES

Economic performance and income levels differ substantially across the European
Union. According to Eurostat, GDP per capita adjusted for purchasing power (EU = 100)
ranged in 2024 from 245 in Luxembourg and 221 in Ireland to 66 in Bulgaria. These
differences reflect structural variations in economic capacity that shape how consumption-
based taxation interacts with national income levels.

1 A consolidated overview of the proposed rates and their timing is provided in Table 1 in Annex 1.
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For the assessment of affordability and distributional effects, disposable income levels are
equally important. In 2024, the median equivalised disposable income in the EU amounted
to 21,245 PPS.2 However, dispersion across Member States remains wide: 37,781 PPS in
Luxembourg compared to 11,199 PPS in Hungary and 11,433 PPS in Slovakia. In other
words, median household income in some Member States is more than three times higher
than in others.

Figure 1: Median equivalised disposable income (PPS per inhabitant, 2024)
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Income disparities across the EU are mirrored by pronounced differences in overall price
levels. Eurostat's price level indices (PLI) for final household consumption (EU = 100) show
that in 2024 overall price levels ranged from around 60 in Bulgaria to over 143 in Denmark.
These differences broadly follow the distribution of income levels and reflect structural
variations in economic development and cost structures across Member States.

Tobacco price indices follow a similar pattern. In 2024, Ireland recorded a tobacco PLI of
257.6 (EU = 100), while Bulgaria recorded 49.0. These figures indicate that tobacco products
are priced at markedly different levels when adjusted for purchasing power standards (see

2 The purchasing power standard, abbreviated as PPS, is an artificial currency unit. Theoretically, one PPS can
buy the same amount of goods and services in each country.
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Table 2 in Annex 1). In other words, the relative price of tobacco in Ireland is more than five
times higher than in Bulgaria when expressed against a common EU benchmark.

Taken together, income levels and price indices shape relative affordability. A
commonly used indicator in this context is the Relative Income Price index.® The data show
considerable variation in affordability across the EU. Higher index values (indicating lower
affordability) are observed in several lower-income Member States, including Romania,
Bulgaria and Hungary. By contrast, countries such as Luxembourg and Sweden record
comparatively lower index levels, reflecting higher income levels relative to cigarette prices
(Figure 2).

Figure 2: Affordability of cigarettes (Relative Income Price index) across EU countries (2023)
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Affordability is widely recognised as a relevant factor in tobacco control policy. At global
level, the WHO Report on the Global Tobacco Epidemic (2025) indicates that cigarettes have
become more affordable in a considerable number of countries in recent years. Within the
EU, however, affordability trends have been comparatively stable. The index shows that the
median EU value in 2023 remained close to its level in 2011. While national variations
persist, the aggregate EU trend does not display the same pattern of increasing affordability
observed in many other parts of the world (Figure 3).

3 Relative Income Price index measures the price of 100 packs of cigarettes as a share of GDP per capita (for
both the weighted average price (WAP) of cigarettes and the lowest price category available on the market
(Pmin)). The higher the index value, the greater the share of income required to purchase tobacco (i.e. the higher
the value, the less affordable is the product) as indicated in Figure 2).
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Figure 3: Relative Income Price index trend in the EU (2011-2023)*
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In addition to differences in income levels, price structures and affordability, tobacco
taxation itself remains heterogeneous across Member States. While Directive
2011/64/EU establishes common minimum requirements and a combined structure of
specific and ad valorem components, the calibration of rates and the relative weight of each
component vary considerably in practice. As a result, both the nominal level of taxation and
the structure through which it is applied differ across national systems. Figure 4 illustrates
the nominal excise duty per 20-pack of cigarettes across Member States as of mid-2024.The
range extends from below €2 in some countries to close to €10 in others. Although all
Member States operate within the EU minimum framework, the level of taxation applied in
practice differs considerably in nominal terms.

4 The chart shows how Relative Income Price index for cigarettes has changed over time in the EU, i.e. how price
affordability of cigarettes has changed. The three lines represent the countries where cigarettes are the most
affordable (minimum line), least affordable (maximum line), and the middle value (median line). Overall, the lines
remain relatively stable, indicating that affordability has not changed significantly over time.
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Figure 4: Cigarette taxes in the EU (excise duty per 20-pack of cigarettes in EUR, as of July 2024)
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3. KEY DESIGN AND IMPLEMENTATION CHALLENGES
3.1 Proportionality & Affordability

Proportionality is framed institutionally within the EU’s Better Regulation framework.
The Better Regulation Guidelines emphasise evidence-based policymaking, transparency
and consistency with the principles of subsidiarity and proportionality (European
Commission, 2021). In this perspective, proportionality is not only a legal criterion assessed
ex post, but also a design consideration examined ex ante when calibrating legislative
instruments. In the context of the revision of the Tobacco Excise Directive, this concerns how
common minimum rates interact with differing economic conditions across Member States.

Reflecting this design perspective, the European Commission’s impact assessment
considers mechanisms intended to account for purchasing power differences in the
calibration of revised minimum rates. The proposed partial purchasing power adjustment
(combining two-thirds of a common EU rate with one-third adjusted by national price level
indices) introduces a degree of differentiation within an otherwise harmonised structure
(European Commission, 2025).




European Economic
Competitiveness Institute

Economic heterogeneity forms the empirical background for proportionality analysis.
As documented in the previous section, differences in GDP per capita, median
disposable income and income inequality remain substantial across Member States.
Variations in Gini coefficients® indicate that income distribution structures differ markedly,
shaping how consumption-based taxation interacts with household resources in practice
(Eurostat, 2025). Empirical research on the distributional effects of consumption taxes
provides an additional reference point. OECD findings indicate that excise duties, when
measured as a share of household income, often display regressive or broadly proportional
characteristics (OECD, 2014). Identical nominal increases may therefore represent a higher
relative financial burden in lower-income environments when assessed against disposable
income levels. In Member States with differing income distributions, the same nominal
adjustment may thus translate into different relative effects across population groups.

Figure 5: Income inequality (GINI coefficient, equivalised disposable income per inhabitant, 2024)
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Source: Eurostat (2025)

Affordability indicators further illustrate these dynamics. As shown above, the highest
Relative Income Price index levels in 2023 were observed in lower-income Member States

5 The Gini coefficient is a standard indicator of income inequality, ranging from O (perfect equality, where all
households have identical income) to 100 (maximum inequality, where one household receives all income). Higher
values indicate a more unequal income distribution.
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such as Romania, Bulgaria and Hungary, while cigarettes were comparatively more
affordable in in higher-income Member States. Differences in price levels and income
structures therefore translate into heterogeneous affordability conditions within a common
minimum framework.

The proportionality assessment must also be viewed in light of the scale and structure of the
proposed revisions. The Commission proposal foresees staged increases in minimum rates
across several product categories, as well as adjustments to structural parameters (including
incidence requirements and specific/ad valorem combinations). While minimum
harmonisation remains the underlying model, the magnitude of change relative to current
national levels differs considerably across Member States. For example, existing excise duty
levels for cigarettes already display wide dispersion across the EU, particularly with regard
to the specific component at WAP (see Figure 1 in the Annex 1). This dispersion forms the
practical baseline against which proposed revisions would operate.

Where revised minimum levels imply more pronounced adjustments for Member States
positioned close to the existing threshold, price effects may be more pronounced in relative
terms. In Member States where national rates already exceed proposed minima by a
significant margin, the economic adjustment may be comparatively limited (see Figure 2 in
the Annex 1).

3.2 Administrative feasibility & Enforceability

Administrative feasibility is central to the effective implementation of the revised Directive.
The proposal simultaneously modifies the construction of minimum rates (including
indexation and partial purchasing power adjustment), expands the scope to additional
product categories and introduces more differentiated tax bases. These elements increase
the importance of administrative capacity at national level, particularly where systems must
accommodate recurring recalculations and technical updates.

The proposal introduces a mechanism under which minimum rates are periodically adjusted
and recalculated for Member States. While this approach reduces reliance on repeated full
legislative revisions, it also creates a structured administrative cycle of recalibration, legal
adaptation and system updates. The practical implications of such a cycle depend on the
organisational and digital readiness of national administrations.

OECD describes tax administration as an increasingly complex and data-intensive activity,
emphasising the central role of digital transformation, integrated information systems and
risk-based compliance management in sustaining enforcement capacity (OECD, 2025).
Comparative evidence indicates substantial variation among tax administrations in areas
such as on-time filing and payment performance, arrears management, staffing intensity and
the degree of digital integration. While these indicators are not product-specific, they reflect
broader institutional differences in operational capacity and compliance management
frameworks. In this context, enforceability is shaped not only by the clarity of legal
provisions but also by the ability of tax authorities to manage compliance risks,
integrate digital reporting systems and coordinate across borders in monitoring
supply chains. Differences in digital maturity, staffing levels and organisational
resources across Member States may therefore influence how complex excise
structures function in practice, particularly where periodic recalibration and multi-
base product taxation increase administrative demands.
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Structural design choices also interact with administrative feasibility. Even under the existing
framework, tobacco taxation combines specific and ad valorem components with threshold
requirements. The revision introduces additional product categories and alternative tax
bases, including volume- and nicotine-based metrics. Clear classification criteria,
measurable tax bases and consistent audit methodologies become increasingly important
in such a multi-product environment.

At the same time, the proposal strengthens harmonised definitions but does not eliminate
national discretion in certain structural elements, such as the relative weighting of specific
and ad valorem components in selected categories. From a subsidiarity perspective, this
flexibility preserves room for national calibration. However, greater divergence in tax bases
and rate structures may also entail differentiated compliance requirements for economic
operators, particularly in segments characterised by rapid product innovation and cross-
border distribution, such as e-liquids and nicotine pouches.

3.3 Treatment of novel products

The extension of the Directive’s scope to novel tobacco and nicotine products
represents one of the most structurally significant elements of the revision. These
markets are characterised by rapid product innovation and heterogeneous product
design. In the absence of harmonised definitions and minimum rates, fiscal treatment
has developed unevenly across Member States, contributing to legal fragmentation.

Heated tobacco products (HTP) illustrate this heterogeneity. The European Commission’s
impact assessment notes that, in the absence of explicit EU benchmarks, Member States
have historically derived HTP taxation either from existing regimes for other smoking
tobacco or fine-cut tobacco, or have introduced ad hoc national solutions. By the end of
2024, all Member States except Malta (where HTP are not permitted on the market) applied
excise taxation to HTP, predominantly through specific components, with variations in
structural design (European Commission, 2025). Harmonised definitions and minimum
levels may reduce certain sources of legal uncertainty, but the continued possibility to apply
different tax structures (e.g. specific, ad valorem or mixed approaches) means that a degree
of variability across Member States is likely to remain.

The proposal further introduces a dedicated category for "tobacco-related products”,
including e-liquids, nicotine pouches and other nicotine-containing products. For e-liquids,
minimum rates are differentiated by nicotine concentration thresholds (0-15 mg/ml and
above 15 mg/ml), combining ad valorem and specific elements. For nicotine pouches, the
proposal provides for phased minimum levels expressed either as a percentage of retail
price or per kilogram, with transitional arrangements. Such design choices introduce
measurable tax bases (volume, nicotine concentration) that require consistent classification
criteria and verifiable product characteristics.

From an enforceability perspective, tax bases linked to nicotine concentration (mg/ml)
require reliable and standardised testing methodologies, accurate product
declarations and sufficient audit and laboratory capacity at national level. Unlike
weight or volume-based taxation, concentration-based metrics introduce an additional

6 The interaction between the proposed minimum rates for nicotine pouches and nationally embedded regulatory
frameworks is examined in further detail in the Annex 2 to this paper, using the Czech Republic as an illustrative
case study.
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technical verification layer, which may vary in complexity depending on product formulation
and market practices.

The choice between ad valorem, specific or mixed structures (where permitted) may also
influence the administrative footprint of national systems, particularly where recurrent
recalibration and product classification are required. In markets characterised by rapid
product innovation and cross-border distribution, clarity in definitions, consistency in testing
standards and alignment of technical parameters become central not only to regulatory
coherence but also to uniform enforcement across Member States.

Consumer behaviour adds an additional layer of complexity. According to the
Eurobarometer survey (2023) on attitudes towards tobacco and related products, use of e-
cigarettes and heated tobacco products is present across Member States, and patterns of
initiation and dual use vary across socio-demographic groups. The survey also indicates that
some users report transitioning to alternative nicotine products in the context of attempts to
reduce or quit smoking. These behavioural dynamics are relevant when assessing the
interaction between cross-product tax differentials and substitution effects.

The European Commission’s impact assessment acknowledges that the relationship
between affordability, prevalence and substitution across product categories is
complex and may be influenced by pricing strategies and demand characteristics. In
such a setting, the calibration of minimum rates across product categories has implications
not only for revenue or health objectives, but also for regulatory coherence. Where cross-
product differentials are large, substitution effects may intensify; where categories are
insufficiently differentiated, legal and enforcement challenges may arise. The design of
minimum structures therefore plays a role in balancing clarity, enforceability and market
stability within a rapidly evolving product landscape.

3.4 Risk of unintended market distortions

In the context of excise harmonisation, unintended market distortions may arise in
three interrelated areas: cross-border purchasing within the internal market,
substitution between product categories, and illicit trade activities. These dynamics
are shaped not only by nominal rate levels, but also by price differentials, enforcement
capacity, regulatory coherence and the speed of implementation across Member
States.

Cross-border purchases of cigarettes for personal consumption amounted to approximately
28 billion sticks in 2023, corresponding to around 7% of total EU consumption, with
associated foregone excise revenue estimated at €2.9 billion annually (4.1% of the total
excise revenue on cigarettes collected in the EU) (European Commission, 2025). For fine-cut
tobacco, the relative importance of cross-border flows is estimated to be higher,
representing between 13% and 20% of total consumption. These figures indicate that price
differentials within the EU single market already interact significantly with consumer
purchasing behaviour under the current framework.

lllicit trade constitutes a related but distinct dimension of market distortion. The incidence
of illicit cigarette consumption in the EU declined between 2017 and 2020 but has
subsequently increased, reaching approximately 8.8% of total consumption in 2023, with

[
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associated foregone excise revenue estimated at around €9 billion annually (European
Commission, 2025; based inter alia on KPMG and Euromonitor estimates).”

While methodologies for measuring the volume of illicit trade differ across sources,
enforcement authorities consistently report adaptive patterns of illicit activity. Recent
operational reporting reinforces this assessment. Europol (2025) notes that “Tobacco
products are illicitly produced in large-scale facilities, in more Member States than before.
Criminal networks split up the production process in multiple facilities, and locate them in
border regions”. Similarly, OLAF (2025) reports that cooperation with national authorities in
2023 resulted in the seizure of almost 130 million illicit cigarettes and 310 tonnes of raw
tobacco, preventing estimated losses of over €96 million to EU and national budgets. These
findings point to a diversification of illicit trade patterns, including increased evidence of
production and distribution activities within the EU.

The EC's impact assessment also identifies vulnerabilities in parts of the tobacco supply
chain (particularly the monitoring of raw tobacco and intermediate inputs) as structural risk
factors. The proposed extension of control mechanisms to additional product categories
and to raw tobacco seeks to address such gaps within the broader excise framework.
Effective implementation, however, depends on consistent application across Member
States and sufficient administrative capacity to monitor, verify and coordinate controls.

Within the EU single market, uneven implementation may itself become a source of
distortion. Where definitions, monitoring standards or enforcement intensity diverge,
economic operators may adjust distribution models accordingly. In markets
characterised by high mobility of goods and persistent price dispersion, the credibility
of harmonised minimum provisions is therefore closely linked to coherence of
enforcement and administrative coordination across Member States.

3.5 Fiscal governance & Sequencing

The revision of the Tobacco Excise Directive introduces not only new minimum levels and
product categories, but also a structured timetable for their progressive application. The
proposal foresees phased increases for selected categories and transitional arrangements
extending to 2030 and 2032, particularly in areas where current taxation levels differ
substantially from the proposed minima.

From a fiscal governance perspective, sequencing functions as a stabilising mechanism.
Phased implementation allows Member States to adjust national rate structures, update
administrative systems and anticipate budgetary effects over a defined time horizon. In
systems where current rates are positioned significantly below proposed thresholds,
gradual adjustment may reduce abrupt revenue or price discontinuities.

At the same time, extended transition periods imply that differentiated national conditions
will persist during the adjustment phase. The interaction between staggered entry-into-
force dates, partial purchasing power adjustments and indexation mechanisms creates a
multi-stage implementation environment. Predictability and clarity of these mechanisms are

7 A country-specific illustration of these dynamics in the Czech Republic, including enforcement data on illicit
nicotine pouches, is provided in the Annex 2.

[
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therefore central to ensuring credible transposition and coherent application across
Member States.

In this context, fiscal governance concerns relate less to the objectives of harmonisation and
more to the design of adjustment pathways. The credibility of revised minimum provisions
will depend not only on their nominal calibration, but also on the manageability of their
implementation cycle and the consistency with which transitional arrangements are applied
across the Union.

5. DESIGN PRINCIPLES AND IMPLEMENTATION CONSIDERATIONS

The effectiveness of the revised Tobacco Excise Directive will ultimately depend not
only on the level of minimum rates adopted, but on the quality of legislative design
and its interaction with heterogeneous national environments. In this respect,
established principles of sound regulatory design provide a structured analytical
framework.

Both the OECD principles for better regulation and the European Commission’s Better
Regulation Guidelines emphasise proportionality, enforceability, legal clarity, administrative
simplicity and evidence-based calibration as core elements of well-designed legislation
(OECD, 2025; European Commission, 2021). Applying these principles to the revision of the
Directive highlights several interrelated considerations.

A. Proportional calibration

Proportionality in excise harmonisation concerns the relationship between common
minimum standards and diverse economic conditions across Member States. As shown in
Sections 3.1 and 3.4, differences in income levels, price dispersion and existing excise
structures mean that identical nominal adjustments may produce differentiated economic
and administrative effects. Where revised minima imply substantial increases relative to
current national levels, sequencing mechanisms and transitional arrangements become
relevant design tools to ensure orderly adjustment while preserving the Directive's
harmonisation objectives.

Gradual adjustment pathways across all products may reduce the likelihood of abrupt
price shifts and associated market distortions, particularly in Member States where
compliance gaps relative to proposed minima are large. Sensitivity analysis at
Member State level can therefore support calibration choices that are consistent with
proportionality while maintaining internal market coherence.

B. Enforceability and administrative realism

Effective transposition depends not only on legal clarity, but also on the operational capacity
of national administrations. As discussed in Section 3.2, the revised framework introduces
periodic recalibration mechanisms, differentiated tax bases and expanded product
categories. The practical functioning of such a system presupposes consistent classification
standards, reliable measurement methodologies and the capacity to integrate recurrent
adjustments into domestic IT and reporting systems.

OECD principles on tax administration emphasise the role of digital maturity, risk-based
compliance management and data integration in sustaining enforcement effectiveness
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(OECD, 2025). In a multi-product excise environment characterised by evolving nicotine
products and cross-border supply chains, enforceability is therefore closely linked to the
ability of administrations to monitor risks proportionately and to coordinate across
jurisdictions.

The interaction between regulatory complexity and national discretion warrants
careful consideration. While flexibility in tax structures enables Member States to
adapt systems to domestic conditions, it may also result in differences in
interpretation, monitoring practices and compliance expectations. In an environment
with multiple product categories and evolving technical parameters, highly
differentiated structures can increase compliance costs for operators and place
additional demands on administrative systems. Clear definitions, measurable tax
bases and proportionate reporting requirements help support consistent and
manageable enforcement across the Union.

C. Legal clarity and coherent product definitions

The extension of the Directive to additional tobacco and nicotine products increases the
importance of clear and operationally workable definitions. In markets characterised by
rapid product innovation and technical differentiation, the precision of product categories
and tax bases becomes central to consistent application.

Where tax liability depends on measurable parameters such as volume or nicotine
concentration, the reliability of classification standards and testing methodologies is
particularly relevant. Ambiguities in product definitions or calculation methods may
lead to divergent national interpretations, increasing uncertainty for both
administrations and economic operators.

Clear structuring across product categories is equally important. While differentiated
treatment of traditional and novel products may reflect distinct policy considerations,
pronounced differences in tax bases or minimum rate levels can affect substitution patterns
and create uneven compliance incentives. Maintaining logical consistency across categories
supports legal certainty and reduces the risk of divergent national interpretations within the
EU single market.

D. Evidence-based monitoring and review

Given the scale and structural breadth of the proposed revision, systematic monitoring will
play an important role in assessing real-world outcomes over time. Both OECD governance
standards and the European Commission’s Better Regulation framework emphasise the
value of ongoing evaluation, data transparency and periodic review as integral components
of sound legislative design.

In the context of tobacco excise harmonisation, market dynamics, such as cross-border
purchasing, substitution between product categories and adaptive illicit manufacturing,
may evolve in response to economic incentives, enforcement intensity and product
innovation. Continuous data collection and structured review mechanisms can therefore
help distinguish between temporary adjustment effects and longer-term structural shifts.

Embedding monitoring considerations into the design phase enhances regulatory
credibility. It enables policymakers to assess whether minimum levels function as

[+
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intended across heterogeneous national environments, and provides a structured
basis for future recalibration where necessary.

CONCLUSION

The revision of the Tobacco Excise Directive represents a significant step in modernising the
EU excise framework in light of evolving market realities and public health objectives.
Harmonised minimum standards play an important role in supporting the functioning of the
internal market and reducing structural price distortions across Member States.

However, the effectiveness of harmonised excise rules depends not only on the level of
minimum rates adopted, but also on how these rules interact with heterogeneous national
environments. Differences in income levels, price structures, administrative capacity and
existing tax systems mean that identical regulatory provisions may produce differentiated
economic and administrative effects across the Union.

In this context, three design considerations appear particularly relevant:

e Firstly, the calibration of minimum rates should be highly sensitive to structural
differences between Member States, and gradual adjustment mechanisms should
be in place where significant gaps exist.

e Second, regulatory design should prioritise enforceability and administrative
realism, ensuring that tax bases, definitions and reporting requirements remain
operationally manageable for national administrations.

e Third, systematic monitoring and periodic evaluation will be essential to assess the
effect on market dynamics (including substitution patterns, cross-border purchasing
and illicit manufacturing) following implementation.

A regulatory framework combining harmonised objectives, proportionate design,
operational clarity and evidence-based review mechanisms is more likely to deliver durable
and credible outcomes. Therefore, the long-term effectiveness of the revised Directive
depends not only on the ambition of its objectives, but also on the practical robustness of
its implementation architecture.

14
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Table 1: Proposed Minimum Excise Duty Levels and Nature of Change under the Revised TED

Product category

Cigarettes

Fine-cut tobacco
(FCT)

Other smoking
tobacco (OST)

Cigarillos

Waterpipe
tobacco

Heated tobacco
products (HTP)

Other
manufactured
tobacco

E-liquids <15
mg/ml

E-liquids >15
mg/ml

Nicotine
pouches

Other nicotine
products

Current
minimum

€90/1,000 +
60% WAP

€60/kg OR
50% WAP

€22/kg OR
20% RSP

€12/1,000
OR 5% RSP

€12/1,000
OR 5% RSP

N/A

N/A

N/A

N/A

N/A

N/A

N/A

1 Jan 2028

€215/1,000 +
63% WAP

€215/kg OR
62% WAP

unchanged

unchanged

unchanged

€22/kg OR 20%
RSP

€88,/1,000 OR
€125 /kg OR
45% RSP

N/A

€0.12/ml OR
20% RSP

€0.36/ml OR
40% RSP

N/A

N/A

1 Jan 2030

same

same

€71.5/kg OR
25% RSP

€71.5/kg OR
20% RSP

€71.5/kg OR
20% RSP

€54/kg OR
25% RSP

€98,/1,000 OR
€140/kg OR
50% RSP

€71.5/kg OR
25% RSP

same

same

€71.5/kg OR
25% RSP

25% RSP

Source: European Commission (2025), own adaptation

1 Jan 2032

same

same

€143 /kg OR
50% RSP

same

same

€107 /kg OR
50% RSP

€108/1,000 OR
€155/kg OR
55% RSP

€143 /kg OR
50% RSP

same

same

€143 /kg OR
50% RSP

50% RSP

Nature of change

(own evaluation)

Large nominal increase;
structural continuity
(specific + ad valorem)
Large nominal increase;
closer alignment with
cigarettes
Stepwise increase;
progressive convergence
toward cigarette levels
Shift from low ad
valorem floor to weight-
based minimum; structural
recalibration
Parallel structural shift to
cigars; significant nominal
increase
New harmonised
category; phased
increase
New category; multi-
base structure; gradual
escalation
New harmonised
minimum; stepwise
increase
New category;
concentration-based
differentiation
Higher specific floor for
high-nicotine liquids;
concentration threshold
introduced
New category; phased
introduction of minimum
levels
New residual category;
ad valorem-only structure
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Table 2: Price level indices for food, beverages and tobacco, 2024 (EU = 100)

Country

Denmark

Luxembourg
Finland
Belgium
Sweden

Netherlands
Austria
France

Germany
EU27
Estonia
ltaly
Cyprus
Spain
Malta
Portugal
Czechia
Portugal
Greece
Latvia
Lithuania
Croatia
Hungary
Poland
Romania
Bulgaria
Slovakia

Slovenia

Source: Eurostat (2025)

HFCE

140.7
136.8
131.1
127.3
116.7
118.4
115.1
111.7
111.2
108.8
100
100.2
103.9
105.3
91.3
103.4
87.5
88.5
87.5
83.8
84.6
83.2
76.6
70.8
68.3
62.1
60.5
84.6

95.1

118.5
112
124.3
119.8
104.5
105.6
98.4
110
104.9
103.7
100
101.4
103.3
103.6
95.2
99.1
99.1
97.5
99.1
93.9
80.2
99.5
100.7
94.3
76.9
76.8
88.2
80.2

97.5

Non-alcoholic

beverages

130.9
139.4
120.4
123.6
107.3
105.7
120.5
105.4
97.1
101.2
100
116.1
82
104.3
99.9
111.5
107.5
89.8
107.5
93.1
88.1
121.6
131
99.9
113.2
108.4
108.4
88.1

107.5

Alcoholic
beverages

125
155.9
138.1
108.6

114

105.7
99.9
89.6
97.1
98.3

100

102.7

74.1
90.5
123.4

88.8

88.8
80.3
93
120.1
120.3
100.4
106.1
106.8
106.8
93
88.8

Tobacco

123.1
267.6
64
227
130.7
148.5
93.4
99.9
77.1
107.5
100
44.1
94.1
77.6
81.1
111.3
91.3
92
91.3
82.2
76.8
56.3
60.6
86.5
66.2
49
49
76.8

91.3

18
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Figure 1: Current excise duty levels for cigarettes in Member States

B EUR/ 1000 cigarettes  [Jj EU27

500

300

] I
5l

5K EL LT HU RO CY HR FL BG

2

IE FR FI NL DK BE EU27 DE MT EE AT SE CZ T E5 W PT LU
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Figure 2: Proposed excise duty level for cigarettes in Member states (PPP approach, in EUR)
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ANNEX 2

NATIONAL ADDICTION STRATEGIES, RISK-DIFFERENTIATED REGULATION AND THE
TAXATION OF NOVEL NICOTINE PRODUCTS: A CZECH REPUBLIC CASE STUDY

The design of harmonised excise minimum rates does not occur in a policy vacuum. Across
the EU, Member States have developed national public health and addiction strategies that
reflect domestically determined approaches to substance use and risk reduction. Where
these strategies are formally adopted as government policy, they establish an institutional
reference point against which the implementation of EU-level fiscal measures can be
assessed. The Czech Republic provides an analytically relevant illustration of how
harmonised minimum standards for novel nicotine products (specifically nicotine pouches)
may interact with nationally embedded risk-differentiated regulatory principles in ways that
warrant consideration from an implementation perspective.

The analytical question this annex addresses is not whether the proposed minimum rates
for nicotine pouches are appropriate as a matter of policy. Rather, the question is whether
the design of the revised Directive's excise structure for this product category is coherent
with the national policy framework in Member States that have formally adopted risk-
differentiated approaches to substance regulation. A related question is whether the
projected market effects of the proposed rates create implementation risks relevant to the
broader objectives of the revised framework.

The Czech National Addiction Strategy as an institutional reference point

The Czech Republic's National Strategy to Prevent and Reduce the Harm Associated with
Addictive Behaviour 2019-2027 explicitly establishes risk differentiation as a governing
principle of substance regulation. The Strategy directly extends this principle to economic
and market regulation (including taxation), calling for pricing and tax instruments to be
calibrated according to the risk level of the relevant product category. This principle applies
to novel nicotine products as a class and is not contingent on the commercial availability of
any specific product at the time of the Strategy's adoption.

In the Czech Republic, nicotine pouches are currently subject to excise at a level equivalent
to approximately 18% of the rate applied to cigarettes. Under the Commission's original
proposal this would rise to 47%, and under the current compromise to 37% - a substantial
structural shift that amplifies the implementation questions outlined above.

The proposed revision of the Tobacco Excise Directive does not reflect this distinction in its
structural design. The minimum rates proposed for nicotine pouches are set at levels
comparable to those applicable to traditional tobacco product categories. The excise
structure thus treats products with materially different risk profiles in a manner that does not
differentiate according to those profiles, creating a tension with regulatory frameworks that
are explicitly built around that distinction.

Projected market effects and implementation coherence

The European Commission's own impact assessment provides a quantitative basis for
assessing how the proposed minimum rates for nicotine pouches would interact with this
regulatory context. According to the Commission's projections, the proposed minimum
rates would reduce EU market sales of nicotine pouches by 78-86% relative to the 2023



https://www.drogy-info.cz/data/obj_files/33017/1045/National_strategy_2019_2027_fin_rev3.pdf
https://www.drogy-info.cz/data/obj_files/33017/1045/National_strategy_2019_2027_fin_rev3.pdf
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baseline (see Table below) (European Commission, 2025, p. 188). These projections are
based on a demand elasticity coefficient of -1.36, substantially higher than elasticity
estimates typically applied to conventional tobacco products.

The table below sets out the Commission's projections across the three policy options,
showing the estimated impact on both average price levels (EUR/kg) and total market sales
(tonnes and percentage change relative to the 2023 baseline). Option 3 in the table
corresponds to the Commission's original proposed minimum rate of €143/kg; Option 2
reflects the current compromise proposal of €107/kg. Under either scenario, the
Commission thus implicitly acknowledges that the nicotine pouch market responds to price
signals in a structurally different way than traditional tobacco categories.

Table 1: Estimated impact of proposed EU minima on nicotine pouches

Impact on price levels Impacts on market sales

Baselme 2023 4 400

297 0 -0%
437 -3,700 -78%
489 -3,800 -86%

Legend: avg. = average value among Member States

Notes: Estimates refer to EU aggregated market. In Belgium, Germany and Lithuania nicotine poches
are currently prohibited. For Bulgaria, Cyprus, Greece, Spain, Luxembourg, Lativa, the Netherlands,
Portugal and Slovenia no market data are available. The impact on demand is calculated assuming an
elasticity coefficient -1.36.

Source: European Commission (2025)

From an implementation perspective, the scale of projected demand contraction raises a
question analytically distinct from the merits of the proposed rates themselves: where does
the displaced demand go? Two substitution channels are relevant in this context:

e First, a share of consumers may revert to conventional tobacco products - an
outcome in tension with the risk-differentiated approach embedded in the Czech
national strategy.

e Second, and of more immediate enforcement relevance, a share may shift to illicit
supply channels. Unlike e-cigarettes, where illicit manufacturing presents meaningful
technical barriers, nicotine pouches involve a production process with a low barrier
to entry, making illicit supply a structurally more accessible substitution pathway.

This is not a theoretical concern. Operational data from the Czech Customs Administration,
published in March 2026, confirms thatillicit nicotine pouches are already being intercepted
in the Czech market (in retail premises, on road transport routes and at points of entry) under
current, significantly lower rate levels. The existence of illicit supply at current prices
suggests that a substantial upward adjustment in minimum rates would materially
strengthen the economic incentive for illicit trade in this product category, consistent with
the broader illicit trade risks identified in Section 3.4 of this paper.

|
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Implementation considerations

The Czech case illustrates a broader design question that is relevant beyond any single
Member State. Where national addiction strategies formally embed risk-differentiated
approaches to substance regulation, harmonised minimum rates that do not reflect product
risk profiles may create structural tension with domestically established policy frameworks.
This tension is not primarily a question of rate levels, but of whether the excise structure as
designed allows Member States to maintain coherence between EU fiscal harmonisation
and nationally determined public health objectives.

In the specific case of nicotine pouches, three implementation considerations follow from
the analysis above.

¢ First, legal market contraction and substitution effects. The Commission's own
demand projections suggest that the proposed rates would result in a substantial
contraction of the legal market, with substitution effects whose direction (towards
conventional tobacco products or towards illicit supply) carries material
consequences for both public health outcomes and enforcement capacity.

e Second, structural accessibility of illicit supply. The low production complexity of
nicotine pouches relative to other novel nicotine product categories makes illicit
substitution a structurally plausible rather than merely theoretical risk, a dynamic
already evidenced by current enforcement data.

¢ Third, absence of a coherence mechanism. The absence of a mechanism within
the revised Directive to accommodate Member States' risk-differentiated regulatory
frameworks represents an implementation gap that systematic monitoring alone
may be insufficient to address.

These considerations do not call into question the legitimacy or objectives of excise
harmonisation. They do, however, suggest that the long-term credibility of the revised
framework in Member States with formally adopted risk-differentiated addiction strategies
will depend on whether the Directive's design can accommodate the coherence
requirements that such strategies imply.
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