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1 What empirical evidence supports the proposition that tobacco industry conduct is a
primary driver of the current illicit tobacco market in NSW?

Response
This question does not define “tobacco industry”.

The leading illicit brand in Australia. Manchester, according to the pack, is manufactured
under the supervision of J.S.S Tobacco, which is a holding company legally registered in the
UK, of which Khaled Al-Mahamid is Director. Adam International is legally registered in the
Jebel Ali Freezone of Dubai, UAE. They attend international tobacco industry trade fairs and
promote their products.

Such companies are a new component of the “tobacco industry”, even if they are not in the
big four. Their tactics in supplying illegal trade are the same (see below). They sell huge
quantities to countries from which they know their products will be smuggled and then
disavow any responsibility.

Every country has its own packaging laws, and they are all different. When a manufacturer
exports products to a country that are not packaged for that country, they know they are
feeding illicit markets. Most Manchester cigarettes are packaged with no health warnings,
which means they could not be legally sold in countries where 97% of the global adult
population resides. They know what they are doing.

There is also considerable historical evidence of transnational tobacco industry involvement
in supplying tobacco products at industrial levels to export destinations, knowing these
products will be subsequently sold in nations at low prices made possible by tobacco tax not
having been paid. This document published by researchers at the University of Bath states:

Contrary to industry claims of the illicit trade being driven by counterfeit products,
data (including the industry’s own) continues to show that the majority of smuggled
cigarettes are actually manufactured legally by tobacco companies before ending up
on the illicit market. Counterfeit cigarettes only make up a small fraction of the
illegal cigarette market. Data from the World Customs Organization indicates that,
globally, approximately 70% of seized cigarettes have been manufactured legally by
tobacco companies.

At best, this suggests the industry is failing to control its own supply chain, and at
worst is continuing to facilitate illicit trade. Evidence from whistle-blowers,
researchers and investigative journalists, alongside government reports and fines
suggest that the latter possibility is most likely.



https://find-and-update.company-information.service.gov.uk/company/07081533/officers
https://find-and-update.company-information.service.gov.uk/company/07081533/officers
https://adam-intl.com/
https://wtprocessandmachinery.com/middle-east/exhibitors/adam-general-trading-middle-east-2
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https://tobaccotactics.org/wiki/Tobacco-Smuggling/

A 2018 article by the same University of Bath group in The Conversation, Big Tobacco is
consistently overstating black market in cigarettes — new findings, summarises historical
evidence about global trade in illicit tobacco:

In the 1990s, there was overwhelming evidence that Big Tobacco was involved in the
illicit tobacco market. According to estimates at the time, one third of global annual
cigarette exports could not be accounted for through legal distribution routes.

We have written elsewhere about how this was a core part of companies’ business
strategies. Products being sent to markets often greatly exceeded what the local
population could consume alone. In some cases, distributors were even tasked
specifically with smuggling tobacco company products. The reason tobacco
companies would be attracted to the black market is that they get paid when they
sell products to a distributor, regardless of how they are sold. As the products sold
illegally are cheaper, this potentially translates into higher sales.

By the end of the 2000s, the industry was subject to state investigations,

court actions, fines and much negative publicity. The world’s four biggest tobacco
companies — Philip Morris International (PMI), British American Tobacco, Imperial
Tobacco and Japan Tobacco — had all signed legal agreements with the EU to
cooperate in stamping out illicit tobacco. In Canada, subsidiaries of Japan Tobacco
and British American, and a company partly owned by PMI had all pled guilty to
tobacco smuggling and were collectively fined C$1.7 billion (£1 billion).

Nowadays, the tobacco industry argues it is the victim of the illicit

market, emphasising the role of counterfeit cigarettes. Yet there is evidence that the
industry has never stopped benefiting from the illicit market — though the major
companies deny this. Research we published recently showed that around two-
thirds of illicit cigarettes worldwide originate from the tobacco companies
themselves, while fewer than one in ten are counterfeits. At this time, there is no
sufficiently reliable data about the scale of the black market in tobacco overall.

At best, however, tobacco companies are failing to control their supply chain
—overproducing and oversupplying tobacco products, leading to some spilling into
the illegal market. Meanwhile, evidence from leaked

documents and whistleblowers suggests some tobacco companies were actively
involved in the trade as recently as this decade. [emphasis added]

A UK parliamentary inquiry in 2002 into tobacco smuggling reported:

In 2000-01 HM Customs and Excise (Customs) collected duty and VAT of £9.5 billion
on the sale of cigarettes and tobacco. For that year they estimated, however, that
£3.5 billion had been lost through evasion of duty and VAT on all tobacco products,
equivalent to 1p on the basic rate of income tax. Some 17 billion cigarettes were
smuggled into the UK in the year, with an estimated revenue loss of £2.8


https://theconversation.com/big-tobacco-is-consistently-overstating-black-market-in-cigarettes-new-findings-101931
https://theconversation.com/big-tobacco-is-consistently-overstating-black-market-in-cigarettes-new-findings-101931
http://www.who.int/fctc/publications/The_TI_and_the_Illicit_Trade_in_Tobacco_Products.pdf
https://tobaccocontrol.bmj.com/content/tobaccocontrol/7/1/66.full.pdf
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC4382920/
https://tobaccocontrol.bmj.com/content/23/e1/e75
https://tobaccocontrol.bmj.com/content/17/6/399
https://tobaccocontrol.bmj.com/content/13/suppl_2/ii104
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https://www.theguardian.com/world/2000/nov/07/smoking.eu
https://www.reuters.com/article/canada-us-rjreynolds-settlement-idCATRE63C3WC20100413
https://ec.europa.eu/anti-fraud/investigations/eu-revenue/cigarette_smuggling_en
https://www.reuters.com/article/canada-us-rjreynolds-settlement-idCATRE63C3WC20100413
http://the-tma.org.uk/policy-legislation/tobacco-smuggling-crossborder-shopping/counterfeit/
https://tobaccocontrol.bmj.com/content/23/e1/e35
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https://www.reportingproject.net/troubleswithbigtobacco/
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billion. Most of these illicit imports were produced in the UK by three tobacco
companies, exported and then smuggled back. About half were produced by the
Imperial Tobacco Company. [emphasis added]

Ina 2023 article published by the UK-based Tax Justice Network, author Telita Snyckers
(international tax administration policy specialist and author of Dirty Tobacco: Spies, Lies
and Mega-Profits) wrote that ‘Big Tobacco knowingly supplies the black market’:

As much as 98 per cent of illicit trade in tobacco comes from legal

manufacturing operations, many of which are owned, operated by or contracted
by the four big tobacco companies, which continue to control more than 80 per cent
of the world’s tobacco market. The math is obvious: if there is a significant illicit
trade problem, it cannot exist without the involvement of the big four tobacco
companies. Indeed, evidence shows that the multinational tobacco companies are
not only peripherally involved in supplying illicit markets, it is an explicit part of their
business model. [emphasis added] ...

There is incontrovertible evidence of multinational tobacco companies

benefiting from the smuggling of their own packs: in some instances, through
“indiscriminate sales” where they choose not to track how the packs end up in illicit
supply chains, but more often through structured, planned, organised schemes
selling what they colloquially may refer to as “duty not paid” cigarettes, through
corporate structures aimed at making their supply chains as opaque as possible.

A policy brief published by exposetobacco.org in 2020 notes the documented involvement
of tobacco companies in smuggling and claims that ‘Big Tobacco continues to engage in the
illicit cigarette trade’ (p2):

The tobacco industry has a documented history of smuggling. Researchers have
estimated that a third of cigarette exports ended up on the black market in the late
1990s. Overwhelming evidence implicated all four major tobacco companies—
British American Tobacco, Philip Morris International, Japan Tobacco International
and Imperial—suggesting that they were not just complicit, but that smuggling was
part of their business strategy.

Twenty years later, the tobacco industry claims to have changed. It even casts itself
as the victim in the smuggling story, emphasizing counterfeit cigarettes as the key
problem. Yet the data consistently shows that the tobacco industry’s own cigarettes
account for the majority—approximately two-thirds—of the black market.
[emphasis added]

You may also be interested in this background article, /llicit trade, published by the Tobacco
Atlas, a partnership between Vital Strategies and Economics for Health at Johns Hopkins
University in the USA.

This report on the conduct of tobacco transnationals in the supply of duty not paid
cigarettes in the Philippines was published on 4 Feb, 2026
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https://tobaccocontrol.bmj.com/content/28/2/127
https://tobaccoatlas.org/challenges/illicit-trade/
https://exposetobacco.org/news/big-tobacco-illicit-trade-philippines/

| know of no published data or evidence explicit to the possible involvement of the legal
tobacco industry in the “current illicit tobacco market in NSW”. But given the above
evidence of historic large scale business practices intended to facilitate illicit tobacco trade,
and the decades of documented tobacco industry denials about their facilitation of
smuggling Occam’s razor (the principle of parsimony) would strongly suggest the “tobacco
industry” plays a major global role in illicit trade.

2 What NSW-specific data underpins claims that industry narratives have exaggerated
the scale of illicit tobacco?

Response

Copious detail about the history of the tobacco industry in Australia exaggerating the scale
of illicit tobacco in Australia can be found here. Reports referenced in this source do not
disaggregate by Australian states. But | am aware no suggestions that there these industry
narratives differentiate between states.

3 What evidence was relied upon in assessing the role of excise differentials as a driver
of illicit tobacco growth?

Response

There is unassailable evidence that illicit duty-not-paid cigarettes sell for prices well below
those charged by retailers. This is not in any dispute. | refer you to my written submission
which details the size of the three components that go to make up retail price of tobacco in
Australia (tax, manufacturer and retailer components). Governments can only influence
retail price via taxation changes. They cannot influence manufacturers or retailers to adjust
their respective price components. The absence of tax (tobacco excise + GST) in the pricing
of illicit tobacco therefore is a principal explanation of demand for illicit tobacco. The other
key explanation is that illegal retailing has been allowed to openly trade for several years
with governments not acting to reduce this until very recently.

Importantly though, this is not a simple linear relationship. Small differentials in price (due
to taxes but also other factors) can provide a basis for arbitrage. The cheapest cigarettes in
the world (Cambodia) are smuggled to the country with the second cheapest cigarettes in
the world (Vietnam). Cigarettes are smuggled from Indonesia to the Philippines, from
Vietnam via Brunei to Malaysia, back and forth throughout the region between low tax
regimes. This trade is mostly explained by oversupply, not tax differentials.

Note too that illicit cigarettes are not the cheapest cigarettes in every country. In Vietnam
they are more expensive than some legal cigarettes, but people buy them because they are
perceived to be of higher quality (e.g. locally produced 555s are seen as being of lower
quality than imported 555s). Some may prefer buying illicits because they have an attractive
branded pack, not the gory pictures with required health warnings.


https://www.tobaccoinaustralia.org.au/chapter-13-taxation/indepth-13a-avoidance-and-evasion-of-taxes-on-tobacco-products/13a-3-the-role-of-tobacco-industry-in-estimating-the-extent-of-illicit-trade

4. What empirical basis informed the characterisation of organised crime as a secondary
or downstream factor in the illicit tobacco market?

Response

| do not understand this question at all. What does a “secondary or downstream factor”
mean here? Importing and widespread retailing of illegal tobacco is unambiguously
“crime”. And given its scale, it is self-evidently “organised.” It is manifestly obvious that the
involvement of organised crime is a “factor” in the illicit tobacco market. There is no one
with any credibility who doubts this. Container quantities require funding and since over
2.53 billion cigarettes were seized in 2024-25 those shipping these containers need to be
able to take such losses. This speaks to a high-end levels of criminal organization.

5. What independent measures of illicit tobacco prevalence were relied upon in forming
the views presented to the Committee?

Response

| did not present data on illicit tobacco prevalence in my oral evidence. In my written
evidence | referred to data from the Australian Institute of Health and Welfare’s triennial
General Drug Household Surveys which have asked questions about illicit tobacco use. A
recent paper looked at this data and concluded “Current use and/or recent purchase of
illicitly traded tobacco in Australia rose from 8.6% in 2016 to 16.5% in 2022—-2023. Regular
use remained relatively low in 2022—-2023: 5.2% of study participants used unbranded and
4.1% non-plain packaged tobacco daily.”

6. Does peer-reviewed research directly support the conclusions presented in the
evidence provided to the Committee, and if so, which studies?

Response

You do not list which conclusions, so | am unwilling to guess those to which you might be
referring. My written evidence contains numerous references.

7. At what point does price-elasticity modelling become unreliable due to substitution into
illicit tobacco markets?

Response

Price elasticity modelers can factor in a range of assumptions about different degrees of
substitution and factor these into calculations. Basic in such modelling are data from survey
data about self-reported use of illicit tobacco, including adjustment for estimates of under-

reporting.

8. What assumptions are made regarding the effectiveness of enforcement in limiting
illicit substitution under current market conditions?

Response


https://www.abf.gov.au/newsroom-subsite/Pages/Tobacco-takedown-New-data-reveals-a-historic-high-in-illicit-hauls.aspx
https://onlinelibrary.wiley.com/doi/10.1111/add.70236
https://onlinelibrary.wiley.com/doi/10.1111/add.70236

“Current” market conditions in NSW are predicted to change as they have in South Australia
and Queensland where law enforcement is much further advanced than it is in NSW (see
below). I have therefore described assumptions about enforcement under the changing
situation in NSW.

Assumption 1: Enforcement of illicit tobacco laws and regulations in NSW has historically
been very poor, reflecting the pre-October 2025 restraints on prosecutions. Previously,
government authorities had only immensely glacial prosecution procedures which could be
dragged out through interlocutory and court processes for many months if not years while
illegal retail continued. So very few prosecutions were commenced. That changed
dramatically in NSW with the reforms from early October 2025 which allowed on-the-spot
90 day closures, full stock seizures, large fines and prosecution of landlords knowingly
allowing premises to engage in illegal trade.

There was a hiatus in closures between 17 Dec 2025 and 22 Jan 2026, explained by staff
shortages during the Christmas break and priority given to policing following the 14 Dec
2025 Bondi shootings.

Assumption 2: These new powers will see increased closures, as has happened in South
Australia and Queensland (see here)

Assumption 3: Word about accelerating closures, seizures and fines will spread rapidly, just
as word that illegal retailing was not being prosecuted spread fast under the old prosecutory
regime, causing burgeoning opening of illegal retail outlets. This will slow the opening of
new illegal outlets with the net effect over time of there being far fewer “blatant” retail
outlets in NSW.

Assumption 4: no system of drug or tobacco enforcement ever eliminates access. Instead,
enforcement can greatly reduce the incidence of problems and force determined illegal
retailers to use “underground” outlets which are far less efficient in supplying illegal
products to customers.

There are a very large range examples of products which cannot be openly sold outside
strict legal regulatory conditions. lllicit drugs, stolen goods and rebirthed vehicles and
counterfeit “knock-off” goods are all available in NSW, despite being illegal. Restricted items
like prescription pharmaceuticals, methadone, anabolic steroids, firearms and ammunition,
explosives, voluntary euthanasia drugs, native protected fauna, DDT and other
organochloride insecticides and the 74 categories of prohibited imports listed here all have
underground markets to varying degrees. But these are forced to operate in ways that
greatly limit promotion and consumer access. Only extremists argue that because of the
continuing illegal availability of all of these products, that these “tails” should wag the
regulatory dogs and all restrictions should be lifted, allowing uninhibited access and
promotion.



https://simonchapman6.com/2025/12/09/australia-takes-off-the-gloves-on-illegal-tobacco-while-lower-the-tax-fantasists-plumb-new-absurdities/
https://www.abf.gov.au/importing-exporting-and-manufacturing/prohibited-goods/list-of-items

Assumption 5: With the expected significant reduction of blatant, easily accessible illegal
tobacco access, many smokers will find it very inconvenient to locate and interact with
“underground” outlets and will instead buy legal products.

Assumption 6: Enforcement authorities, highly experienced in investigating crime with
surveillance, phone taps and subpoena powers will be far better able to gather intelligence
on underground retailing than the average smoker.

Assumption 7: Should enforcement of illicit tobacco retailing relapse, we will see the
continuing proliferation of this trade because such retailers will reason that there is a very
low probability of any adverse consequence.

9. How do international comparisons relied upon in the evidence control for differences in
criminal market structure, enforcement capacity, and illicit supply dynamics?

Response

It is generally true that high enforcement capacity countries have lower illicit sales rates than
low-capacity countries, but there are many anomalies. The table below shows Singapore (a
strong law-and-order state) had a higher rate (in 2005) than (eg) the Democratic Republic of
Congo in 2023 which still has near zero enforcement capacity. There are also very similar
countries, like Malaysia and Indonesia, with very low excise but very different illicit shares.

More recent evidence comes from 2025 in the Philippines, where the share was radically
different between regions, with a few percent in Luzon and some 80% in Mindanao, despite
having the same excise rate nationally.

There are clearly many factors that influence illicit trade. Excise rates alone do not explain all
of the differences, so any simple proposition that there some sort of linear relationship
between national excise levels and illicit trade is not sensible.


https://www.aer.ph/post/illicit-tobacco-trade-in-the-philippines-study
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10. What evidence supports rejecting excise recalibration entirely as a policy consideration
in the context of expanded illicit tobacco availability?

Response

The evidence here is from elementary arithmetic and basic understanding of consumer
behaviour.

Jegasothy, a proponent of tobacco tax reduction, stated in a Dec 10 2025 blog:

Currently, enforcement is trying to suppress a 70% price advantage ($50 vs $15). This
is futile. But if tax reduction brought legal packs to, say, $30, enforcement would
face a 50% price advantage. That’s still significant, but potentially within the range
where enforcement plus other interventions might actually work. Narrower margins
make enforcement viable; current margins make it impossible.

Importantly, note here that his hypothetical $30 taxed-reduced pack would not have a 50%
price advantage over a $15 illegal, untaxed pack. $30 is double $15, and so is 100% more
expensive than $15!

Significantly, he says nothing about what mysterious “other interventions” would drive
smokers to turn away from a still substantial 50% (illegal) price advantage. Neither does he
offer any worked hypothesis about why smokers would somehow think such a saving was
trivial and return to buying taxed tobacco.

Legal price competition between tobacco companies selling taxed cigarettes has always
shown small regular fluctuations in discounted prices as companies seek to gain competitive
advantage over rivals. The table below shows the price per stick of all brands of duty paid
cigarettes on sale on 24 Jan 2026 at Woolworths, Leichhardt.

With budget brands, price per stick ranging on this sample day between $1.85 and $2.00 (all
of just 15 cents or a 7.5% maximum difference) and premium brands $2.05 to $3.20, but far
more typically $2.05 to $2.75 (a 34% maximum difference). Only three “luxury” brands
(Benson & Hedges, Dunhill and Marlboro) were priced higher than this.

These are the small price differentials that major tobacco companies — with their massive
market intelligence gained from decades of data analysis -- understand to be capable of
changing brand preferences.

So from where has Jegasothy’s magic “50%” (actually 100%) price differential that he
speculates “might actually work” to reduce the illicit market been conjured?


https://edjegasothy.wordpress.com/2025/12/10/is-it-time-to-rethink-australias-tobacco-tax/

Budget brands (at or under $40 per pack) Premium brands (over $40 per pack)
Brand Sper stick brand @per stick
Albany 1.85 Bond St Original 2.20
Chesterfield 1.85 JPS 2.25
Parliament 1.95 JPS Classic 2.15
Choice 2.00 Parker & Simpson 2.15
Classic 1.85 Parker & Simpson 2.15
Classic
Holiday Longboard 1.86 Benson & Hedges 3.20
Lambert & Butler 1.95 Bond St Classic 2.40
Pall Mall 2.00 Dunhill Original 3.00
Holiday 2.05
Horizon 2.45
Longbeach 2.55
Marlboro 3.15
Peter Jackson 2.75
Rothman Regular 2.35
Winfield Signature 2.35

Consider this scenario: a low income smoker sees that he can buy legal duty paid but tax
reduced cigarettes in a Jegasothy-like “lower the tax” scenario at $30 a pack at a
supermarket (lower than any current budget brand) , while across the street he can buy
illicits for $15 a pack (and much lower — $7 is common — if he buys by the carton). Is
there any commodity on sale in any community where such a differential would see
significant traffic move to the double priced option when far cheaper options are readily
available? Petrol? Bread? Milk? Anything?

James Martin from Deakin University has even been quoted in the Singapore Straits Times
saying that "taxes would need to be significantly lowered and even eliminated to discourage
criminals from operating a black market." [my emphasis]. There is no nation in the world
with zero tobacco tax.

But even then, illegal tobacco would most likely still be cheaper than the (newly) untaxed
legal tobacco because no GST is charged by cash-only illegal tobacco retailers and it is likely
that being profitable at even $7 per pack, they may be able to reduce their prices even
further. Indonesia, is probably the number two producer of cigarettes in the world (after
China). Their cigarettes can be bought on a legal internet platform in the Philippines for less
than 300 pesos, which is about SA7.33 per carton which plainly are still being sold at a

profit.

11. What evidentiary limitations should the Committee take into account when
considering this evidence

Response

The illegal nature of illicit tobacco makes its study problematic everywhere in the world. The
recent report of the lllicit Tobacco and E-cigarette Commissioner summarises the best data
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https://www.straitstimes.com/asia/australianz/australia-battles-surging-illegal-tobacco-market-as-organised-crime-takes-over-trade
https://www.lazada.com.ph/products/pdp-i4758114812-s29040239739.html?c=&channelLpJumpArgs=&clickTrackInfo=query%253Amurang%252Bsigarilyo%252Boriginal%253Bnid%253A4758114812%253Bsrc%253ALazadaMainSrp%253Brn%253A5034dbdf027baa002851e052bbaba188%253Bregion%25

we have. The information on the role of organized crime is obviously anything but
transparent. Much of the information on the legal market is protected by business secrecy.
Information on tobacco seizures is sporadic.
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