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INTRODUCTION
Key definitions

What is illegal alcohol? The 5 types of illegal alcohol

Counterfeit/illegal brands: Illegal alcohol
sold as legal brands (substitution), empty
bottles of legal products refilled with
cheaper alcoho #r_eflll) or industrial
manufacturing of illegal brands or illegal

lllegal alcohol: includes all the alcoholic
beverages, distilled or fermented, that

D=

exist outside legal framework due to unbranded alcohol.
counterfeiting, contraband of finished
il i i Contraband of raw material or finished
product or r.aw material, illegal artisanal M product: lllegal imports of ethanol as raw
manufacturing, tax leakage at a local BAN E)naterlal an |fl,lega||ql |crjnpor;cjs of alcoholic
DO
level, or surrogate alcohol that is shifted <’ everages as Tinished product.
to the alcoholic beverage market.
lllegal artisanal alcohol: lllegal artisanal
' alcoholic beverages manufactured for
== commercial purposes.

Surrogate alcohol: Alcohol not intended
for human consumption, such as
pharmaceutical alcohol, mouthwash, and
perfumes/colognes

Metrics used in the alcohol market

ED=

Tax leakage: Legal alcoholic beverages
manufactured at a local level for which
consumption taxes are not paid.

*  Volume HL LAE (legal and illegal)
*  Value USS mn (legal and illegal)
*  Fiscal loss USS mn (illegal)

o
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GLOBAL OVERVIEW . . o :
Euromonitor conducted a review of research covering the illicit alcohol

markets in 24 countries™

EASTERN EUROPE
Czech Republic
Russia

s

»

LATIN AMERICA

Argentina

Bolivia

Chile

Colombia

Dominican Republic

Ecuador AFRICA

El Salvador Ghana.

Guatemala ' Malawi

Honduras Mozambique

Mexico Nigeria

Nicaragua South Africa )-
Panama Tanzania /
Paraguay Uganda

Peru Zambia

Source: Euromonitor International
* Data for Argentina (2013), Chile (2015) and Nicaragua (2011) were only available for consumption volume and not value sales or fiscal loss. These countries were
excluded from value and fiscal loss regional aggregates for Latin America to ensure comparability across data points. Data for Russia (2014) was not available for fiscal loss.
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GLOBAL CONSUMPTION LEVELS .
The global illicit alcohol trade accounts for 10,895,903 HL LAE and is

driven by tax leakage and counterfeit/unregistered brands

USS$135.8 billion in total alcohol sales USS$3.6 billion in fiscal loss to

42,251,933 HL LAE total alcohol across the 21 countries governments across the 20 countries

consumed across the 24 countries

2600 74% 14% 86% US$5.66

lllicit alcohol Licit alcohol lllicit alcohol Licit alcohol Excise per liter LAE*
volume volume value value
Volume of illicit alcohol by category Value sales of illicit alcohol by category Fiscal loss by illicit alcohol category
(LAE) (USS)

28% 28%

¥ P

[l Taxleakage

@

[l Counterfeit/unregistered brands

[l icit artisanal [l Smugsgling [ Surrogate

Source: Euromonitor International
Note: Market sizes for both licit and illicit alcohol include both on-trade (restaurants, bars, etc.) and off-trade (retail).
* Excise per liter LAE excludes Russia (2014) as no fiscal loss data is available.
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REGIONAL CONSUMPTION LEVELS .
lllicit alcoholic beverages are consumed worldwide, but the market

landscape varies geographically

LATIN AMERICA AFRICA EASTERN EUROPE

14,990,777 HL LAE 10,657,163 HL LAE 16,604,059 HL LAE

total alcohol consumed total alcohol consumed
total alcohol consumed

15% 85% 40% 60% 27/% 73%

Illicit alcohol Licit alcohol [llicit alcohol Licit alcohol Illicit alcohol Licit alcohol
volume volume volume volume volume volume
2,178,986 HL LAE 4,258,896 HL LAE 4,458,022 HL LAE
illicit alcohol consumed illicit alcohol consumed illicit alcohol consumed

28% b
e
2% —
1% '
8%
s

[l Counterfeit/unregistered brands

[ | Illicit artisanal

[l Smugsgling [ Surrogate

[l Taxleakage

Source: Euromonitor International
Note: Market sizes for both licit and illicit alcohol include both on-trade (restaurants, bars, etc.) and off-trade (retail).
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GLOBAL CONSUMPTION OF BEER
Regardless of the size or shape of the market, beer is the least likely to be
illicit as it represents only 2.3% of total alcohol consumption

Licit alcohol consumption by drink type (LAE) 94.5% of total beer

volume (LAE) is licit
’ & 2.3%

Total illicit beer consumption
(LAE) from total alcohol
consumption (licit and illicit)

[l Distilled Il Beer [l Other Fermented

lllicit beer volume consumed by category

[llicit alcohol consumption by drink type (LAE) of illegality (LAE)

&°

W Distilled W Beer B Other Fermented 5.5% of total beer B Counterfeit/unregistered brands W |llicit artisanal
volume (LAE) is illicit B Smuggling M Tax leakage

JASUSUSESNUS
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'EXECUTIVE SUMMARY

Five key global themes shaping the illicit alcohol trade globally

Strong consumer

L 4

Z

perceptions & low
awareness

Higher affordability of
illicit alcohol

Lack of enforcement &
collaboration

Poorly regulated
distribution channels

Reports on illicit alcohol often focus on the lack of consumer awareness about
health risks. However, consumer perceptions and awareness are multi-faceted.
Many consumers are unaware that the products are illicit, do not perceive a
difference in quality, and/or consider illicit products to be socially acceptable.

Consumers of all income levels purchase illicit alcohol for various reasons, but
the commonality is that the illicit products they buy tend to have lower prices
than their licit counterparts. Government policies such as high excise taxes
affect the prices that consumers must pay for licit products.

Governments employ a variety of regulatory and legal mechanisms to combat
illicit alcohol, with differing degrees of success. Many national frameworks are
ineffectively designed, partial solutions, or inadequately enforced or

resourced. Extreme regulations for the licit industry also stimulate illicit trade.

Even the most well-designed regulatory and legal framework will be ineffective
without adequate enforcement, yet enforcement is sorely lacking in many
countries with high rates of illicit alcohol. Corruption and lack of collaboration
between government agencies and the public, private, and civil society sectors
contribute to making enforcement ineffective.

[llicit alcohol players take advantage of underregulated or weakly controlled
distribution channels to buy raw ingredients as ethanol and to reach
consumers, including informal outlets, duty-free areas, and e-commerce
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OVERVIEW OF GLOBAL ALCOHOL TRADE E
The illicit alcohol trade is present across all regions and countries

Eastern Europe**
Aggregate data for 2 countries.
,’ Total alcohol consumption: 16,604,059 HL LAE
» Illicit alcohol consumption: 4,458,022 HL LAE
Illicit alcohol sales: US$9,440 mn
Share of illicit alcohol: 27% HL LAE
Fiscal loss: US$99 mn

Latin America*

Aggregate data for 14 countries.
Total alcohol consumption: 14,990,777 HL LAE

lllicit alcohol consumption: 2,178,986 HL LAE

lllicit alcohol sales: USS4,844 mn i
Share of illicit alcohol: 15% HL LAE

Fiscal loss: US$1,693 mn /

Africa

Aggregate data for 8 countries.

Total alcohol consumption: 10,657,163 HL LAE

lllicit alcohol consumption: 4,258,896 HL LAE

lllicit alcohol sales: US$5,105 mn

~ Share of illicit alcohol: 40% HL LAE ~
\\fiscal loss: USS$1,825 mn /

Source: Euromonitor International
Note: Consumption and sales data include both on-trade (restaurants, bars, etc.) and off-trade (retail).

* Data on value sales and fiscal loss were unavailable for Argentina (2013), Chile (2015) and Nicaragua (2011), so these were excluded from value and fiscal loss aggregate
figures to ensure comparability across data points.

** Data for Russia (2014) was not available for fiscal loss.
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(0)

VERVIEW OF RISKS
The severity of the risks and costs associated with illicit alcohol vary

based on the local market landscape of each country

Health risks

= [llicit alcohol is sold outside frameworks controlling health and safety. This can have serious
implications for consumer health (e.g., illness or death from accidental methanol intoxication).

= Health risks are more closely associated with illicit artisanal beverages,
counterfeit/unregistered brands, and surrogate products.
Fiscal risks

= [llicit alcohol evades taxes and duties that governments apply to the sale of licit alcoholic
beverages. The illicit trade thus entails a fiscal loss (revenue loss) for governments.

= Fiscal risks are more closely associated with smuggling and tax leakage.

Economic risks

» Businesses in the legitimate alcoholic beverage industry lose when their brand reputations
are degraded by counterfeit and other illicit alcoholic beverages.

» Lower investment is made by licit industry players because of unfair competition from the
illicit market.
Other social risks

= The illicit alcohol trade is closely associated with myriad other risks and costs for consumers
and the societies in which they live.

= For example, in many countries the illicit alcohol market helps finance other criminal
activities, as illicit alcohol sales generate revenue for criminal organizations.

JASUSUSESNUS



' INTRODUCTION / EXECUTIVE SUMMARY / ILLICIT ALCOHOL LANDSCAPE / GLOBALTHEMES / CONCLUSION
OVERVIEW OF RISKS . . o
The health and fiscal risks associated with illicit alcohol pose the most

serious, tangible threats to global consumers and societies

Broadly speaking, health risks are higher in markets with a greater share of illicit artisanal,
counterfeit/unregistered brands and/or surrogate products, while fiscal risks are higher in markets

with a greater share of tax leakage and/or smuggling. Health risks are more significant in Africa and
Europe, while fiscal risks are more significant in Latin America.

Prevalence of Health and Fiscal Risks in Regional Markets for
Illicit Alcohol* » Prevalence of health or fiscal-related risks is a

result of the illicit market shape in each
region. Although both types of risks are
present in all markets, its prevalence varies as
shown in the chart.

Global
= In 5 of the 14 markets in Latin America, health
risks are more significant given a higher
Latin consumption of counterfeit/unregistered
America
brands.
® [n Africa, Ghana, Malawi, Mozambique,
Europe Nigeria, Tanzania, and Uganda, health risks
are more significant than in South Africa and
Zambia.

that of Africa. This is driven by high levels of
both tax leakage and counterfeit/unregistered
brands.

W Health M Fiscal

Source: Euromonitor International
*Note: Health risks are the combination of the consumption (volume HL LAE) of illicit artisanal, counterfeit/unregistered brands, and surrogate categories. Fiscal risks

includes consumption (HL LAE) of surrogate and tax leakage categories.
JASUSUSESNUS
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REGIONAL ANALYSIS: LATIN AMERICA _ .
In Latin America, the Dominican Republic and Ecuador have the highest

shares of illicit alcohol out of total alcohol consumed

Share of lllicit Alcohol out of Total Alcohol Volume (HL LAE)

Mexico
15.2%

Guatemala
6.6%

Dominican Republic
30.8%

Honduras
20.4%

El Salvador Colombia
22.0% 22.0%

Nicaragua

4.6%

Ecuador
29.2%
Paraguay
7.2%
B 3%

4.5% 6% - 10%
<5%

B 21% - 30%
ﬁ Argentina ] B 11% - 20%

Source: Euromonitor International

Note: Data for alcohol value sales, consumption volume and fiscal loss use latest-year sizes for Argentina (2013), Bolivia (2016), Chile (2015), Colombia (2017), the
Dominican Republic (2016), Ecuador (2017), El Salvador (2015), Guatemala (2015), Honduras (2015), Mexico (2017), Nicaragua (2011), Panama (2015), Paraguay (2017), and
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LATIN AMERICA: LICIT VS. ILLICIT .
15% of the alcoholic beverage volume consumed (LAE) across the region

is illicit

The total market for alcoholic beverages amounts to 15.0 million HL LAE, 14.5% of which is
comprised of illicit alcoholic beverages generating sales of approximately USS4.8 billion.

Mexico is the largest illicit alcohol market in the region, accounting for 43.3% of the total
regional volume (LAE). Colombia is the second largest market with 16.3% of the region’s
volume, followed by Peru (12.8%).

Volume of Licit and lllicit Alcoholic Beverages Consumed Value Sales of Licit and lllicit Alcoholic Beverages in Latin
in Latin America (HL LAE)* America (USS mn)*

15.0 million USS38,940

HL LAE million

= Licit Market = [llicit Market

Source: Euromonitor International
* Data for Argentina (2013), Chile (2015) and Nicaragua (2011) were only available for consumption volume and not value sales, and thus, these countries were excluded
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LATIN AMERICA: ILLICIT CATEGORIES . o .
Lack of controls at borders, production facilities, and points of sale

facilitate the sale of counterfeit/unregistered and smuggled products

Volume of lllicit Alcoholic Beverages Value Sales of lllicit Alcoholic Alcohol-related Fiscal Loss by
Consumed by Category (HL LAE) Beverages by Category (USS mn) Category (USS mn)

2%

USsS4,844 —
million

USS1,693
million

e 2.2 million
HL LAE

[l Counterfeit/unregistered brands [l licit artisanal [l Smuggling [ Surrogate [l Taxleakage

At a regional level, smuggling is the largest contributor to the illicit alcohol volume (LAE)
consumed, as well one of the largest contributors to illicit value sales and fiscal loss.

Counterfeit/unregistered brands are the main contributors to illicit value sales and fiscal loss.
However, there are significant differences across Latin American markets in terms of the most
significant sources of illegality in the alcohol sector.

Source: Euromonitor International
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LATIN AMERICA: DRIVERS, ENABLERS AND INHIBITORS . . .
Despite progress in reducing the illicit alcohol trade in Latin America,

many factors are still stimulating the illicit market

Factors driving and enabling the illicit alcohol
trade in Latin America

Factors inhibiting the illicit alcohol trade in Latin
America

= Lack of consumer awareness about the health risks
of illicit alcohol, coupled with cultural acceptance of
illicit trade.

* Price reduction of licit alcohol beverages by
some licit brands to capture share from illicit
products, particularly in beer and imported

* Increased prices for licit alcohol due to high taxes liquors.

and excessive restrictions stimulates demand for
illicit products, especially among low-income
consumers.

* Reduction of import tariffs and quotas for
distilled beverages lower the prices of licit
products, increasing demand (e.g., Ecuador).

* Introduction of ineffective fiscal marking systems
to control and enforce fiscal leakage of beverages that
represent a low illicit risk; use of stamps that can be
easily counterfeited or even illicitly obtained; and
increasing final cost of products making its licit
consumption more expensive in the long term.

* Improvements in ethanol regulation and
control, including required registration of
businesses selling ethanol (e.g., Peru) and ethanol
import quotas.

» Coordination across actors aligns and amplifies
the efforts taken to combat illicit alcohol (e.g.,
Peru’s Mesa de Trabajo Multisectorial, Colombia’s
Comité de Seguimiento Anticontrabando).

= Lack of effective controls over the ethanol supply
chain allow easy access to residual ethanol for the

production of illicit alcohol. .
= Increased awareness of authorities and

consumers through communication strategies
about the illicit alcohol issue and its economic
impact have increased awareness of this subject.

= Weak law enforcement and penalties, including
corruption in Customs, lack of control over sanitary
licenses, and low penalties (or impunity) for illicit

trade.
= Stronger penalties for illicit activities partially

= Weak controls at independent points of sale, increase the risks perceived by local businesses
especially in rural areas and online, and greater (e.g., Colombia’s Ley Anticontrabando targets

online availability of illicit beverages. smuggling).
JASUSUSESNUS
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LATIN AMERICA: COUNTRY MARKETS BY CATEGORY . o
Smuggling and counterfeit/unregistered brands dominate illicit alcohol

volume regionally, but individual markets vary significantly

Share of lllicit Market Volume by Category in Latin America (HL LAE)

Regional
Argentina 36% 1% 63%
Bolivia 28% 23% 46% 3%9
chie
Colombia 52% 5% 29% 10% 4%
Dominican Republic 12% 8% 64% 16%
Ecuador 14% 35% 11% 1% 40%
El Salvador
Guatemala 41% 39% 1% 18%
Honduras 9% 91%
Mexico
Nicaragua 9% 5% 9% 77%
Panama 9% 24% 68%
Paraguay W8 72% 24%
Peru 56% 26% 15% 2%
[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

Source: Euromonitor International
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LATIN AMERICA: COUNTRY MARKETS BY CATEGORY .
Counterfeit/unregistered brands have a higher share of value sales than

volume because they tend to have higher prices per liter

Share of lllicit Market Value Sales by Category in Latin America (USS)

Regional* 37% 6% 28% 1% 28%
Colombia 67% 6% 22% 1%5%
Dominican Republic 10% 2% 71% 16%

Ecuador 15% 17% 24% 45%

El Salvador 38% 6% 22% 30% 4%

Guatemala 44% 1% 48% 7%
Mexico 19% 2% 17% 63%
Panama 7273l 89%

Paraguay &4 92% 6%

Peru 77% 13% 6% 4%
[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

Source: Euromonitor International
* Data uses the latest-year market sizes for 11 countries: Bolivia (2016), Colombia (2017), the Dominican Republic (2016), Ecuador (2017), El Salvador (2015), Guatemala

(2015), Honduras (2015), Mexico (2017), Panama (2015), Paraguay (2017) and Peru (2017). , v v, v’ v v,
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LATIN AMERICA: COUNTRY MARKETS BY CATEGORY . .
Counterfeit/unregistered brands and smuggling also represent the main

categories contributing to higher fiscal loss in the region

Share of Fiscal Loss by lllicit Alcohol Category in Latin America (USS)

Regional* 37% 6% 32% 2% 23%
Bolivia 20% 13% 65% 1%
Dominican Republic 10% 6% 67% 17%
Ecuador 11% 30% 25% 1% 33%
El Salvador 41% 4% 23% 28% 3%
Guatemala 37% 59% 4%
Panama 7XZ3E37S 90%
Paragua RYZIETA 83% 10%
Peru 75% 18% 4% | 4%
[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

Source: Euromonitor International
* Data uses the latest-year market sizes for 11 countries: Bolivia (2016), Colombia (2017), the Dominican Republic (2016), Ecuador (2017), El Salvador (2015), Guatemala

(2015), Honduras (2015), Mexico (2017), Panama (2015), Paraguay (2017) and Peru (2017).
INUSTUINUSUS
IIA\\. AN TZAN {A\ v AN


http://www.euromonitor.com/

INTRODUCTION / EXECUTIVE SUMMARY / ILLICIT ALCOHOL LANDSCAPE / GLOBALTHEMES / CONCLUSION

LATIN AMERICA: SIZE AND SHAPE OF COUNTRY MARKETS

lllicit alcohol has the lowest presence in Chile, mainly driven by the
country's effective regulation

Country Share of iII(i)cit alcohol  lllicit alcohol volume consz(:\rc)’?iz:atotal consii;:iz:aillicit Largest illicit category ) Largest cf':\t'e'gory
volume (% of LAE) (HL LAE) alcohol (LAE/year)*  alcohol (LAE/year)* by LAE % of total illicit LAE

Reg|ona| .................. 145% 2178936 65 .......................... 1 0 ......................... Smugglmg ............... 350% ....................
Argentma ................ 45% ........................ 1 19 709 ................ _0 4 ........................ Tax|eakage ............. 629% ....................

Bolivia 25.7% 82,677 4.8 1.2 Smuggling 46.0%

Chile 1.2% 10,454 7.6 0.1 Tax Leakage 33.3%

Colombia 22.0% 356,032 4.8 1.1 Counterfeit 52.3%

Dominican Rep. 141,060 6.8 Smuggling 63.5%

Ecuador 29.2% 134,693 4.3 1.3 Tax Leakage 39.5%

El Salvador 22.0% 28,432 3.2 0.7 Counterfeit 50.2%

Guatemala 6.6% 19,831 3.1 0.2 Counterfeit 41.2%

Honduras 20.4% 22,262 1.9 0.4 Smuggling

Mexico 15.2% 7.6 1.2 Smuggling 44.5%

Nicaragua 4.6% 6,955 4.2 0.2 Tax Leakage 76.6%

Panama 2.2% 3,659 6.4 0.1 Smuggling 67.9%

Paraguay 7.2% 29,444 9.4 0.7 Smuggling 72.1%

Peru 26.2% 279,996 5.1 1.3 Counterfeit 56.0%

Mexico consumes the highest volume (HL LAE) of illicit alcohol but the Dominican Republic shows

the highest per capita consumption of illicit alcohol. The Dominican Republic also has the biggest
share of illicit alcohol consumption compared to the other Latin American markets.

Source: Euromonitor International
* Per capita consumption is calculated based on base-year population aged 15-64.
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LATIN AMERICA: COUN'I:RY MARKE'I_'S BY D[S'[ILI:ED VS. FERMENTED . .
Almost all of Latin America’s illicit alcohol volume in LAE terms is

comprised of distilled beverages

Distilled alcohol accounts for 92% of illicit alcohol volume (LAE). Spirits have higher alcohol content
and tend to have higher prices in the licit market, which makes them more susceptible to illicit sales,

as illicit producers look for higher profits and consumers look for more affordable options. In
addition, adulterating or producing illicit spirits can be as simple as mixing ethanol, coloring, and
flavoring.

Distilled vs. Fermented lllicit Market Volume in Latin America (HL LAE)

0,
100% 7
14%
28%
71%
100% S 019
86% 87%
72%
29%

Regional Argentina  Bolivia Chile Colombia Dominican Ecuador ElSalvador Guatemala Honduras Mexico Nicaragua Panama Paraguay Peru

JASUSUSESNUS

90%
80% 38%

70%

66%

60%

50%

100%

92%

40% 84%

30% 62%
20%

34%
10%

0%

M Distilled = Fermented
Source: Euromonitor International
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LATIN AMERICA: BEER

Beer is the beverage least likely to be illicit in Latin America since illicit
beer represents less than 1% of total alcohol consumption

Licit alcohol consumption in Latin America
by drink type (LAE)

&

Il Distilled Il Beer [l Other Fermented

Illicit alcohol consumption in Latin
America by drink type (LAE)

Il Distilled Il Beer [l Other Fermented

Source: Euromonitor International

99.3% of total beer
volume (LAE) is licit

0.7% of total beer
volume (LAE) is illicit

0.4%

Total illicit beer consumption
(LAE) from total alcohol
consumption (licit and illicit)

lllicit beer volume consumed in Latin
America by category of illegality (LAE)

.

60%

B Counterfeit/unregistered brands W llicit artisanal

Il Smuggling Il Tax leakage
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' / ILLICIT ALCOHOL LANDSCAPE /
REGIONAL ANALYSIS: AFRICA
Widespread corruption intersects with high poverty, illiteracy, and

unemployment in Mozambique, contributing to it having the
highest share of illicit alcohol out of total consumption by residents

Share of lllicit Alcohol out of Total Alcohol Volume (HL LAE)

Nigeria
36.2%

Uganda
[ Ghana | ' 63.3%
45.0% '
|
[ Zambia 54.7%

69.5% Malawi

B >61% South Africa Mozambique
W 46% - 60% 14.5% 73.0%
B 31% - 45%

16% - 30%
< 15%

Source: Euromonitor International
Note: Data for alcohol value sales, consumption volume and fiscal loss use latest-year sizes for Ghana (2017), Malawi (2015), Mozambique

(2017), Nigeria (2017), South Africa (2017), Tanzania (2017), Uganda (2017) and Zambia (2017).
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A

FRICA: LICIT VS. ILLICIT .
40% of the alcohol beverage volume consumed (LAE) across the African

markets is illicit

The market for alcoholic beverages across the eight researched countries amounts to 10.7
million HL LAE, 40.0% of which is illicit. The illicit alcohol trade in these markets generates

sales of USS5.1 billion. High poverty levels and easy access to illicit goods drive demand, while
suppliers are enabled by weak enforcement and controls.

Volume of Licit and lllicit Alcoholic Beverages Consumed Value Sales of Licit and lllicit Alcoholic Beverages in
in Africa* (HL LAE) Africa* (USS mn)

USS$28,364

million

= Licit Market = [llicit Market

Source: Euromonitor International
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AFRICA: ILLICIT CATEGORIES o _ _
Wide availability of low-cost, illicit artisanal beverages stimulates

demand, while weakly controlled borders facilitates smuggling

Volume of lllicit Alcoholic Beverages Value Sales of lllicit Alcoholic Alcohol-related Fiscal Loss by
Consumed by Category (HL LAE) Beverages by Category (USS mn) Category (USS mn)

US$5,105 US$1,825

million million

[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

At a regional level, illicit artisanal alcohol is the largest contributor to the consumption of illicit
alcoholic beverages in LAE terms, as well as the largest contributor to illicit value sales and fiscal
loss. Smuggling is the second largest category contributing to the region’s illicit alcohol trade in

value terms and fiscal loss. In most of the markets, illicit artisanal alcohol dominates because of lax
enforcement and weak control over the illicit commercial production of distilled artisanal
beverages.

Source: Euromonitor International
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A

FRICA: DRIVERS. ENABLERS AND INHIBITORS .
Weaknesses in regulatory and enforcement mechanisms — often due to

corruption — allow the illicit alcohol trade to flourish

Factors driving and enabling the illicit alcohol
trade in Africa

Factors inhibiting the illicit alcohol trade in Africa

= [llicit actors adapt to changing conditions by
shifting from ethanol-based spirits, facilitated by easy
access to smuggled ethanol even as limitations arise
on previously used base ingredients (e.g., palm trees
under environmental stress; by-products of sugar
processing now diverted to biofuel production).

* Focused attention on increasing control of
base ingredients that are being diverted to illicit
alcohol production makes it more difficult for
illicit alcohol producers to operate (e.g., tracking,
tracing, and control of ethanol in South Africa;
controlling the by-products of local sugar
industries; banning sachets in Tanzania).

= Inflation and rising excise duties are pricing
consumers out of the market for licit alcohol (e.g.,
South Africa, Mozambique).

= Increased enforcement and demonstrable,
high penalties for illicit distributors and retailers
reduces their willingness to participate in the

= Lack of strong, systematic regulatory illicit supply chain

enforcement, with illicit alcohol being a low
government priority and government officials often
complicit in illicit activity (e.g., Nigeria, Zambia, and
Uganda).

* Local district initiatives have emerged to
reduce access to low-cost, highly alcoholic illicit
products given lack of national-level enforcement

* Introduction of ineffective fiscal marking systems (e.g. Nigeria and Uganda).

to control and enforce fiscal leakage of beverages that
represent a low illicit risk; use of stamps that can be
easily counterfeited or even illicitly obtained, and
increasing final cost of products making its licit
consumption more expensive in the long term.

* Increased awareness of authorities and
consumers through communication strategies
about the illegal alcohol issue and its economic
impact have increased overall awareness of this
subject.

= Lack of concerted cooperation, mutual support and
information sharing across government and civil
organizations to tackle illicit alcohol activities such as
distribution by cartels.
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FRICA: COUNTRY MARKETS BY CATEGORY . .
lllicit artisanal alcohol dominates consumption volume in nearly all of the

markets in Africa, followed by tax leakage

Share of lllicit Market Volume by Category in Africa (HL LAE)

Regional 13% 43% 16% 28%

I

Ghana 12% 42% 10% 36%

Mozambique 6% 49% 25% 19%
Nigeria 9% 48% 8% 36%
South Africa 24% 23% 28% 25%

Tanzania 5% 88% 3% 4%
Uganda 31% 54% 8% 7%
Zambia 'BZ3EYA 33% 60%

[ | Counterfeit/unregistered brands [l icit artisanal [l Smuggling Surrogate [l Taxleakage

Source: Euromonitor International
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FRICA: COUNTRY MARKETS BY CATEGORY o
Smuggling has a much higher share of illicit value sales than of

consumption volume because it is driven by premium spirits

Share of lllicit Market Value Sales by Category in Africa (USS)

Regional 18% 37% 25% 20%

Ghana 19% 34% 4% 42%

Malawi 26% 1% 11% 57%

Mozambique 6% 56% 30% 8%
Nigeria 11% 45% 9% 35%
South Africa 38% 18% 40% 5%
Tanzania 20% 63% 10% 8%
Uganda 29% 44% 19% 8%
Zambia AN 64% 29%
[ | Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

Source: Euromonitor International
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FRICA: COUNTRY MARKETS BY CATEGORY _
lllicit artisanal beverages generate the largest fiscal loss to most

governments in the region, driven by high excise rates for spirits

Share of Fiscal Loss by lllicit Alcohol Category in Africa (USS)

Regional 18% 32% 27% 23%

Ghana [EEA 54% 3% 40%

Malawi 32% 13% 50%

Mozambique A 64% 18% 13%
Nigeria 7% 38% 27% 28%
South Africa 31% 38% 31%

Tanzania 8% 81% 5% 6%
Uganda 42% 35% 15% 8%
Zambia 6% 5% 71% 18%

[ | Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

Source: Euromonitor International
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FRICA: SIZE AND SHAPE OF COUNTRY MARKETS . .
lllicit alcohol has the strongest presence in Mozambique but

Zambia has the highest per capita consumption

Country Share of illlcit alcohol  lllicit alcohol volume consii:;:izirtlatotal conszeirrm;:izirtjllicit Largest illicit category ) Largest cfat.e.gory
volume (% of LAE) (HL LAE) alcohol (LAE/year)*  alcohol (LAE/year)* by LAE % of total illicit LAE

Reglonal ............... 400% ....................... 4 ’258’896 ................ 44 ......................... 18 ......................... ”“c'thomebrew ....... 426%
Ghana .................. 450% ....................... 388,365 .................. 51 23 ......................... ”llc'thomebrew ....... 421% ...................

Malawi 61.0% 97,623 1.7 1.1 Tax leakage 39.0%

Mozambique 542,252 4.8 35 Illicit homebrew 49.4%

Nigeria 954,512 2.6 0.9 Illicit homebrew 47.6%

South Africa 14.5% 498,290 9.2 1.3 Smuggling 28.0%

Tanzania 54.7% 399,084 2.4 1.3 Illicit homebrew

Uganda 63.3% 761,584 Illicit homebrew 53.6%

Zambia 69.5% 617,186 Tax leakage 59.7%

Although Nigeria’s illicit alcohol market is the largest in volume terms (LAE), it also has the

largest population, resulting in the lowest per capita consumption of illicit alcohol. Zambia has
not only the highest per capita consumption of alcohol but also of illicit alcohol.

Source: Euromonitor

International

* Per capita consumption is calculated based on base-year population aged 15-64.
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FRICA: COUNTRY MARKETS BY DISTILLED VS. FERMENTED
Over 70% of illicit alcohol volume in LAE terms is distilled

In Africa, the majority of illicit alcohol volume in LAE terms is distilled, although the licit alcohol
market is dominated by fermented beverages, especially clear beer/lager. Despite the general

popularity of clear beer/lager, it is a small share of illicit alcohol because consumers have a wide
variety of low-cost licit beers from which to choose.

Distilled vs. Fermented Illicit Market Volume in Africa (HL LAE)

100%

27% 35%

90%
80%
70%
60%
50%

40%
73%

30% 65%

20%

10%

0%
Regional Ghana Malawi Mozambique Nigeria South Africa Tanzania Uganda Zambia

M Distilled ™ Fermented

Source: Euromonitor International

JASUSUSESNUS


http://www.euromonitor.com/

' INTRODUCTION / EXECUTIVE SUMMARY / ILLICIT ALCOHOL LANDSCAPE / GLOBALTHEMES / CONCLUSION
AFRICA: BEER

Low-cost licit beer discourages illicit beer consumption in Africa that
represents 8.3% of total alcohol consumption

Licit alcohol consumption in Africa by 79.8% of total beer
drink type (LAE)*

N

volume (LAE) is licit

8.3%

Total illicit beer consumption
(LAE) from total alcohol
consumption (licit and illicit)

Il Distilled Il Beer [l Other Fermented

Illicit alcohol consumption in Africa by

drink type (LAE)

lllicit beer volume consumed in Africa by
category of illegality (LAE)

20.2% of total beer 1%

lled m- B Other Fermented volume (LAE) is illicit Il Counterfeit/unregistered brands M lllicit artisanal
[l Distille eer

Il Smuggling Il Tax leakage

JASUSUSESNUS

Source: Euromonitor International
Note: Malawi is excluded from the analysis on beer
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AFRICA: BEER

Africa has two beer segments that differ significantly in the illicit market:
Clear beer/lager is almost entirely licit, while other beer is largely illicit

Clear Beer/Lager Opaque Beer Fermented Homebrew
1.2% 58.1% 100%
lllicit lllicit lllicit
[ | Counterfeit/unregistered brands [l licit artisanal [l Smusgsgling [ Surrogate [l Taxleakage

349,738 479,657
HL LAE HL LAE

Alcohol manufacturers have begun offering low-cost, licit opaque beer as part of a strategy to
reduce illicit alcohol consumption among people of low income. Similarly, manufacturers of clear
beer/lager also seek to draw consumers away from illicit products by offering them licit options they
can afford.

Source: Euromonitor International
Note: Malawi is excluded from the analysis on beer
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REGIONAL ANALYSIS: EASTERN EUROPE . S
Consumption of illicit alcohol in Russia and the Czech Republic is driven

by lower prices compared to licit alcohol

Share of lllicit Alcohol out of Total Alcohol Volume (HL LAE)

Russia
28.5%

Czech Republic
7.1% =~

B >31%

B 21% - 30%

B 11% - 20%
6% — 10%
<5%

Source: Euromonitor International

Note: The regional aggregate for alcohol sales, volume and fiscal loss are calculated as the sum of latest-year sizes for the Czech Republic (2014) and Russia (2014).
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EASTERN EUROPE: LICIT VS. ILLICIT .
When Russia and the Czech Republic are analyzed together, around one

out of every four litres of pure alcohol (LAE) is illicit

Nearly 16.6 million HL LAE of alcohol are consumed across Russia and the Czech Republic,
26.8% of which is comprised of illicit alcoholic beverages. The sale of illicit alcohol to end-

consumers in these countries generates approximately USS9.4 billion in revenue for retailers
and away-from-home vendors (restaurants, bars, etc.). Russia has a much higher share of
illicit volume out of total alcohol consumed (28.5%) compared to the Czech Republic (7.1%).

Volume of Licit and lllicit Alcoholic Beverages Consumed Value Sales of Licit and lllicit Alcoholic Beverages in
in Russia and Czech Republic (HL LAE) Russia and Czech Republic (USS mn)

16.6 million USS68,536

HL LAE million

= Licit Market = [llicit Market

Source: Euromonitor International
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EASTERN EUROPE: ILLICIT CATEGORIES . o
Tax leakage dominates the regional trade of illicit alcohol, followed by

counterfeit/unregistered brands

Volume of lllicit Alcoholic Beverages Value Sales of lllicit Alcoholic Alcohol-related Fiscal Loss by
Consumed by Category (HL LAE) Beverages by Category (USS mn) Category (USS mn)*
HL LAE

USS$9,440 USS99
million | million

[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Taxleakage

4.5 million

Tax leakage is the largest contributor to the illicit alcoholic beverages in LAE terms, as well as
the largest contributor to illicit value sales, driven by its significant presence in Russia.

Counterfeit/unregistered brands are the main source of fiscal loss in the Czech Republic;
specifically, industrial manufacturing represents 54.7% of the fiscal loss.

Source: Euromonitor International
* Data for Russia (2014) was not available for fiscal loss.
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EASTERN EUROPE: DRIVERS, ENABLERS AND INHIBITORS _
Stricter controls have reduced the illicit alcohol market in some cases,

but several government policies have actually stimulated it

Factors driving and enabling the illicit alcohol
trade in Russia and the Czech Republic

Factors inhibiting the illicit alcohol trade in Russia
and the Czech Republic

* High excise taxes on licit alcohol, especially
spirits, stimulate supply and demand for illicit
beverages in both countries.

= Stricter government controls after a methanol
intoxication incident in 2012 decreased illicit
spirits in the Czech Republic (e.g., more frequent
inspections, daily reporting of alcohol beverage
production, cameras in manufacturing facilities,
etc.).

* Policies intended to reduce overall alcohol
consumption in Russia had the unintended effect
of increasing demand for illicit alcohol (e.g., rapid
rise in alcohol excise tax, minimum retail price for
alcohol, restricted hours for alcohol retail sales,
restrictions on sales in public places, etc.).

= Alcohol manufacturers responded to more
stringent policies in Russia by increasing illicit
activities, with some factories that lost their
licenses shifting entirely to illicit trade.

= Weak controls over the Czech wine industry
lead to a robust illicit trade in wine in that
country.
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EASTERN EUROPE: COUNTRY MARKETS BY CATEGORY
lllicit alcohol market landscapes in the Czech Republic and Russia differ

Share of lllicit Market Volume by Category (HL LAE) Share of Illicit Market Value Sales by Category (USS)
8%
Regional 32% 8% 9% 15% 36% Regional 29% 4% 5% 54%
Czech Republic 47% 2% 46% 5% Czech Republic 49% 2% 40% 8%
: . 5%
Russia 32% 9% 8% 16% 36% Russia P <y8% 55%
(o]

[l Counterfeit/unregistered brands [l icit artisanal [l Smuggling [ Surrogate [l Tax leakage

= Russia’s market for illicit alcoholic beverages is led by tax leakage and counterfeit/unregistered brands:

= Tax leakage is driven by a high excise tax in the country. Producers put together these products with
legitimate bottles and can offer extra volumes of alcohol at more accessible prices.

» Counterfeit/unregistered products come from illicit producers that use production lines in old
factories.

» The Czech market for illicit alcohol is led almost entirely by counterfeit/unregistered brands and smuggling,
with the latter enabled by the country’s participation in the duty-free Schengen Area.

JASUSUSESNUS

Source: Euromonitor International
* Data include the latest-year market sizes for two countries: the Czech Republic (2014) and Russia (2014).
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EASTERN EUROPE: SIZE AND SHAPE OF COUNTRY MARKETS _ . .
Russia and the Czech Republic have the highest per capita consumption

of alcohol among all researched markets globally

Regional Czech Republic Russia

Share of illicit alcohol volume (% of LAE) { 26.8% P 7.1% 28.5%

lllicit alcohol volume (HL LAE) i 4,458,022 i 93,280 4,364,742

Per capita consumption total alcohol (LAE/year)* 15.3 15.1

Per capita consumption illicit alcohol (LAE/year)* 4.1 1.3

Largest illicit category by LAE Tax leakage Counterfeit Tax leakage
Largest category % of total illicit LAE 35.8% 46.6% 36.5%

Russia’s widespread alcohol addiction contributes to its high per capita consumption of illicit
alcohol. Russian government responses to this problem have had the unintended effect of

stimulating the illicit alcohol market. In contrast, the Czech Republic has one of the lowest levels of
illicit alcohol consumption per capita, but higher per capita consumption of total alcohol.

Source: Euromonitor International
* Per capita consumption is calculated based on base-year population aged 15-64.
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EASTERN EUROPE: COUNTRY MARKETS BY DISTILLED VS. FERMENTED .
Distilled spirits represent most of the illicit volume in Russia, but

illicit fermented beverages are more common among Czechs

Distilled vs. Fermented lllicit Market Volume in Russia
and Czech Republic (HL LAE)

= As in the other regions, distilled spirits are much
more likely to be illicit than fermented beverages.

100%
90%

» However, this is entirely driven by Russia, as the
Czech Republic stands out among almost all
researched markets by having a very high share of
fermented alcohol in its illicit market.

80%
70%

60% * [n the Czech Republic, wine is the most significant
illicit alcohol beverage (64.9% of total distilled and
fermented beverages), followed by spirits (27.0%)

and beer (8.1%).

50%

40%

30%

20%

10%

0%
Regional Czech Republic Russia

H Distilled ™ Fermented

Source: Euromonitor International
* Data include the latest-year market sizes for two countries: Czech Republic (2014) and Russia (2014).
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EASTERN EUROPE: BEER

Beer is also the beverage least likely to be illicit in Russia and the Czech
Republic, representing 0.1% of total alcohol consumption

Licit alcohol consumption in Russia and 99.5% of total beer
Czech Republic by drink type (LAE)

o

volume (LAE) is licit

0.1%

Total illicit beer consumption
(LAE) from total alcohol
consumption (licit and illicit)

Il Distilled Il Beer [l Other Fermented

lllicit alcohol consumption in Russia and
Czech Republic by drink type (LAE)

lllicit beer volume consumed in Russia
and Czech Republic by category of
illegality (LAE)

Il Distilled Il Beer [l Other Fermented 0.5% of total beer B Counterfeit/unregistered brands Il lllicit artisanal
Source: Euromonitor International volume (LAE) is illicit

* Data include the latest-year market sizes for two countries: Czech Republic (2014) and Russia (2014).

Il Smuggling Il Taxleakage
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KEY GLOBAL THEMES

Five common themes emerge from a global analysis of illicit alcohol

markets

N

Strong consumer
perceptions &
low awareness

Higher
affordability of
illicit alcohol

Considers consumer
perceptions and
awareness and their

Considers the
significance of
prices on consumer
purchasing
decisions and how
excise taxes
increase retail
prices

influence on the
demand for illicit
alcohol

QL

Inadequate or
extreme
regulatory &
legal framework

Looks at the
regulations and
laws in place to

govern the

production and sale
of alcohol

Reviews factors that

i o

Lack of
enforcement &
collaboration

Poorly regulated
distribution
channels

Reviews the use of
underregulated or
weakly controlled
distribution
channels by players
in illicit alcohol
markets

influence how
effective
government
authorities are in
controlling the
market for illicit
alcohol
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STRONG CONSUMER PERCEPTIONS & LOW AWARENESS

Reports on illicit alcohol often assume
consumers simply do not know about
the health risks involved; however,
consumer perceptions and awareness
are more complex than what is
typically portrayed.
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TRONG CONSUMEB PERCEPTIONS & LOW AWAR.ENESS o
Complex and interrelated factors influence illicit alcohol purchases %

by consumers

Consumers are often uncertain about whether a product is illicit

» Consumers do not always know when they are purchasing an illicit product or how to identify one. Some
stakeholders have invested in campaigns to help consumers learn.

» Vendors often sell both licit and illicit products, and illicit players often try to make products seem
legitimate (e.g., refilling bottles of legitimately branded beverages, counterfeiting packaging labels and fiscal
stamps, etc.).

Consumers often perceive low risks and implications

= Consumers might not perceive a difference in quality between illicit and licit products; some countries have
from “not bad” to “good enough” quality of illicit beverages.

= Consumers who believe a product is authentic do not realize they are exposed to health risks. If consumers
do know a product is illicit, they might be unaware of or underestimate the health risks involved.

lllicit trade is often socially accepted
= Many consumers do not consider buying illicit alcohol to be a serious crime, and perceive illicit products to
be “good deals." There is insufficient social pressure to dissuade them.

» Consumers in countries with widespread corruption may be particularly willing to purchase illicit products
they know full well are illicit because they are so accustomed to illicit activity being a part of their society.

[llicit products often offer consumers aspirational status

= Since illicit alcoholic beverages have lower prices than their licit counterparts, consumers are able to afford
premium products (or what they believe to be legitimate premium products) that would otherwise be
unaffordable. The desire to gain access to products consumed by people of higher socioeconomic status is
common across countries, and affects a wide range of illicit products, including alcohol.

JASUSUSESNUS




/ GLOBAL THEMES /
'STRONG CONSUMER PERCEPTIONS & LOW AWARENESS ]
Understanding the nuanced factors that affect consumer behavior .fffg

is critical to effectively tailor strategies to each market

Understanding of consumer motivation Examples of corresponding responses to reduce demand

Simplistic understanding:

= Consumers are unaware of the health = Public awareness campaign about the health risks associated with
risks involved with consuming illicit consumption of illicit alcohol
alcohol

Nuanced understanding:

= Consumers are often uncertain about = Public education campaign about how to identify illicit products
whether a product is illicit

= Public awareness campaign about the health risks associated with
= Consumers often perceive there to be low the consumption of illicit alcohol, stronger penalties for illicit trade,
risks associated with illicit alcohol and stricter enforcement of regulations

= |llicit trade is often socially accepted = Collaboration with non-profits and schools to shift cultural norms,
with examples set at a high level by reducing corruption at all levels
of government

= |llicit products offer consumers = Review of regulations and taxes applied to licit alcohol products to
aspirational status ensure they are not stimulating the illicit market

JASUSTISINUSN
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HIGHER AFFORDABILITY OF ILLICIT ALCOHOL

Consumers at all income levels
purchase illicit alcohol for various
reasons, but the commonality is that
the illicit products they buy tend to
have lower prices than their licit
counterparts. Changes in illicit alcohol
consumption have been observed
after changes in taxes, tariffs, and
other factors that affect prices.
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HIGHER AFFORDABILITY OF ILLICIT ALCOHOL . )
Regardless of geography or category, average prices per liter for u‘

illicit alcohol are consistently lower than for licit alcohol

Average consumer prices for licit vs. illicit alcoholic beverages in Latin America (USS/liter LAE)*

$60 $55 $54 $52 $57
S50
$40
$30
$20 $27 $29
$0 $9
Bolivia Colombia Dominican Ecuador El Salvador Honduras Mexico Panama Paraguay Peru
Republic

$48 $46

$25

$17 »22

Average price per liter

=@==Average licit price per liter LAE =@==Average illicit price per liter LAE

Average consumer prices for licit vs. illicit alcoholic beverages in Africa (USS/liter LAE)*

_ $60

32 $50 $44

] 33

g $40 s

g 930 $17 $19
a $20

9] —

® 510 $18 $15 $19 — °

g %0 $9 S11 $5 S8 $8
< Ghana Malawi Mozambique Nigeria South Africa Tanzania Uganda Zambia

=@==Average licit price per liter LAE =@==Average illicit price per liter LAE

Source: Euromonitor International
*Data uses the latest-year market sizes for the countries under review. Latin America: Bolivia (2016), Colombia (2017), the Dominican Republic (2016), Ecuador (2017), El
Salvador (2015), Honduras (2015), Mexico (2017), Panama (2015), Paraguay (2017) and Peru (2017). Africa: Ghana (2017), Malawi (2015), Mozambique (2017), Nigeria

(2017), South Africa (2017), Tanzania (2017), Uganda (2017) and Zambia (2017).
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HIGHER AFFORDABILITY OF ILLICIT ALCOHOL .
The licit/illicit price gap is a key driver of demand and is affected by u‘

myriad factors, including government actions

The role of prices

= Consumers purchase illicit alcoholic beverages for
various reasons, but price tends to be the first or
strongest reason, especially for low-income
consumers such as youth, students, and people
living in poverty.

* Euromonitor’s findings show that the price gap
between licit and illicit alcoholic beverages is
affected by myriad factors.

» Euromonitor observed changes in illicit alcohol
consumption corresponding with several
conditions that affect prices:

= [nflation and local currency devaluation
= Changes in taxes applied to licit alcohol

* Changes in import tariffs or quotas affecting the
price and availability of licit imported products

* Change in pricing strategy by licit
manufacturers

» Change in pricing strategy by illicit
manufacturer

The unintended effect of taxation

= Taxes on the production and sale of licit products drive
up prices that consumers must pay.

» Governments often try to maximize their revenue and
moderate consumption by setting high excise rates.
However, excessively high taxes can be
counterproductive if they stimulate demand for illicit
products.

= [f taxes increase the prices of licit products too much,
consumers seek out cheaper options, including illicit
beverages.

The case of Russia

In 2010, the Russian government responded to
widespread alcoholism with a campaign to reduce
alcohol consumption generally. Among other
actions, the government increased alcohol excise

taxes sharply and established a minimum retail
price for beverages with over 28% alcohol content.
Euromonitor observed a decline in licit alcohol
consumption but also an increase in illicit alcohol
consumption and a shift toward illicit activity by
manufacturers seeking to protect margins.
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HIGHER AFFORDABILITY OF ILLICIT ALCOHOL . o
Sellers’ pricing strategies affect the price gap; Colombia drives the

changes in Latin America

L

The difference between the prices of licit and illicit alcoholic beverages in Latin America has
narrowed over time from 52.7% in 2012 to 47.6% in 2015. lllicit players have been forced to increase
their retail prices as their costs have been affected by many factors. For example, improved

enforcement by local authorities has made production and distribution logistics more complex,
stricter controls over ethanol supply in some countries has reduced the residual volumes available.
Also, as retailers and consumers become more aware of the issue with illicit alcohol, they are
increasingly suspicious of brands with very low retail prices.

Average consumer prices for licit vs. illicit alcoholic beverages for select countries* in Latin America (USS/liter LAE)

Average price gap for all six countries combined Average price gap per liter LAE by country (USS)
$60 $54.1 $54.4 $54.0

=z o - $48.5 %

-

o 550 o Country 2012 2013 2014 2015 change

o A52.7% .

£ 840 A 46.1% A 45.2% A47.6% 2012-15

GJ gremmmEmEEEN :

g $30 _;09 . 52.9? — Colombia $38.7 $32.7 $30.0 $22.5 407%1

= $20 . .

= $ $25.6 $25.4 Ecuador $23.6 $29.8 $29.6 $35.2 49.2%

a0 slo .........................

S . El Salvador $40.1 $47.8 $49.2 $39.8 -0.7%

> 1 U e P

<
2012 2013 2014 2015 Honduras S47.4 $48.1 $50.2 $56.3 18.7%
=@=Average licit prices per liter LAE Panama $34.0 $34.0 $48.8 $47.4 39.4%
=@==Average illicit prices per liter LAE Peru $29.1 $25.1 $26.8 $28.8 E 1.1% E

dessssmnnmnsn L]

A  Pricegap %

Source: Euromonitor International
* Historic data are only available for five of the markets in Latin America: Colombia, Ecuador, El Salvador, Honduras, Panama and Peru (all covering 2012-2015).
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INADEQUATE OR EXTREME REGULATORY & LEGAL FRAMEWORK

Governments employ a variety of regulatory
and legal mechanisms to control harmful
consumption of alcohol and to combat illicit
alcohol, with differing degrees of success.
Many national frameworks are ineffectively
designed, offer only partial solutions, or are
inadequately enforced or resourced. Some
mechanisms may even unintentionally boost
illicit alcohol consumption. Other
mechanisms may place such stringent
restrictions on licit businesses that they
incentivize illicit activity.

© Euromonitor International
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Alcohol-related regulations and laws can stymie the illicit alcohol Q
=3

market but may also unintentionally stimulate it

Examples of initiatives in a comprehensive regulatory

* To be effective, regulatory and legal frameworks and legal framework

must be designed with a full understanding of the
size, shape, and dynamics of the illicit alcohol market. IMPORTS

Strengthen national borders

= Lack of clarity about the illicit alcohol problem in any

given country leads to inadequate solutions.

» Some mechanisms may unintentionally boost illicit
alcohol consumption by making it more difficult for
consumers to access or afford licit beverages.

* There must also be well-resourced agencies
monitoring, intercepting, and deterring illicit
activities throughout the entire supply chain.

Another example from Russia

In Russia, the government not only sharply increased
alcohol excise taxes starting in 2010 but also

prohibited the sale of alcohol at retail outlets from 11
pm to 8 am and restricted alcohol sales in public
places. Euromonitor’s research suggests that illicit
alcohol consumption increased after these policies.

© Euromonitor International

Strengthen enforcement

and law enforcement
departments to identify and
prevent illicit activity

INPUTS

Regulate and control the
supply of raw materials,
particularly ethanol

PRODUCTION

Monitor production facilities
and require health and
sanitary permits for
manufacturers

POINTS OF SALE

Improve a country’s overall

business environment to
encourage businesses to
operate legitimately
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Fiscal marking is an example of an ineffective strategy to tackle <
illicit alcohol consumption =N

Fiscal marking is a partial solution

* Fiscal marking is often applied in a generalized way, including on products with a low
share of illicit activity, because governments do not know or have a full understanding of
the size and shape of the illicit market.

* Given limited resources, it could be more strategic, targeted, and proportionate to focus
on the greatest sources of illegality.

Fiscal marking design greatly affects effectively

» The stamps are often easy to counterfeit or illicitly obtained, which means they may
actually help illicit products avoid raising suspicion among consumers.

* The more advanced the technology and the more it is updated, the more expensive it is
for the government, which diminishes the system’s intended revenue benefits.

Systems that increase cost may stimulate the illicit market
= Government initiatives that increase the cost of licit alcoholic beverages can be

counterproductive if they increase prices of licit alcohol, which drives consumers to seek
cheaper options.

= Marking can be effective if there is an illicit alcohol threat and it is mainly non-
compliance by domestic producers. However, similar or better results can be achieved at
lower costs if revenue authorities improve their way of auditing excise producers.

JASUSTISINUSN
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INADEQUATE OR EXTREME REGULATORY & LEGAL FRAMEWORK_ ) A\
Stakeholders should compare the cost of a fiscal marking systemto .
that of alternative policies =N

Consumer detection is only achieved if consumers use it

* Fiscal marking will not help consumers identify illicit products unless consumers use the
stamps, or care about the legality of the products in the first place.

Fiscal marking can be less cost-effective than other alternatives

* Fiscal marking will be an incomplete and ineffective system if it is adopted as an isolated
policy without support from a broader strategy of monitoring, control, and enforcement.

* The cost-effectiveness of fiscal marking should be compared to that of alternative policies
which could be included in the strategy, such as higher penalties for illicit activities.

* For instance, applying tax stamps to the wrong category of products (such as to a fully
compliant sector) will not increase tax revenue, failing to get at the root of the problem.
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INADEQUATE OR EXTREME REGULATORY & LEGAL FRAMEWORK . ]
The case of Ecuador demonstrates some of the pitfalls of fiscal

marking systems

* Ecuador adopted fiscal marking in the form of QR
codes under the SIMAR system, marking 735 million
bottles of alcohol in 2017, 95.2% of which were beer.

= Not targeting the largest sources of fiscal loss: As
currently applied, the system is not tackling the most
significant alcohol-related sources of unpaid taxes.
Only 1.0% of illicit alcohol volume (LAE) in Ecuador
is beer, whereas 97.9% is distilled spirits.

* Targeting the most compliant product: The
government is allocating significant resources to
fiscal marking for an almost entirely compliant
category: Only 0.7% of beer volume is illicit.

» Addressing only one illegality: Illicit artisanal
alcohol is not addressed by fiscal marking and is
about as prevalent in Ecuador as tax leakage.

» Lack of consumer engagement: Consumers have
not been scanning the QR codes with their
smartphones to verify the products.

Euromonitor has observed some benefits to SIMAR,
including a reduction of illicit alcohol sales specifically

by large formal businesses in urban areas, and
increased registration of previously informal players.

K

Fiscal Loss in Ecuador by lllicit Alcohol Category*

(USS$, 2017)
“ﬂlﬁ,

US$115.6

1%

million

Il Beer [l Other Fermented

[l Distilled

Source: Euromonitor International

Licit vs. lllicit Beer Volume Consumed in Ecuador

|~

(HL LAE, 2017)

187,151
HL LAE

I Licit Beer Il !llicit Beer

Source: Euromonitor International

* Excluding smuggled ethanol and surrogati mmmmm’
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LACK OF ENFORCEMENT & COLLABORATION

Even the most well-designed
regulatory and legal framework will be
ineffective without adequate
enforcement, yet enforcement is
sorely lacking in many countries.
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Weak enforcement, corruption, and lack of coordination by g

governments create an environment that facilitates illicit activity

Weak and ineffective enforcement Lack of coordination and collaboration
= [llicit alcohol players often operate with relative = Effective enforcement requires coordination
impunity because: between:
» Government policies and regulations are not » Countries (to prevent smuggling);

effectively operationalised; : : :
* Different national government agencies

= Penalties are not severe enough to act as (revenue, border, police, health, etc.);
deterrents; :
= Different levels of government (federal, state
= Corruption hinders strict enforcement. and municipal).
= Lack of alignment on how to implement regulations = [nitiatives can be strengthened when governments
is also common across levels and departments within collaborate with non-governmental organizations
countries, as well as across countries. and legitimate businesses by sharing market

information and coordinating activities.
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LACK OF ENFORCEMENT & COLLABORATION
The prevalence of smuggling in Africa is a reminder of collusion g

and corruption at border points throughout the region despite
major investment by governments

Smuggling routes for alcoholic beverages in Africa

Corruption occurs at all levels of government and in Middle East

various government agencies, including border and N
customs offices, where corruption facilitates ‘ ‘ ! ' 4 W, ‘
(]

widespread smuggling.

/ J
I \
= South Africa is a source of a high volume of wine and
beer that moves across the region, usually along ‘
oLl

transport corridors. Mozambique is a major route
out of South Africa, with re-importation by smuggling
also occurring.

A
¢

-5f

» [n West Africa, sourcing is predominantly by sea and Ghana
air from India and China for local distribution in 0
neighboring countries.

* [n East Africa, Tanzania is investing heavily in
transport infrastructure as well as developing the
ports of Dar es Salaam and Bagamoyo.

» These Tanzanian ports, as well as the main ports in
Kenya and Somalia, are responsible for a large
proportion of smuggled goods distributed
throughout the region.

74
'

v
d

South Africa
A 2

Sources of
distilled beverages

. Sources of
fermented beverages

JASUSTISINUSN
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The case of Mozambique illustrates how corruption intersects g

other economic, political, and social factors to enable illicit activity

2.5

Lowest
Corruption Perceptions
Index score

Mozambique

Inflation: 2.1-15.3% from 2010-2017
Unemployment rate: 25.0% in 2017
Population living in poverty: 62.9% in 2014*

73.0%

Highest
Share of lllicit Alcohol
Consumption (LAE)

Source: Euromonitor International
*Source: World Bank

= Among the countries under review, Mozambique has the
lowest Corruption Perceptions Index score and the
highest share of illicit alcohol consumption (73% of total
alcohol LAE).

= Corruption at the border contributes to widespread
smuggling, while inspections for counterfeit and tax
leakage are poorly enforced for the same reason.

= Corruption intersects with other economic, political, and
social factors to strengthen the conditions for illicit
activity.

= [llicit alcohol is growing in Mozambique because high
unemployment, poverty, and tax increases on licit
alcoholic beverages have made licit alcohol unaffordable
for many people in the country.

= This is especially the case for distilled spirits, which are
26.6% cheaper on average when they are illicit, although
the difference can be as large as 50%.

= Amidst these financial drivers, poorly resourced
government offices and corruption make it even more
likely that illicit players will increase the supply of illicit
alcohol.

* The heavy binging culture and lack of awareness about
the dangers of illicit alcohol further aggravate the

problem. JASUSTISUNUSN
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POORLY REGULATED DISTRIBUTION CHANNELS

lllicit players worldwide take
advantage of distribution channels
that are unregulated or poorly
regulated, such as informal outlets,
free trade zones and e-commerce
platforms.
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Four areas emerge as particularly salient to the current global E

trade of illicit alcoholic beverages and its changing landscape

Lack of effective controls and regulations for production,

importation and sale of ethanol Historically, illicit alcoholic

beverages were more likely
to be found in informal
channels, such as street
stalls, traditional markets, or

Continued pervasiveness of informal channels and their small independent stores that

importance to distribution of illicit alcohol

did not pay all of their taxes.

The distribution landscape
has become increasingly
complex because of
globalization and technology.

Distribution through areas with asymmetric import tariffs and
controls

Rapid growth in use of online channels for illicit alcohol sales,
especially for consumer-to-consumer (C2C) transactions

JASUSTISINUSN
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POORLY _REGULATED DISTRIBUTION CHANNELS
Effective systems to control the trade of ethanol help reduce the E

levels of counterfeit alcohol

Denaturing all ethanol that is not meant for human consumption has proved an effective strategy to tackle illicit

alcohol production

= Ethanol use as raw material for alcoholic beverages (meant for human consumption) has to be controlled and
should be subject to excise tax.

= All ethanol not meant for human consumption (used for pharmacy alcohol, beauty and personal care products
and industrial use) should be denatured and is not levied excise tax. Denatured alcohol is ethanol with
additives to make it poisonous, extremely bad tasting, foul smelling, or nauseating, preventing the alcohol from
being consumed without chemically altering its molecule.

* There is no duty on denatured alcohol in most countries, making it considerably cheaper than ethanol meant
for human consumption that is subject to excise taxes.

» Countries with very low levels of counterfeit alcohol have effective systems in place to control the trade of
ethanol.

The case of Colombia

Colombia has introduced a new law to regulate ethanol (Ley de Licores). Both producers and importers of
alcohol for human and non-human consumption must be officially registered with their departments.
Moreover, alcohol meant for human consumption that is not used for beverage production has to be

denatured once produced or imported.

It is still a recent initiative and has not yet produced the expected results. Official statistics show that in
2017, 56% of ethanol imports were denatured, allowing for better control over the smuggling of ethanol
and production of illicit distilled beverages.

Source: Euromonitor International
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OORLY REGULATED DISTRIBUTION_CHANI\!ELS. ) o
Informal channels are still a significant source of illicit alcohol sales,

although the distribution landscape is becoming more complex
= Many of the countries in which illicit alcohol represents a large share of total alcohol consumption have strong
and pervasive informal channels.

= These informal channels are often able to reach consumers in lower-income or rural areas where formal
retailers have a limited presence.

= The sheer number and extensive network of informal outlets in many countries makes it difficult for
government authorities to control.

= The challenge is even greater because the vendors involved often sell a mix of illicit and licit products, making it
difficult to distinguish which ones are illicit.

Share of Informal Employment in Non-Agricultural Sector (% estimates for select countries)*

Latin America Africa
78% 73% 74% 83% 83% 83%
58% 539 63% 65% 60% 72%
° 48%
I I I I I I I I =
o\\ @\o Q~ 'z> @bo& @ 8)" @’@A Ghana Mozambique South Africa  Tanzania Uganda
® o° & & s\\\ 3% & N
© S & & < R
<>°®

Source: International Labour Organisation
*The share of informal employment in the non-agricultural sector is moderately correlated with the share of illicit alcohol out of total alcohol consumed (R=0.3).
Correlation based on data for the following counties: Argentina, Bolivia, Chile, Colombia, the Dominican Republic, El Salvador, Guatemala, Honduras, Paraguay, Peru,
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OORLY REGULATED DISTRIBUTION CHANNELS
Distributors take advantage of differences in import tariffs and E

controls between countries, especially exploiting free trade zones

Honduras

* Distributors bring alcoholic beverages into a country
that has low import taxes and weak import - E? =0}
requirements, then smuggle the products into * Salvador . oo

ik\

]

TR
1y
T\

» They also take advantage of free trade zones, which -
have a temporary suspension of import duties and '
less scrutiny of trade flows. For example, alcoholic 4 okt
beverages often legally enter duty-free areas in {
Panama or Tacna (Peru) and are then smuggled
elsewhere in the country or into other countries

neighbouring countries.

nearby.

= |n March 2018, officials from 44 African countries ~ amees cpuTabe e
signed the African Continental Free Trade Area . Contraband Free Zone
(AfCFTA), which is expected to come into effect by
mid-2019 and aims to cover 55 countries. AfCFTA The case of Panama

will create a single continental market for goods and
services as well as a customs union, making it even
harder to track product movement across borders.
However, it will also remove most tariffs on goods,
which may encourage more licit trade.

Well-known brands of distilled beverages imported
through the Free Trade Zone of Colon are often
smuggled into neighboring countries in the region.

This is due to higher prices of these alcoholic
beverages attributed to high excise taxes, making
these products highly profitable for illicit importers
selling them in on-trade and off-trade channels.

Source: Euromonitor International
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Online channels are increasingly important in the illicit alcohol E

trade around the world, due to the lack of regulation and controls

* The growth of online channels for the illicit alcohol Share of Internet Retail out of Total Retail Sales of all
trade is especially strong in in Latin America. Goods in Latin America (2007-2017)

» E-commerce has grown rapidly for many goods
because of expanded access to the internet and the
wider variety of payment methods being accepted
online (e.g., credit/debit cards, online payment
platforms, mobile wallets, etc.).

= [llicit players take advantage of legitimate online
channels that are poorly controlled and under-
regulated:

= E-commerce platforms that are popular among
consumers, such as the online marketplaces;

* Social media platforms that have been adding e- 2007 015
commerce features to make it easy to sell online

2017

H Colombia B Dominican Republic B Ecuador
(e.g., Facebook).
B Guatemala B Honduras W Mexico
= [llicit alcohol sales via social media in particular have = Panama mPer = Bolivia

grown rapidly, particularly consumer-to-consumer

. Source: Passport, Euromonitor International
(C2C) transactions. P

The growing importance of e-commerce in the global illicit alcohol trade highlights the fact that consumers
of all income levels purchase illicit alcohol. Online channels are making illicit purchases easier for today’s

increasingly tech-savvy population, especially middle-class consumers who have become accustomed to
shopping online for many types of products. It is also making it harder for government authorities to control
the illicit alcohol market, and for consumers to distinguish between licit and illicit products.
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EY TAKEAWAYS AND RECOMMENDATIONS
Key action areas based on the findings of this research review

Strong consumer
L% perceptions & low
awareness

Higher
B'G affordability of
illicit alcohol

Lack of
enforcement &
collaboration

Poorly regulated
distribution
channels

KEY TAKEAWAYS

Many consumers are unaware of the
health risks of illicit alcohol, but other
factors also influence purchasing and
must be addressed in order to effectively
reduce demand.

Prices are the main driver of illicit alcohol
demand, so initiatives that increase licit
alcohol prices may unintentionally
stimulate demand for illicit products.

Creating an enabling environment for licit
business activity can reduce the incentive
for businesses to sell illicit alcohol and for
consumers to purchase illicit products.

Efforts to combat the illicit alcohol trade
in many countries are thwarted by weak
enforcement systems and corruption.

llicit players take advantage of weakly
regulated or unregulated distribution
channels, including informal outlets, low-
duty or free trade areas, and e-commerce
online platforms.

RECOMMENDATIONS

= Raise awareness of illicit alcohol threats to health and
tax income

= Form alliances between stakeholders to target
audiences at risk

= Avoid excessive and discriminatory taxation and
regulation to the licit players

= Reduce price gap between licit and illicit alcohol
markets

= Avoid overregulating licit alcohol

= Simplified frameworks to facilitate compliance and
transparency

= |f using fiscal marking, target key sources of illegality

= Introduce/enforce strict penalties to illicit players

= Reduce informality and corruption in all agencies and
levels of government

= Introduce/enforce regulation on ethanol control

= Ethanol control through denaturing

= Stronger controls at customs

= Awareness campaign about smart online purchasing
decisions

= Strategy for regulating and monitoring online channels
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