3 2o

Parallel tobacco
markets:

Behind the KPMG
report, the
tobacco industry's
narrative on illicit
trade

02" i
GST ‘cver, smoig
‘ AS3agIation reconnuE <uIIG puB) '?y

GENERATION SANS TABAC



INTRODUCTION

The publication of the 2025 KPMG report on illicit cigarette
consumption in Europe comes at a time when the European Union is
debating the revision of the Tobacco Products Directive (TPD)[1], the
future of the Tobacco Taxation Directive (TTD)[2]-[3], and the further
strengthening of tobacco control policies. According to KPMQG,
commissioned by Philip Morris International, 52.2 billion cigarettes
consumed across Europe in 2025 would originate from the "parallel
market", representing around 10% of total cigarette consumption
across the 38 markets covered by the report.

Widely promoted by the tobacco industry and certain economic
stakeholders, the report portrays France as Europe's largest illicit
cigarette market and suggests that ambitious tobacco taxation
policies are fuelling illicit trade[4].

A closer examination of the report, however, calls for considerable
caution. Commissioned by Philip Morris Products SA, it relies on a
methodology that has been repeatedly challenged in the scientific
literature and by several public authorities[5]-[6]-[7]. More importantly,
its conclusions diverge significantly from the findings of studies
conducted by French public institutions[8]-[9]-[10]-[11], which estimate
the size of parallel tobacco markets in France at substantially lower
levels and show that they are primarily composed of cross-border
purchases, many of which are entirely lawful.

Available public data also indicate that, although parallel markets
remain a genuine issue, the volumes Iinvolved have declined
substantially over recent years alongside the sustained reduction in
smoking prevalence. This broader context suggests that the debate
should be reframed to focus on the structural drivers of parallel
markets, including tax differentials within the European Union,
tobacco manufacturers' supply strategies and the shortcomings of the
current European tobacco track-and-trace system.
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https://www.pmi.com/content/dam/pmicom/global/docs/itp/kpmg-illicit-cigarette-consumption-europe-2025-results.pdf

A REPORT COMMISSIONED BY PHILIP
MORRIS AND BASED ON A
CONTESTED METHODOLOGY

The 2025 KPMG report is part of a series of annual studies commmissioned by Philip Morris
Products SA for almost two decades[12]. From the outset, KPMG makes clear that the study
was carried out under a private contractual agreement with Philip Morris and that the
scope of the work, the sources used and the methodological assumptions were defined in
consultation with the client. The firm also states that it did not independently verify the
reliability of the information used and assumed the accuracy of data obtained from public
and third-party sources.

Although the report is frequently presented as an authoritative assessment of illicit tobacco
trade in Europe, it remains a study financed and developed in collaboration with one of the
world's largest tobacco manufacturers, whose commercial interests are directly affected by
debates on tobacco taxation, illicit trade and tobacco regulation[13]. In France, the report is
accompanied each year by a coordinated communication campaign. The tobacco industry,
together with several organisations representing tobacconists, uses its findings extensively
to challenge national tax policies and broader tobacco control measures.

The report relies primarily on empty pack surveys (EPSs) and data supplied either directly
by tobacco manufacturers or by agencies acting on their behalf. While EPSs can contribute
to assessing illicit trade under certain conditions, the methodology applied in the KPMG
report has repeatedly been criticised in the scientific literature and by public authorities for
its lack of transparency and methodological robustness.

In particular, the selected collection sites are not representative of national consumption
patterns and are heavily concentrated in tourist destinations and border areas, introducing
a significant selection bias. The mere presence of a foreign cigarette pack in a public place
cannot be interpreted as evidence of illicit trade. Such packs may originate from foreign
visitors, French consumers returning from abroad, or lawful cross-border purchases made
within the limits permitted under EU legislation.

The report also combines fundamentally different categories, including legal cross-border
purchases, duty-free purchases, smuggled cigarettes, counterfeit products and so-called
illicit whites, under the broad label of "parallel markets". This aggregation blurs the
distinction between lawful consumer behaviour and organised criminal activity, inevitably
inflating the headline figures presented throughout the report.
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More broadly, the report attributes an increasingly prominent role to counterfeit cigarettes.
Yet the tobacco manufacturing sector is highly concentrated, and this emphasis on
counterfeiting tends to portray the tobacco industry primarily as a victim rather than as a
stakeholder with responsibilities under international law[l4]. Where llicit products
originate from manufacturers' own production chains, those manufacturers remain
responsible for exercising effective control over their supply chains under the WHO
Protocol to Eliminate lllicit Trade in Tobacco Products. Consequently, they have a clear
interest in classifying irregular products as counterfeit whenever possible.

From a methodological perspective, the identification of counterfeit products is itself
problematic. In practice, tobacco manufacturers are responsible for determining whether
products bearing their own brands are genuine or counterfeit, without any systematic
independent verification by public authorities. This constitutes a significant methodological
conflict of interest.

The report also states that France accounts for almost half of Europe's parallel cigarette
market, while simultaneously acknowledging that overall cigarette consumption across the
38 markets covered continued to decline in 2025 (-4.1%). Although these two trends are not
inherently incompatible, their coexistence calls for scrutiny of the assumptions used to
estimate the scale of parallel markets and the overall consistency of the trends presented.
Further uncertainty arises from statistical adjustments that are only partially described in
the report. KPMG applies several corrections to the raw data collected through empty pack
surveys, including adjustments for collection rates, geographical representativeness and
estimated consumption volumes, without fully disclosing either the underlying parameters
or the assumptions applied. As these adjustments may substantially influence the final
estimates, the absence of transparency prevents any meaningful independent assessment
of their validity.
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PARTICULARLY STRIKING FIGURES
FOR THE FRENCH MARKET

According to the KPMG report, France alone accounts for 49.1% of the European parallel
cigarette market. This striking figure plays a central role in portraying the French
situation as being "out of control" and fuels the highly alarmist narrative promoted
each year by the tobacco industry and certain tobacconists' organisations. These
figures are subsequently disseminated widely among policymakers including Members
of Parliament and the media.

Such estimates should, however, be interpreted with caution. They stem directly from
the methodological choices underpinning the report, particularly the aggregation of
fundamentally different categories within the concept of "parallel markets". They also
diverge significantly from the findings of French public authorities[15], which describe a
far more nuanced situation largely driven by lawful cross-border purchases.

This highly alarmist portrayal of France is unsurprising given the country's ambitious
tobacco taxation policy over the past decade, which has contributed substantially to
reducing smoking prevalence. By presenting France as an example of policy failure, the
report contributes to discouraging other Member States from adopting similarly
ambitious fiscal measures while simultaneously undermining continued tax increases
in France itself.

More broadly, the communication surrounding the report reinforces the narrative that
tobacco control policies, and tobacco taxation in particular, are directly responsible for
the growth of illicit trade[l6]. Yet available public evidence points in the opposite
direction, showing a substantial decline in tobacco consumption outside the official
retail network alongside the continued reduction in smoking prevalence.
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ESTIMATES FAR EXCEEDING FRENCH
PUBLIC DATA

The KPMG report estimates that 53.6% of cigarettes consumed in France originate from
the "parallel market", with 41% classified as "Counterfeit and Contraband". On this basis,
France is presented as the largest illicit cigarette market in Europe.

These estimates differ markedly from those produced by French public authorities and
from surveys conducted among smokers. The most recent study commissioned by the
French Customs Authority (DGDDI) and the French Interministerial Mission for
Combating Drugs and Addictive Behaviours (MILDECA) estimates the share of the
parallel market at between 11% and 20% of national consumption, with an average
estimate of 17.7%[17].

Comparable conclusions have been reached by Santé publique France and the French
Monitoring Centre for Drugs and Drug Addiction (OFDT)[18]. According to these studies,
nearly 80% of French smokers reported purchasing their most recent pack from a
licensed tobacconist, while purchases made outside the official retail network consisted
predominantly of lawful cross-border purchases made within the limits authorised
under European legislation or purchases made while travelling abroad. Fewer than 1%
of respondents reported purchasing cigarettes from illicit street vendors.

The discrepancy between industry-funded estimates and independently produced
public data is therefore substantial. Rather than depicting an uncontrolled expansion of
illicit trade, available evidence suggests a far more nuanced reality in which cross-
border purchasing, much of it entirely lawful, accounts for most purchases made
outside the official retail network.

O The KPMG report estimates that 53.6% of cigarettes
53 y 6 /O consumed in France originate from the "parallel market",

with 41% classified as "Counterfeit and Contraband”




ESTIMATES DIFFICULT TO RECONCILE
WITH OBSERVED EPIDEMIOLOGICAL
TRENDS

The estimates presented by KPMG also raise broader questions regarding their consistency
with epidemiological trends observed in France.

According to the report, total cigarette consumption in France, including both legal and illegal
consumption, declined only marginally, from 51.53 billion cigarettes in 2021 to 49.54 billion in
2025, representing an overall reduction of approximately 3.9%.

Over the same period, however, public health data point to a much more substantial decline in
smoking prevalence. According to available estimates, daily smoking prevalence may have
fallen by around 38.8% over the same period, reflecting the continued impact of tobacco
control policies, tobacco tax increases and declining smoking initiation. (Santé publique
France, 2025; OECD, 2023; WHQO, 2023).

Taken together, these two trends would imply an estimated 57% increase in cigarette
consumption among the remaining smokers to maintain overall consumption volumes at
the levels suggested by KPMG. While this calculation is illustrative rather than demonstrative,
it highlights an apparent inconsistency between the epidemiological trends observed in France
and the aggregate consumption estimates presented in the report.

Such a scenario appears difficult to reconcile with the body of evidence accumulated over
recent years, which consistently points towards declining tobacco consumption, lower smoking
prevalence and changing purchasing behaviours.
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PARALLEL TOBACCO MARKETS IN
FRANCE: PRIMARILY A CROSS-
BORDER PHENOMENON

Publicly available evidence consistently indicates that parallel tobacco markets in France are
driven primarily by cross-border purchases rather than by organised illicit trade.

This situation is largely explained by tax differentials between neighbouring Member States,
particularly Luxembourg, Germany and Spain, combined with deliberate oversupply of these markets
by tobacco manufacturers in anticipation of purchases by smokers residing in neighbouring
countries. Consequently, a significant proportion of purchases made outside the French tobacconist
network result from supply strategies implemented upstream by manufacturers rather than from
illicit consumer behaviour[19].

These dynamics weaken, at least in part, the effectiveness of tobacco tax policies in border regions.
According to the CNCT, purchases made outside the official tobacconist network may account for as
much as 30% of tobacco consumption in certain border departments. This also contributes to
territorial health inequalities, with smoking prevalence averaging 2.5 percentage points higher in
border regions than elsewhere in France, together with a greater burden of tobacco-related disease
and mortality. Nevertheless, contrary to the highly alarmist narrative promoted by the tobacco
industry and certain economic stakeholders, public data indicate that the overall volume of parallel
markets has declined substantially over the past decade.

Based on publicly available data, the CNCT estimates that parallel tobacco markets decreased from
approximately 21,772 tonnes in 2012 to 8,081 tonnes in 2023, a reduction of almost 63%[20]. This
finding is consistent with longer-term evidence. The OFDT had already estimated cross-border
purchases at between 21.3% and 22.7% of tobacconists' sales in 2005[21] and estimated that purchases
outside the official retail network represented around 20% of consumption in 2012[22].

These relatively stable proportions contradict the
narrative that recent tax increases have triggered
an explosion in parallel markets.
More broadly, these developments have occurred
alongside sustained reductions in  smoking
prevalence in France. Tobacco tax increases,
prevention policies and stronger tobacco control
legislation have all contributed to reducing overall
cigarette consumption, including consumption
outside the official retail network.
Parallel tobacco markets therefore remain an
important public health, economic and fiscal issue.
However, their evolution does not support the
conclusion that tobacco control policies have
failed. On the contrary, the success of these
policies has contributed to reducing both overall
tobacco consumption and the absolute volumes
circulating through parallel markets.
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A EUROPEAN NARRATIVE THAT
CHALLENGES TOBACCO TAXATION

POLICIES

Beyond the French case, the KPMG report
promotes a broader narrative that seeks
to establish a direct relationship between
higher tobacco taxation and the
expansion of illicit trade across Europe.
Throughout the report, countries applying
the highest prices are
consistently presented as those facing the
greatest levels of llicit cigarette
consumption[23]. France, Ireland, the

tobacco

United Kingdom and, more recently,
Belgium and the Netherlands, all of which
have recently implemented substantial
tobacco tax increases, are repeatedly
cited as evidence supporting this
argument.

According to the report, cigarettes
classified as Counterfeit and Contraband
account for 41% of consumption in France,
35% in lIreland and 32% in the United
Kingdom, thereby suggesting an almost
automatic relationship between
ambitious fiscal policies and illicit trade.

However, the report itself acknowledges
that several Member States primarily
function as transit countries within
European illicit trade routes. France is one
such example. Yet this important nuance
receives little attention in the overall
interpretation of the findings and does
not substantially alter the report's
regarding the

headline conclusions

French market.

More fundamentally, the report pays
limited attention to one of the key
structural  determinants of  parallel
persistent price
differentials within the Single Market.

These differences continue to encourage

tobacco markets:

large-scale cross-border purchasing,
irrespective of the effectiveness of national

tobacco control policies[24].

Consequently, the report tends to frame
illicit trade primarily as the unintended
consequence of ambitious tobacco
taxation rather than as the result of
structural weaknesses in the regulation of
tobacco supply across the European
Union. This interpretation is not supported
by the broader scientific literature, which
consistently concludes that well-designed
tobacco tax increases remain among the
most effective public health measures for

reducing tobacco consumption and
increasing government revenues,
provided they are accompanied by

appropriate supply-chain controls and
enforcement measures[25]-[26].
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THE TOBACCO INDUSTRY'S CENTRAL
ROLE IN SUSTAINING PARALLEL
MARKETS

Perhaps the most significant limitation of the KPMG report is that it largely overlooks the
tobacco industry's own role in sustaining parallel tobacco markets.

In France, for example, the scale of cross-border purchasing is largely made possible by the
deliberate oversupply of neighbouring markets by tobacco manufacturers. Countries such
as Luxembourg receive tobacco products in volumes that far exceed domestic demand,
with manufacturers fully aware that a substantial proportion of these products will
ultimately be purchased by smokers living in neighbouring Member States.

Under the EU tracking and tracing system, every tobacco product carries a unique identifier
specifying its intended market of destination. In principle, production volumes should
therefore broadly reflect legitimate domestic demand within each market. Yet the report
gives remarkably little attention to the implications of persistent oversupply for the
functioning of parallel markets.

For decades, tobacco manufacturers have argued that increases in tobacco taxation
inevitably stimulate smuggling and illicit trade. This narrative conveniently diverts attention
from their own responsibilities in controlling supply chains and preventing excessive
product distribution into markets that clearly exceed domestic consumption.

The absence of publicly available analyses based on the European track-and-trace system
further contributes to this lack of transparency. If such data were routinely published, they
would provide valuable evidence regarding the extent to which certain border retailers
receive quantities of tobacco products that bear little relation to local consumption patterns.
The omission of manufacturers' responsibilities is particularly striking given the growing
body of institutional and investigative evidence documenting deliberate oversupply
strategies across several European countries.

Luxembourg provides perhaps the clearest illustration. According to figures contained in
the KPMG report itself, 88% of cigarettes sold in Luxembourg are ultimately consumed
outside the country. This represents approximately 536 billion cigarettes supplied to
neighbouring markets, compared with estimated domestic consumption of only 0.64 billion
cigarettes[27].
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Such discrepancies cannot reasonably be explained by domestic demand alone. They reflect
commercial decisions regarding production and distribution volumes that are taken well
before products reach consumers.

Beyond oversupply practices within the European Union, several institutional investigations
and investigative journalism projects have also documented cases of direct industry
involvement in illicit tobacco supply chains.

In 2023, British American Tobacco agreed to pay US$629 million to settle criminal
investigations in the United States relating to unlawful tobacco sales involving
North Korea[l]. Investigations conducted by the Organized Crime and Corruption
Reporting Project (OCCRP)[28] have also documented how Philip Morris

International and British American Tobacco contributed to oversupplying high-
risk markets in West Africa, with some supply chains reportedly linked to the
financing of armed groups and wider regional instability[29].

Taken together, these cases demonstrate that the tobacco industry cannot systematically
be portrayed solely as a victim of illicit trade. In some circumstances, manufacturers have
themselves contributed directly, or indirectly, to the conditions that enable parallel and illicit
markets to flourish.

Despite this, the industry's narrative continues to benefit from considerable media
amplification. Each year, the most striking figures from the KPMG report receive extensive
media coverage, often with little discussion of the report's methodological limitations or
comparison with evidence produced by independent public authorities.

This imbalance in public debate tends to obscure the structural drivers of parallel tobacco
markets, particularly manufacturers' supply strategies and the shortcomings of the current
European tracking and tracing system.

This latter issue is especially significant. The current EU track-and-trace regime continues to
raise concerns regarding its legal, economic and, above all, operational independence from
the tobacco industry, notably in relation to the selection of service providers, auditors and
data management  arrangements[30]. Evidence  documenting manufacturers'
responsibilities in sustaining parallel markets therefore reinforces the case for ensuring that
the tobacco industry plays no role, whether direct or indirect, in the governance, operation
or financing of tobacco tracking and tracing systems.
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A DEBATE INCREASINGLY FRAMED
AROUND FISCAL LOSSES AND
SECURITY

The KPMG report places considerable emphasis on the economic consequences of illicit
trade, estimating tax revenue losses for European governments at almost €19.4 billion in
2025, including several billion euros for France alone.

However, these estimates derive directly from the report's own assessment of parallel
market volumes. As such, they are only as robust as the assumptions on which those
estimates are based.

By focusing primarily on lost tax revenues and criminal activity, the report frames the debate
largely in fiscal and security terms, leaving comparatively little room for public health
considerations.

Yet available public evidence suggests that declining tobacco tax revenues primarily reflect a
genuine reduction in cigarette consumption, precisely the objective pursued by effective
tobacco control policies, rather than a wholesale shift towards illicit markets. The World
Bank, the World Health Organization and the OECD have consistently concluded that
well-designed tobacco tax increases reduce tobacco consumption while increasing
government revenues, particularly when accompanied by effective measures to combat
illicit trade.[3]1].

REFRAMING THE DEBATE:
IMPLEMENTING THE WHO ILLICIT
TRADE PROTOCOL IN FULL

Throughout the report, illicit tobacco trade is presented primarily as the unintended
conseguence of ambitious tobacco taxation policies. By focusing almost exclusively on
demand-side explanations, the analysis pays comparatively little attention to the structural
factors that enable parallel markets to develop in the first place.

Yet tackling illicit trade effectively requires addressing both demand and supply. This is
precisely the approach adopted by the WHO Protocol to Eliminate lllicit Trade in Tobacco
Products[32], which entered into force in 2018 and has since been ratified by the European
Union, France and 67 other Parties.

Rather than concentrating solely on the consequences of illicit trade, the Protocol seeks to
address its structural determinants. It requires Parties to strengthen control over the entire
tobacco supply chain, establish tracking and tracing systems that are fully independent
from the tobacco industry[33], and ensure that tobacco products supplied to each national
market correspond to legitimate domestic demand.

These supply-side measures receive comparatively little attention in the KPMG report,
despite being central to the international legal framework governing illicit tobacco trade.
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STRENGTHENING THE EUROPEAN
FRAMEWORK

Against this background, several public health organisations, including the
Comité national contre le tabagisme (CNCT) and Smoke Free Partnership
(SFP), have called for a strengthening of the current European regulatory
framework to ensure full alignment with the WHO Protocol.

These organisations have repeatedly highlighted shortcomings in the
current EU tracking and tracing system. While the system represented an
important step forward, several of its operational components remain
directly or indirectly influenced by the tobacco industry, including the
selection of certain service providers and auditors. Such arrangements
raise legitimate concerns regarding compliance with the independence
requirements established under the WHO Protocol.

CNCT and SFP therefore advocate revising Article 15 of the Tobacco
Products Directive (TPD) to establish a tracking and tracing system
that is fully independent, both legally and operationally, from the
tobacco industry[34].

They also support introducing stronger safeguards to prevent
) oversupply by ensuring that tobacco products placed on national
markets better reflect legitimate domestic demand, in accordance
with Article 7 of the WHO Protocol. Such measures would address
one of the principal structural drivers of parallel tobacco markets
rather than focusing exclusively on their downstream consequences.
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AN IMPORTANT OPPORTUNITY IN THE
CONTEXT OF THE TOBACCO
TAXATION DIRECTIVE

These discussions are particularly relevant considering the ongoing negotiations on
the revision of the Tobacco Taxation Directive (TTD).

While the revision offers an important opportunity to modernise the European fiscal
framework for tobacco and nicotine products, successive compromise texts have
progressively weakened several public health ambitions during negotiations. Rather
than strengthening the European response to illicit trade, this evolution risks
reinforcing long-standing narratives promoted by the tobacco industry, whereby illicit
trade is presented primarily because of tobacco taxation rather than as the result of
structural weaknesses in supply chain governance and regulatory oversight.

A sustainable response to illicit trade cannot rely solely on taxation debates. It also
requires effective implementation of the WHO Protocol, stronger control of tobacco
supply chains, genuinely independent tracking and tracing systems, and robust
mechanisms to prevent the systematic oversupply of national markets.

Without these structural safeguards, there is a risk that discussions on illicit trade will
continue to focus disproportionately on the consequences of tobacco control policies
while leaving largely unaddressed the commercial practices that contribute to
sustaining parallel tobacco markets.
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CONCLUSION

Parallel tobacco markets unquestionably represent an important challenge for
public finances, law enforcement and public health across Europe. However,
the way in which these markets are characterised has significant implications
for policymaking.

The analysis of the 2025 KPMG report highlights several methodological
limitations, inconsistencies and interpretative choices that warrant careful
consideration. The report relies on estimates that diverge substantially from
publicly available evidence, combines fundamentally different forms of non-
domestic consumption within a single analytical framework, and places
comparatively limited emphasis on the structural determinants of parallel
markets, including manufacturers' supply strategies and the governance of
tobacco supply chains.

More broadly, the report illustrates how discussions surrounding illicit trade
continue to be framed primarily through the lenses of taxation, criminality and
fiscal losses. While these dimensions are undoubtedly important, they should
not obscure the wider evidence demonstrating that comprehensive tobacco
control policies, including substantial tax increases, remain among the most
effective interventions for reducing smoking prevalence.

As the European Union prepares major legislative reforms, including revisions
of the Tobacco Products Directive and the Tobacco Taxation Directive, the
debate on illicit trade should be guided by independent evidence and by the
principles established under the WHO Protocol to Eliminate lllicit Trade in
Tobacco Products. Strengthening supply-chain governance, ensuring fully
independent tracking and tracing systems, preventing market oversupply and
maintaining ambitious tobacco control policies are complementary, not
competing, objectives. Together, they provide the most credible and
sustainable response to parallel tobacco markets in Europe.
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