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Preface
Smoking appears to have been introduced to the Pacific during the early trade and colonisation days. Most cultures have traditions concerning the introduction of tobacco, and in some cultures tobacco was the first loan word from English. 

The situation concerning tobacco use and its present and future impact in the Pacific islands requires urgent attention. Many lifestyle changes have been adopted with improvement in health, but tobacco poses as great a challenge in the Pacific as ever. 

As the more developed countries tighten their anti-smoking legislation and controls on tobacco, the Pacific can become an increasingly convenient dumping ground for the tobacco industry to market their products with potentially far reaching consequences.

The work of Collins and Lapsley will contribute to a new emphasis on health and lifestyle which is emerging in the concern for healthy islands, healthy families, healthy schools and healthy cities or villages. 

It is hoped that health planners and economics ministries will review this information, and take the actions necessary to effect behaviour change on smoking in the Pacific region. 

Dr Jimmy Rogers 

Deputy Director General—Health

South Pacific Commission 

Noumea 

New Caledonia

International Fax: +687 26 38 18

Email: jimmie@spc.org.nc

The smoking epidemic has become a matter of world-wide concern. Many individual countries are engaged in energetic public policies designed to minimise the social impact of smoking and the World Health Organisation views smoking as one of the greatest world health problems.

As many developed countries experience increasing success in reducing the prevalence of smoking, attention is turning to developing countries, many of whose public policies to combat smoking are still in their infancy. Furthermore, as cigarette markets in developed countries stagnate or even contract, there is an increasing incentive for cigarette manufacturers to expand their markets in developing countries. The Pacific Islands are no exception to this trend.

For many years the major thrust of the public discussion on smoking was medical. The discussion addressed such questions as: 

Does smoking cause heart disease, cancer and various other diseases? 

Is passive smoking harmful? 

Is nicotine addictive? 

As answers to these medical questions have become clearer, the focus of much of the discussion has turned to economic issues: 

· Do smokers pay their way? 

· Does the tobacco industry create employment, income and balance of payments benefits? 

· Does tobacco advertising increase cigarette consumption? 

This publication provides a survey of the economic issues relating to smoking, with particular emphasis on factors relevant to developing nations in the Pacific. These include: 

· The nature of the social costs of smoking 

· The budgetary impact of smoking 

· Estimating the social costs of smoking 

· Future smoking cost trends in developing countries 

· The effects of smoking on employment, income and the balance of payments 

· The economic impact of reduced smoking in certain Pacific Islands 

· Policy implications of the social costs of smoking.

The objective of this publication is to apply economic analysis to smoking issues in order to provide the reader with a reasoned and balanced view of the economics of smoking. In particular, it is intended to provide to the governments of the Pacific Islands a sound economic basis for the development of rational public policies towards smoking. 

2. Smoking Costs and Public Health
In most countries the resources devoted to health care are increasing and smoking-caused diseases are a major reason for this increase. The emphasis of public health policies tends to be strongly on curative care. Less emphasis is placed on preventive programmes, although these can make a major contribution to minimising long-term health costs. Preventive programmes can draw on health education strategies and various economic strategies. These types of strategies are more effective when used in combination rather than individually.

In virtually all countries both the total amount of resources and the relative share of gross domestic product (GDP) which are allocated to the health care sector are increasing. At the same time, it is recognised in virtually all countries that these amounts, which vary between about 4 percent and fourteen percent of GDP, are not sufficient to meet all the demands which are made on the health sector. Therefore, both developed and developing countries are presently facing unmet health needs and recognise that it will not be possible to meet all future demands from the public purse.

Against this background, many countries have come to understand that public health programmes can contribute to the reduction in the health burden, through the prevention of some avoidable causes of illness and premature death.

Smoking-caused illnesses in developed countries now represent the largest single cause of avoidable disease and premature deaths, while in developing countries the proportion of smoking-caused illnesses and premature deaths is rapidly increasing. However, while these illnesses are already imposing substantial and well-documented costs, immediate public health strategies are required if even greater costs in future years are to be avoided.

Public health has been defined as “all activities, including education, economics, technology, legislation and management, which protect and enhance the health of all the people” (Lawson, 1991). Public health programmes can include interventions (for example, immunisation), health education (for example, the provision of health information) and health promotion (for example, persuading and encouraging people to make healthier lifestyle choices). Immunisation provides a good illustration of the characteristics of a public health intervention. It provides a benefit to the individuals who are immunised as well as to the rest of society, whose total risk of contracting avoidable disease is reduced. Because both individuals and society benefit from such programmes, it is often considered appropriate that they should be paid for by governments, on behalf of the community as a whole.

It is appropriate to compare programmes to reduce smoking with immunisation programmes since, as discussed later in this document, society bears a considerable proportion of the total cost burden of smoking. This burden is shared with the individuals who smoke and who thereby increase their likelihood of becoming ill or dying from smoking-caused disease. The policy tools which can be used to reduce smoking include health education, health promotion, and economic and regulatory strategies. There is already considerable evidence that these strategies are more effective when used in combination (see, for example, Novotny et al, 1992). 

Most health care resources are spent on curative care, that is on interventions, treatments and pharmaceuticals provided to people who are already ill, either to cure them or to prevent their conditions from worsening. Because curative care is provided to specific individuals, it is often seen as more important and more urgent. On the other hand, programmes designed for prevention, which may draw on health education or economic strategies, are often viewed as less urgent and less important because they are less specific and are focussed on groups within populations who may still be healthy.

The role of economics in public health prevention and interventions is an important one for a number of reasons. First, the identification of the costs which are incurred because of a health hazard such as smoking is one way of assisting policy makers to recognise the size of the health burden and to allocate sufficient resources to prevention. When the costs of smoking are identified, and the proportion of these costs which are avoidable are estimated, appropriate public policies to combat smoking can be more readily supported.

Second, estimates of the present and future costs of smoking can provide a time framework in which predictions of the increased health burden can be made. If there are available no effective interventions to reduce the prevalence of smoking, estimates can be made of the additional health resources which will be needed due to smoking-caused diseases.

Third, the economic policies, particularly taxation and the removal of subsidies, can be recognised as having a direct public health impact. Together with regulatory policies and health education, economic strategies can be significant in achieving public health objectives. They are discussed in greater detail later in this document. 

3. Types of smoking costs

The economist’s definition of cost uses the concept of opportunity cost—the value of the resource in its best alternative use.

The total costs of smoking to the community as a whole (social costs) can be split up into the costs borne by the smokers themselves (private costs) and the costs borne by the rest of the community (external costs). Thus:



Social cost = private cost + external cost 

Total costs can also be divided into tangible costs (resource costs) and intangible costs (for example, pain, suffering and loss of life).

In examining the total costs of smoking the concept of marginal cost should be utilised. This is the change in total community costs attributable to smoking, taking into account both increases and decreases.

It is important to distinguish between real costs and pecuniary costs. Real costs represent a subtraction from community welfare. Pecuniary costs borne by some people are exactly matched by pecuniary benefits received by others, so that there is no change in total community welfare. There has, however, been a redistribution of that welfare. To count both real and pecuniary costs would involve double counting.

Budgetary costs are the costs of smoking which are borne by the government sector. They may be real or pecuniary.

The economist’s definition of cost is based on the concept of an alternative use for scarce resources, known as opportunity cost. Opportunity cost is the benefit which would be derived from the best alternative use of a particular resource. For example, the alternative use of land which is currently used for growing tobacco is the next most valuable crop which could be produced on that land. In the unlikely event that there were absolutely no alternative use for the land, its opportunity cost would be zero. If there exist alternative crops, the most valuable of these will represent the opportunity cost of the land.

It is important to clarify various other cost concepts. Perhaps the most important of these are private and social costs.

It is generally recognised that the total costs of abuse include private costs and external costs. If the costs of smoking are knowingly and freely borne by the smokers, they constitute private costs, but if they fall on the rest of society they are referred to as external costs. In the conventional terminology, the social costs of smoking to the community as a whole (both smokers and non-smokers) consist of the costs borne by smokers (private costs) and the costs borne by the rest of the community (external costs). Thus:



Social costs = private costs + external costs 

In estimating the costs of drug abuse, other types of costs which require definition include tangibles and intangibles. Tangible costs can be defined as those costs which, when reduced, yield resources which are then available to the community for consumption or investment purposes. For example, if public health care costs are reduced, resources become available for governments to spend elsewhere.

Intangible costs, which include pain, suffering and loss of life, when reduced or eliminated do not yield resources available for other uses. Much of the efforts of the health care system are focussed on the reduction of these intangible costs, so it is apparent that they are considered to be very important by public policy makers, even though they are often difficult to quantify.

Also important is the concept of marginal cost, which is the increase in total cost attributable to tobacco use after allowing for the costs which would have otherwise been incurred in the absence of smoking. In other words, this is a net cost concept.

For example, in costing health care, net costs include both actual health care costs and potential savings. The health care costs which are attributable to smoking should be set against the saving in health care costs which have resulted from the premature deaths of smokers. Had the smokers not died from smoking-related causes they would in many cases still be alive, suffering from other diseases and so imposing health care costs on the community. If abusers were not sick from smoking-related causes they would, in many cases, be sick from other causes. However, available evidence suggests that these “savings” in health care costs are substantially outweighed by the health costs attributable to smokers.

Another important distinction is between real and pecuniary costs. Real costs represent a subtraction from the community’s welfare. Pecuniary costs represent costs borne by some individuals which are entirely offset by gains accruing to other people, so that there are no net costs (or benefits) to society as a whole. For example, smoking generates considerable tax revenues for governments. However, these revenues do not represent the creation of resources for the community as a whole. They merely represent a redistribution of resources from smokers to the rest of the community.

Failure to distinguish between real and pecuniary costs can lead to double-counting of costs. Consider the example of a worker who, as the result of a smoking-caused illness, is forced to stop work, receiving instead a sickness pension from the state. Industry has lost the value of the worker’s production and, at the same time, the cost of the government’s welfare bill has increased. The real cost is the loss of production. To count both production losses and increased welfare costs would involve double-counting of costs.

Finally, the concept of budgetary costs should be clarified. These are costs borne by government, which are therefore a charge against the public purse. Whether they are pecuniary or real costs depends upon their particular circumstances. The welfare costs in the example immediately above are pecuniary costs. On the other hand, if the smoker in this example had required treatment in a public hospital, the resultant public expenditure would have represented a real cost.

4. The social costs of smoking in detail

This section describes in more detail the costs of smoking to the community. The major categories of tangible costs are health care, production losses, welfare provision, fires and accidents, pollution and litter, and health research and public health education. Intangible costs consist of loss of life, and pain and suffering. 

This chapter deals in some detail with the individual categories of smoking costs. It should be noted that we are dealing here with the real costs of smoking, as opposed to the pecuniary costs. The concepts of real and pecuniary costs were discussed in the previous chapter. Pecuniary costs are discussed in more detail in Section 5 below.

The broad categories of smoking costs are presented in the following table.

(a) Health care

Medical services
Direct medical services are provided for medical conditions resulting directly from tobacco consumption. Co-morbidity medical services are provided for conditions not directly related to smoking but where the consultations or treatments are prolonged, more intensive or more complex because of: 

· concurrent conditions related to smoking 

· conditions caused (or exacerbated) by past smoking 

· conditions caused (or exacerbated) by passive smoking.

Prescription drugs
Specific use of prescription drugs results from conditions caused directly by smoking. There may also be more intense use of drugs prescribed for conditions which are not directly tobacco-related but where smoking either makes the drug less effective or necessitates a more extensive or complex drug regimen.

Hospital services
Hospital bed days may be caused directly by smoking or they may result from co-morbidities. The latter refers to illnesses which are associated with smoking and which cause people to become sicker and to stay in hospital longer when they have been admitted to hospital for other reasons.

Other institutional services
These are services in other institutions (such as nursing homes and hospices) where admissions are caused by smoking or where smoking has resulted in the condition being more severe, requiring more intensive treatment or causing greater dependency.

Allied health services
These relate to the use of allied health professionals such as physiotherapists, podiatrists and dietitians for conditions which have been caused or exacerbated by smoking.

(b) Production losses
Smoking can cause reduced production by an effective reduction in the size of the work force as a result of the deaths or sickness (resulting in absenteeism) of workers. These costs will not be as high if the absent workers can be replaced from otherwise unemployed workers. However, in practice, it is rarely the case that workers can be fully replaced. This is partly because the pool of unemployed workers may be of insufficient size but more likely, in both developed and developing countries, because the skills lost to the work force through smoking may not be replaceable from the ranks of the unemployed. Another significant production cost which must be taken into consideration is reduced on-the-job productivity resulting from smoking-related illnesses.

It should be recognised that it is not only in the paid work force that production is lost. There may be substantial production losses among the unpaid work force, for example non-working mothers, the unemployed, the retired and the young. It is true that the output of these people is not counted in conventional national accounts statistics but this is a commentary on the quality of national accounts, not on the contribution to the community of people outside the so-called “working population”. If these people die or become sick, either their output is lost or they need to be replaced by other people, who themselves may be drawn from the work force.

(c) Welfare provision
In communities which provide significant sickness or unemployment welfare benefits there will be some welfare costs resulting from smoking. However, as indicated earlier in Section 3, a significant proportion of these costs will be pecuniary rather than real. To count both production losses and welfare costs for someone suffering from a smoking-related disease would, from the community’s point of view, involve double-counting of costs. Welfare costs will always have a budgetary impact but will usually not involve real costs. However, the resources used in administering the welfare system should always be counted as a component of social costs.

(d) Fires and accidents
Smoking causes fires at home and in workplaces and in some countries is a significant cause of bush and forest fires, as smokers carelessly dispose of cigarette butts. The property losses resulting from these fires represent a significant social cost. Recent evidence suggests that smoking may be a cause of road and other accidents although the mechanisms underlying this relationship do not appear at the moment to be completely clear.

(e) Pollution and litter
Smoking creates increased pollution and litter as a result of the discarding of packaging and cigarette butts. The resulting costs may be considered to be tangible or intangible. They are tangible if they result in cleaning-up costs. On the other hand, if the litter is allowed to accumulate, rather than being removed, then the costs in terms of a degradation of the environment will be intangible.

(f) Research and education
In many countries considerable resources are allocated to public health programmes providing education about the harmful effects of smoking, and to health and medical research on smoking. It could be argued that these are discretionary costs resulting from public policy decisions, rather than inevitable costs of smoking. This point is debatable since it is likely that in the absence of these expenditures other types of costs (for example, in the health area) would be higher. Thus there is, at the very least, a strong case for identifying these types of costs.

(g) Loss of life
There is obviously a value of loss of life to the community over and above the tangible costs of mortality (for example, production losses) borne by the rest of the community. Community attitudes and public policy clearly view premature mortality as highly undesirable. As Peto points out, “For young adults who smoke cigarettes regularly, just over half of those who die in middle age will have been killed by tobacco. Overall, regular cigarette smokers lose about 8 years of non-smoker life expectancy (or 16 years, for the half who are killed by the habit: 20-25 years for those killed in middle age, plus 5-10 years for those killed at older ages.”(Peto et al, 1994) 

A high proportion of smoking-induced deaths occur beyond the age of retirement so that paid production costs become irrelevant. Indeed, an unduly cynical approach would indicate that there are community benefits accruing from these premature deaths because there is no longer the need to provide the consumption resources for these people. The fact that such an attitude would be considered to be outrageous by any civilised community indicates that life has an important psychological value over and above any material contribution which a person may make to the community. To ignore the intangible benefits of life (and so, the intangible costs of premature death) could lead to the totally unacceptable conclusion that smoking, by leading to the premature deaths of retirees, benefits the community as a whole. Evidence that this conclusion would be unreasonable is that most societies devote very considerable proportions of their health resources to extending the lives, and reducing the pain and suffering, of people of above working age.

(h) Pain and suffering
Similar considerations apply to the smoking-related pain and suffering borne by smokers, passive smokers and others. Although these costs may be difficult to value they cannot be ignored. 

5. The budgetary impact of tobacco use
Smoking affects government budgets, by changing the levels of both public expenditures and tax revenues. There will be evident expenditure increases, particularly on health services, but there will also be some, smaller, expenditure reductions resulting from the premature deaths of smokers. In addition to tax revenue increases there will also be some, usually smaller, revenue reductions attributable to smoking. They result from the declines in income and consumption tax revenues arising from the premature mortality of smokers.

The budgetary impact of smoking does not indicate the impact of smoking on the community as a whole, merely on governments. From the point of view of the community as a whole, tobacco tax revenue is a pecuniary, not a real, benefit.

An important question is whether the tax revenue from smokers covers the external costs of smoking (that is, the costs borne by the rest of the community). This is a more important issue than whether tobacco tax revenues exceed tobacco-related public expenditures 

In addition to the call which tobacco use places on real resources (such as the resources, particularly labour and capital, used in supplying health care services) it also puts pressure on government budgets, as a result of the need to fund public expenditures on these types of services. However, the use of tobacco also produces government revenue, mainly as a result of the high consumption and excise taxes which tobacco bears in many countries. Calculation of the impact of tobacco use on government budgets, therefore, involves estimating both public expenditures and tax revenues resulting directly or indirectly from tobacco use.

On the outlay side of the budget there will clearly be increased expenditures attributable to tobacco use but there will also be some reductions resulting from that use. In particular, the premature mortality resulting from tobacco consumption will lead to some reduction in welfare and health expenditures. However, health and welfare expenditures attributable to tobacco use in any particular year will almost certainly be positive even after these “savings” are taken into account.

On the revenue side, in addition to the evident gains there will also be losses in revenue. Premature mortality will lead to reduced output, incomes and consumption and so to reductions in revenue from personal income tax, company income tax and indirect taxes.

The estimation of the budgetary impact of drug abuse is an exercise subsidiary to that of estimating the tangible and intangible costs of abuse. The latter represent the impact of abuse on the community as a whole. The budgetary impact is largely an indication of the funding impact of drug abuse on government. 

While tobacco consumption generates substantial tax revenue this should not be taken to imply that the revenue generates resources for the community as a whole. In fact it merely redistributes resources from one group to another, that is from smokers to the community as a whole. Tax revenue is a pecuniary benefit to governments but not a real benefit to the community as a whole.

There is, however, one sense in which the real and pecuniary effects are inextricably linked—the concept of negative externalities. Smokers impose costs both upon themselves (internal costs such as deterioration in health and fitness) and upon others (external costs or externalities such as the health effects on non-smokers of passive smoking). The effect of negative externalities is to produce a situation in which consumption is above optimum levels The economist’s response to this situation is the imposition of taxes which reflect the level of externalities and which are designed to reduce consumption to optimum levels. It is, therefore, sensible to ask whether smokers are, through tax payments, bearing the full costs which they impose upon the rest of the community. Does tax revenue from smoking cover the externalities imposed by smokers?

Estimation of the budgetary impact of smoking indicates whether smokers compensate governments for the revenue and expenditure impacts of smoking (that is, whether smoking reduces budget deficits). It does not indicate whether smokers fully compensate non-smokers for the total costs of smoking because it takes no account of some types of costs borne by non-smokers (for example, pain, suffering, death and bereavement). If smokers were to be required to compensate the rest of the community fully for the negative externalities which they generate, drug tax revenues should substantially exceed drug-related public expenditures.

There is a fundamental flaw in analyses often presented by the tobacco industry on its revenue and expenditure effects. To include in the analysis all revenues attributable to the tobacco industry implies that the industry, in the absence of taxes targeted specifically at it, would be required to pay no taxes at all. It would be quite wrong to attribute all tax revenue from tobacco as compensation for the smoking-related externalities, rather than attributing some to the tax burden that is inevitably borne by all industries, whether they impose negative externalities or not. If there were no externalities, tobacco could still be expected to bear sales or other consumption taxes consistent with the tax burden borne by other commodities. 

6. Who bears the costs of tobacco use?

Various groups in the community in addition to the smokers themselves bear the costs of smoking. These other groups are non-smokers, business and government. 

Business interests bear a very significant proportion of smoking costs through absenteeism and lower workplace productivity.

Developing countries can expect to face much higher levels of smoking-related public expenditures in the future. 

The question of who bears the costs of tobacco use is important from the point of view of public policies towards tobacco. It tends to be an unfortunate reality that governments are often seen to concentrate on those costs which they directly bear—for example, the costs to the public purse of health care costs associated with smoking. They display less interest in the very substantial proportion of the costs of smoking which are borne by the non-government sectors. These other sectors consist of individuals (both smokers and non-smokers) and business. 

Collins and Lapsley (1996) have estimated that, in Australia, only about 7% of the total external costs of smoking are borne by government. The remaining costs are borne by individuals and business. In developing countries an even lower proportion is likely to be borne by government because of the relatively low level of resources devoted to health care in these nations.

To summarise, the external costs of drug abuse can bear upon one or more of four community groups: 

(i) Ill-informed or addicted smokers; 

(ii) Other individuals (non-smokers); 

(iii) Business; and 

(iv) Government. 

It can be assumed that fully-informed and non-addicted smokers (not a large group) will gain benefits from smoking at least equal to the costs which they impose on themselves.

One sector which bears a very significant proportion of total smoking costs (around 35% in Australia) is the business sector. At the same time it receives very little recognition of that fact. Business bears smoking costs as a result of smoking-related absenteeism, lower productivity and mortality in the workforce. In economies across the world increasing attention is being paid to structural reform, implemented with the objective of reducing business costs. Policies to reduce the prevalence of smoking will inevitably contribute to the reduction in business costs, and so should properly be considered to be a component of structural reform policies.

The public sectors of developing countries can expect to face an increasing cost in terms of smoking-related outlays in the future. This is partly because the full impact of the smoking epidemic has yet to hit most of these countries. It will also rise because, as health services improve with rising economic prosperity, a higher proportion of smoking-related costs will be funded by public expenditures. Governments acting to reduce the prevalence of smoking now will be reducing their future budgetary problems.

7. Estimating the social costs of smoking

There are two broad approaches to estimating the social costs of smoking—the human capital and demographic methods. The two approaches are complementary rather than competitive since they present the cost information in different ways.

Both rely upon knowledge about the causal links between tobacco consumption, on the one hand, and mortality and morbidity, on the other. If these physical links can be quantified it is usually possible to estimate the relevant smoking costs. A considerable amount of such epidemiological information exists, although it very largely has been produced for developed rather than developing countries. Smoking cost studies also draw on such information as national accounts data, and budgetary and workforce statistics.

It should be possible to produce smoking cost estimates for most developing nations.

The preceding sections of this report have identified the types of social cost associated with smoking. How might the social costs of smoking be estimated? These issues are dealt with in substantial depth in a publication of the Canadian Centre on Substance Abuse (see CCSA, 1995), two of whose authors wrote the present document. Part of the ensuing discussion is closely related to the CCSA work.

Two significant issues are considered here: 

· What cost estimation approaches are available?; and

· What are the data needs for such a study?

Two broad approaches have been adopted to the estimation of the costs of substance use in general, and of tobacco use in particular—the widely adopted “human capital” approach and the more recent “demographic” approach. Both approaches relate to the valuation of the loss of production arising from the tobacco-related deaths of otherwise productive members of society. Both approaches compare production and abuse costs in the actual situation with those in a hypothetical alternative situation which would have existed had there been no past or present tobacco abuse. The difference between the two approaches relates to the way in which the production costs of premature mortality are treated.

The human capital approach is to estimate the value of the worker’s future production stream, brought back to present day values by the use of an appropriate discount rate. A thousand dollars received this year is worth more than a thousand dollars received next year (even if there is no inflation) because this year’s resources become available for investment purposes a year earlier and so produce interest receipts or profits a year earlier. The use of a discount rate acknowledges this fact and adjusts for the difference between present and future values. Two major problems arise in the human capital approach—how to forecast future production levels and how to choose the appropriate discount rate.

The demographic approach compares the actual population size and structure with the size and structure of a hypothetical alternative non-smoking population. From this comparison the actual and hypothetical outputs are compared to yield the production costs in that year of past and present tobacco use. The major problem in this approach is the estimation of the alternative population structure.

The essential difference between the two approaches can be summarised in the following way. The human capital approach calculates the present and future production costs of smoking-induced deaths which occur in the present year. The demographic approach calculates the present production costs of smoking-induced deaths which have occurred in past and present years. Which approach should be adopted depends, therefore, upon which type of information is needed. The two approaches are complementary rather than competitive.

In order to be able to produce estimates of the social costs of smoking it is necessary to identify two types of information, relating to: 

· causality; and 

· costs. 

Information on causality is in large part epidemiological—identifying and quantifying the causal relationships between tobacco consumption, on the one hand, and mortality and morbidity, on the other. This causal information is, however, not confined to epidemiology. For example, the relationship between tobacco use and workplace productivity is a matter for several related disciplines, including industrial relations.

The quantification of abuse costs relies upon the prior quantification of the causal relationships discussed above. If causal relationships can be identified and quantified, the costs of drug abuse can almost always be estimated (although with varying degrees of accuracy).

A very considerable amount of information exists about the effects on mortality and morbidity of smoking. For example, Peto, Lopez et al (1994) have produced a comprehensive survey of smoking-attributable mortality in developed countries. Many developed countries have studied attribution factors (that is, the extent to which the incidence of particular diseases can be attributed to smoking) in great detail. In Australia, for example, English, Holman et al (1995) have estimated smoking attribution factors for all conditions for which they were able to identify quantifiable relationships with smoking. The list in Table 1 is impressive.

The attributable fractions in relation to tobacco consumption are almost all positive. In other words, there are only very minor protective effects of tobacco consumption. The consumption of tobacco, even at low levels, appears to be damaging to health.

Unfortunately, few developing countries have produced comprehensive epidemiological surveys, which require detailed literature reviews for each condition potentially associated with smoking. Attributable factors relevant to one country may not may not always be transferable. 

In every country that has been able to comprehensively study the relationship between smoking and ill health, the results have shown that tobacco is a significant cause of premature death and disease. No race or culture has proven to be immune to the deleterious effects of tobacco use.

Causes of Mortality and Morbidity Associated with the 

Consumption of Tobacco 

* indicates negative association

Source: English, Holman et al (1995)

Once the causal relationships have been established and quantified, the assignment of tangible costs is relatively straightforward. The major types of information used here are: 

· National accounts data on consumption, output and income; 

· Medical, hospital and nursing home costs and usage data; 

· Data on workforce, wage rates and earnings; and 

· Budgetary data on tax revenues and public expenditures.

The quality of data will inevitably vary from country to country but reasonable tangible cost estimates should be feasible for any country once the background epidemiological information has been established.

Valuing the intangible costs of pain, suffering, bereavement and loss of life is more difficult than for tangible costs but reference to studies for developed countries should provide the basis for reasonable estimates. 

8. Future smoking cost trends in developing countries

While tobacco consumption in developed countries declines, it continues to increase in developing countries. This will lead to very substantial future increases in the social costs of smoking, and particularly in the public expenditure costs. Effective tobacco control policies should be implemented as early as possible in order to minimise future smoking costs.

The future prospects for the impact of smoking on developing countries are discussed by Mackay and Crofton (1996).

“With the decrease in smoking prevalence in developed countries, the multinational tobacco countries are now moving massive resources to boosting sales in developing countries. In some developing countries, indigenous tobacco production and consumption present major problems. Many people and governments in these countries are not yet fully aware of the risks and lack the resources to counter ruthless marketing by the industry. If not prevented, there will be an appalling future increase in tobacco-related disease, disability and death.” 

This increase will inevitably lead to a similar increase in the social costs of smoking.

Although many developing nations face a lack of basic epidemiological information on the impact of smoking, it is clear that smoking patterns are very different in developing and developed countries (specific information on prevalence in the Pacific Islands is presented in Section 10 below). In general, more men (50-60%) smoke in developing countries but fewer women (2-10%). On average, in developed countries approximately 25-30% of both men and women are smokers (Mackay and Crofton, 1996).

The United Nations Food and Agricultural Organisation (FAO) has estimated that, between the years 1984 and 2000, tobacco consumption in developed countries will decrease by 11% while in developing nations it will increase by 10%. As a result, the developing nations’ share of global tobacco consumption will steadily increase.

Mackay and Crofton predict that the number of smokers in developing nations will increase for the following reasons: 

· The inevitable increase in the population of the developing world; 

· An increase in smoking prevalence, especially among the young and in towns; 

· A likely increase in smoking among women as a result of intensive tobacco marketing and of a decrease in the social taboo of smoking for women; 

· Ignorance of the health risks of smoking; 

· Lack of funding for tobacco control measures and the difficulty of implementing these particularly in rural areas; and 

· Energetic marketing by tobacco companies. 

· Not all of these factors apply to all developing nations but most factors apply to most nations.

Increases in smoking prevalence and tobacco consumption do not lead immediately to higher levels of social costs. In general the morbidity and mortality effects are only felt after prolonged periods of smoking. Thus, many developing nations face the prospect of high future social costs, the full impact of which is not currently appreciated. As developing nations experience economic growth and achieve higher per capita incomes, the quality of public health services will inevitably improve. The result is that a higher proportion of the health costs of smoking will be borne by the public sector. Public expenditures attributable to smoking are likely to rise at a rate even higher than the rate of increase of social smoking costs overall.

One implication of these long lead times, however, is that cessation of smoking can, over a period of time, reverse some of the health impacts of prior smoking. If developing nations fail to implement effective measures to reduce smoking prevalence, they face heavy future costs attributable to the smoking epidemic. If effective measures are introduced, future smoking costs can be substantially reduced (although not totally eliminated). It is never too late to implement tobacco control measures. The earlier tobacco control measures are introduced the greater will be the reduction in the proportion of future smoking-related morbidity and mortality and concomitant costs.

9. Economic controversies concerning smoking

This section discusses various economic issues which arise in the discussion of the advantages and disadvantages of smoking. The conclusions drawn are that:

The benefits of smoking to smokers are far outweighed by its social costs. Only if smokers are fully informed about the effects of smoking, are rational in acting on this information and bear all their health costs themselves will the benefits to them of smoking exceed its social costs. These conditions are very strict and few smokers would meet them. 

The assertion that the tobacco industry generates substantial employment, output and income relies crucially upon two implicit assumptions. These are: 

· If smokers ceased smoking they would not spend the money elsewhere; 

· The resources used in the tobacco industry have no alternative uses. 

Both assumptions are unrealistic. It is doubtful if the tobacco industry creates more income and employment than would the alternative uses for the resources. It might quite possibly create less. 

It has been suggested that smokers pay their way in countries where tobacco tax revenues exceed smoking-related public health expenditure costs. However, many types of smoking costs (for example, costs borne by business) are not reflected in public expenditures. Tobacco tax revenues are most unlikely to cover the full social costs of smoking. 

The assertion that increasing tobacco taxes discriminates against the poor implies that the appropriate public policy would be to reduce tobacco taxes, which would have highly damaging health effects, not least among the poor. It would also impose substantial costs on the rest of the community. 

In very few circumstances does the tobacco industry create balance of payments benefits for developing nations. Reducing tobacco consumption will almost certainly lead to a balance of payments improvement. 

The lifetime health costs of smokers are very probably higher than those of non-smokers, even though smokers have significantly lower life expectancy, because smoking-related health costs are so high. 

The arguments in favour of restrictions on tobacco advertising and sponsorship are very strong. 

In public discussion of the pros and cons of smoking many of the arguments put forward are economic in nature. We proceed to review the main themes of the economic discussion concerning the advantages and disadvantages of tobacco.

(a) Benefits to smokers outweigh the costs to the community as a whole
It is often suggested by the tobacco industry that most of the costs of smoking are privately borne by smokers in the full knowledge of the damaging effects of their smoking. If decisions to smoke are rationally taken in the light of full knowledge of their future results, it must be assumed, they argue, that there are private benefits arising from the tobacco consumption which at the very least match (and probably exceed) the costs. These excess benefits are called “consumers’ surplus”. There are several serious difficulties with this superficially plausible argument.

First, it must be seriously doubted that smokers, at the time at which they take up their usually addictive habit, are fully informed as to the probable implications of their smoking. Once addicted, smokers generally continue smoking even though they may have considerable knowledge of its effects. It is well known that a very high proportion of smokers take up the habit in their teenage years, or even earlier. It is highly unlikely that these young people have access to, or have the ability to understand, all the relevant epidemiological information, which in any case is incomplete. As epidemiological information becomes more comprehensive, tobacco tends to become steadily more implicated as a cause of mortality and morbidity.

Smokers in developing countries are likely to have even lower knowledge of the health impact of smoking than those in developed countries, particularly where there are no, or inadequate, controls on advertising. Lower levels of schooling, health education and access to the media would all suggest this conclusion.

Even if smokers had full knowledge, the consumers’ surplus theory necessarily implies the fact that smokers themselves bear the full costs, both health and other, of their smoking. People will adjust their behaviour in the light of the costs of a particular activity to themselves, not the costs to the community as a whole. In practice, smokers almost never bear their full social costs. Their health costs are largely borne by the rest of the community, either through the public provision of social insurance schemes, private health insurance or care provided by family and friends. Although the latter may not involve any actual outlay costs they still impose costs in terms of alternatives forgone (opportunity cost) or of suffering and stress. The costs arising from lost production or lower productivity are, in the main, borne by employers rather than by the smokers themselves.

It is likely that smokers in developing countries, compared with those in developed countries, either will bear a higher proportion of the social costs themselves or will impose them on their families rather than on the broader community. This is because the resources available for health care are considerably less in developing countries and so are less capable of providing interventions for some of the health effects of smoking. The burden will be largely borne by the smokers themselves, by way of poorer health and of income forgone through illness, and by their families, by way of the need to provide care for the smokers. Thus, at the present stage of development in many countries, the proportion of the costs of smoking which are translated into public expenditures is relatively low. As these countries reach higher stages of development these public expenditure costs will rise dramatically.

(b) Smoking generates employment, output and income
The tobacco industry frequently asserts that it generates substantial employment, income and output (value added). These are represented as very significant benefits to society in the sense that, if the industry ceased to exist, these social benefits would be lost. This assertion relies on two fundamental assumptions, neither of which is usually stated and both of which should be closely scrutinised.

The first assumption is that, if smokers ceased to smoke, they would not spend the resulting savings on other forms of expenditure. If that happened, the result, it is implied, would be the total loss of the employment, output and income which the industry generates. The analysis is simplistic and this outcome is highly unlikely. It is much more plausible that ex-smokers would spend that money in other ways which would generate similar levels of employment and output.

Second, it is assumed that the resources used in tobacco growing and cigarette production would have no alternative uses. Above all in terms of alternative uses for capital, this assumption is quite unrealistic for both developed and developing economies. Developing economies in particular suffer from a shortage of capital, with the result that alternative uses would be readily available.

A substantial literature is now starting to emerge which examines the output- and-employment-effects of the tobacco industry on a more realistic basis. For example, a study by Buck et al (1995) estimates the impact of reducing tobacco consumption on employment in the UK, assuming that the money saved on tobacco expenditure was spent elsewhere in the economy. Not only is it unlikely that declining tobacco consumption would reduce employment, it seems perfectly possible that it would in fact increase employment. This is because the alternative expenditures might well be on goods and services whose production involved a higher use of labour than would the forgone tobacco.

A very similar result is produced by Warner and Fulton (1994) for the U.S State of Michigan, a non-tobacco-producing State. They conclude that a reduction in spending on cigarettes would bolster the State’s economy. As consumers in Michigan switched their expenditures from cigarettes (which are produced outside Michigan) to other goods and services, many of which are produced within the State, more money would be recycled within the State and employment and incomes would consequently grow.

Warner and Fulton produce a telling quotation from a consultant firm’s report to the U.S. Tobacco Institute referring to the net impact of tobacco on the entire U.S. economy:

“It can be argued, of course, that without the tobacco industry, the expenditures on, and resources devoted to, the production of tobacco products would simply be shifted elsewhere in the economy. That is, if consumers were faced with no available tobacco products, they would re-allocate their spending to other goods and services. This re-allocated spending would generate additional business opportunities in other sectors of the economy along with the associated employment and incomes. Therefore, except for transitional problems and differential industry levels of productivity, the aggregate economic results would be substantially the same … [T]he compensatory responses that would occur automatically within the economy and within the Chase Econometrics U.S. Macroeconomic Model in a total impact-type of study were constrained from taking place within this analysis.” 

It may be that there is more substance to the argument if the economy under review has a tobacco growing industry. The issue then becomes whether the resources used for tobacco growing have any alternative potential use, that is whether substitute cash crops are available. There can be little doubt that, in developing countries, the capital resources devoted to tobacco growing and cigarette production have alternative uses, given the often chronic shortage of capital. The problems may well be greater in relation to the alternative employment of land and labour.

It is notable that industry-sponsored studies of the employment effects of tobacco never, to our knowledge, include the employment-generating effects of tobacco in the health care industry. It may be that it is here assumed that these resources have obvious alternative uses. Perhaps there is another explanation. 

(c) Smokers pay their way
A third assertion frequently emanating from the tobacco industry is that it more than pays its way because tobacco-related public expenditures are exceeded by tax revenue from tobacco. This argument rests on a confusion between public expenditures and social costs.

It is probable that, in many countries, tobacco-related revenues do exceed the relevant public expenditures. This is probably true in most developed countries which, generally, tax tobacco heavily, as well as in many developing countries, which tax tobacco but which do not yet face heavy tobacco-related health expenditures. Furthermore, in some developing countries, some or all of the tobacco industry is publicly owned so that its profits, when returned to the government as dividends, are analogous to tobacco taxes in their effects on the government budget.

However, the fact that tax revenue covers public expenditures does not in any way imply that this revenue covers the full social costs imposed on the community as a whole. This is because many of the costs imposed on the rest of the community do not result in public expenditures. Many of the costs are inevitably borne by private individuals (other than the smokers themselves) and by the business sector. Even if tobacco-related revenues exceed relevant public expenditures, they are most unlikely to match the full social costs of smoking. Tax revenue from tobacco may well cover the relevant public expenditures but it most certainly does not cover the full costs imposed by smokers on the rest of the community.

(d) Tobacco taxes discriminate against the poor
It is often suggested that tobacco taxes are highly regressive, that is that they bear most heavily, at least in relative terms, on the poor. The poor pay a higher proportion of their incomes on tobacco than do more affluent community groups. Thus the use of high tobacco taxes should, it is asserted, be avoided because of the undesirable effects on the poor.

There is, indeed, substantial evidence that in many countries tobacco taxes are regressive. The difficulty with the above line of argument, however, lies in the implication which is drawn that tobacco taxes should not be increased, indeed that preferably they should be lowered. There is substantial empirical evidence to suggest that the tobacco consumption of the poor is more responsive to tax increases than is the consumption of the more affluent smokers. Commonsense would certainly indicate that the poor would be the group least likely to be able to absorb tax-induced price increases. However, the implication of this fact is that the poor would be likely to reap the greatest benefits, in health terms, from higher tobacco taxes.

A corollary of the tobacco tax regressivity line of argument would be that tobacco taxes should be reduced in order to benefit the poor. This benefit would most likely be in the form of assistance to an early grave, given the wealth of evidence on the damaging effects of smoking on life expectancy. It would at the same time impose substantially increased costs on the rest of the community. From the perspective of government, tax revenue would fall while health expenditures would rise.

(e) The tobacco industry provides balance of payments benefits
These balance of payments benefits are usually expressed as the benefits of greater exports or of reduced imports resulting from import-replacement. At first sight the issues here appear to be relatively complex but, once again, it is possible to clarify them fairly readily.

The fundamental question to be asked is not “Does the tobacco industry yield balance of payments benefits?” but “What would be the balance of payments effects of reducing domestic consumption of tobacco?”  There is, in practice, no prospect that smoking can be completely eliminated. There is, however, every prospect that appropriate public policies could reduce tobacco consumption very substantially.

There are five broad possible effects of the existence of a tobacco growing and/or manufacturing industry on a nation’s balance of payments accounts:

· Import of tobacco leaf and/or of manufactured tobacco products leading to a current account deterioration; 

· Export and/or import substitution of tobacco/tobacco products leading to a current account improvement; 

· Import of capital equipment by the tobacco industry leading to a short-term current account deterioration; 

· Foreign investment in the domestic tobacco industry leading to short-term capital account improvement; 

· Foreign ownership in the domestic tobacco industry leading to profit repatriation and a current account deterioration. 

In almost all situations a reduction in domestic tobacco consumption will lead to a balance of payments improvement. Reduced consumption will usually lead to a reduction: 

· in imports of tobacco and tobacco products; 

· in imports of capital equipment; and 

· in profit repatriation by foreign-owned or -controlled tobacco companies. 

There would appear to be no reason why exports of tobacco or tobacco products should fall as a result of a decline in domestic demand. There could well be a decline in foreign investment in any domestic tobacco industry, but this will be at least partially offset by declines in both imports and profit repatriation.

In summary, reducing tobacco consumption is likely to be an effective way of producing a balance of payments improvement.

(f) The lifetime health costs of smokers are no greater than those of non-smokers
This line of argument asserts that, even if it is accepted that smoking causes increased health problems, the premature deaths of smokers reduce the call on health care resources. Non-smokers use health resources for non-tobacco related conditions and over a longer period of time, because their life expectancy is significantly higher.

Collins and Lapsley (1996), in an Australian study, have estimated both the smoking-related health costs in a given year and the health “savings” in that year which have resulted from premature smoking-caused deaths occurring in earlier years. They estimate that the health “benefits” in any one year represent less than one half of the extra costs. This is largely because smoking-related morbidities are on average much more expensive to treat than non-smoking-related morbidities.

The fallacy of the lifetime health costs line of argument, in its wider community context, becomes clear if we examine its corollary—that smoking should be encouraged in order to reduce health care costs. This policy would involve encouragement of higher death rates in order to reduce health care costs. 

(g) Advertising does not increase tobacco consumption
Much of the thrust of public policy towards smoking in developed countries has been to prohibit tobacco advertising and one of its offshoots—the sponsorship by tobacco companies of sporting, cultural and community functions. The tobacco industry has responded by asserting that advertising and sponsorship influence market shares but not market size. That is, advertising determines the share of the total market which is gained by each brand, but any increase in the demand for one brand will be at the expense of a countervailing reduction in demand for other brands. Thus, it is asserted, since they do not promote higher tobacco consumption, there is no case for control of advertising and sponsorship.

The question of whether advertising promotes increased tobacco consumption is an empirical one. It is, however, not possible to assert with complete authority from empirical studies that tobacco advertising controls lead to reductions in tobacco consumption. This arises probably because of the technical difficulties involved in empirical work testing the links between advertising and tobacco consumption. In the absence of conclusive empirical evidence, a priori reasoning leads to support for controls on advertising and sponsorship.

It is clear that advertising does not reduce the overall demand for tobacco. Its effect must be either neutral (as the tobacco companies claim) or to increase tobacco demand. If advertising increases market size, the justification for advertising controls is clear, in terms of the health and other costs which the community will incur. If it does not increase market size, the industry gains no net benefits from advertising and the resources used in advertising can be seen to be wasted from an industry, let alone a community, viewpoint. Even in these circumstances, advertising controls are still justified.

In developing nations, advertising is likely to divert skilled resources from more productive uses. It will probably also have adverse balance of payments effects since there is likely to be a high import content in advertising campaigns undertaken by multinational companies. 

10. The economic impact of reduced smoking in the Pacific Islands

This section reviews the probable economic impact of reduced smoking prevalence and tobacco consumption on selected Pacific islands.

For all Pacific Island nations under consideration, a reduction in tobacco consumption would very probably produce a small increase in employment. This would be true even when tobacco leaf is grown in that country, given that alternative cash crops are likely to be available. There would be an improvement in the balance of payments on current account, mainly as a result of a reduction in tobacco imports. Government budgetary positions will improve as a result of a decline in health care costs and, if higher tobacco taxes are implemented, an increase in tax revenue.

It is possible to reach some conclusions on the probable economic impact of reduced levels of smoking upon certain Pacific Island nations. The nations considered here are Fiji, Kiribati, Samoa and Tonga.

Any such analysis should, to be meaningful, take account of certain policy realities:

There is absolutely no prospect, even with the most effective anti-smoking policies, that national tobacco consumption could be reduced to zero. Thus, the analysis should assume a reduction in tobacco consumption rather than the cessation of all smoking. 

Virtually all of the proceeds of the reduced expenditure on tobacco will be redirected to other forms of expenditure. Total consumer demand is unlikely to be significantly changed by such a reduction, although the composition of that demand will change. The implications of this changed composition will depend upon 

· whether it creates more or less employment; and 

· whether it improves or causes a deterioration in the balance of payments current account. 

If a nation produces neither manufactured tobacco products nor tobacco leaf, the import component of tobacco demand is likely to be extremely high. In these circumstances, a reduction in tobacco consumption will almost certainly lead to a balance of payments improvement, even after taking account of the resulting re-allocation of consumer expenditures. 

The demand for tobacco is usually relatively unresponsive to price increases. In the great majority of countries where this apparently is the case, governments wishing to do so have the luxury of being able to achieve this objective by raising tobacco taxes while at the same time increasing tax revenue. 

Any reduction in tobacco consumption will inevitably lead to a decline in public health expenditures, as a result of the beneficial health effects, although the full extent of this decline will take some time to be realised. 

We present below a review of the probable economic impact of reduced smoking on each of four Pacific Island nations, based upon a brief review of the relevant economic characteristics of each nation. The primary sources of the information on these are publications of the World Health Organisation, the United Nations, the World Bank and the Australian Agency for International Development (AusAID). 

I Kiribati
Tobacco production
No tobacco is grown or cigarettes manufactured in Kiribati.

Tobacco trade
Tobacco imports into Kiribati have been as shown below:

No tobacco or tobacco products are exported.

Smoking prevalence
According to a 1981 survey, smoking prevalence was as follows:

Economic effects of a reduction in smoking prevalence
The prevalence of smoking is very high in Kiribati (for comparison, the male and female smoking prevalence rates in Australia in 1993 were 33% and 26% respectively). There is thus substantial scope for achieving significant reductions in tobacco consumption.

Since there is no tobacco production or cigarette manufacture, reduced consumption would have no direct employment effect. In fact, the re-allocation of consumer expenditures away from tobacco would probably increase employment because the new expenditures would be likely to have a lower import component than tobacco and so would create more employment in Kiribati.

Similarly, the change could be expected to improve the balance of payments, as a result of the reduction in tobacco imports. Tobacco currently represents about 3% of total imports.

The effect of reduced tobacco consumption on tobacco tax revenue will depend upon how the reduction is achieved. If tobacco tax rates are raised (they are currently very low), the impact on revenue is likely to be positive, since the fall in demand is unlikely to be sufficient to wipe out totally the revenue benefits. If other measures (for example, advertising bans, restrictions on sales to minors or health promotion campaigns) are implemented, the reduction in tobacco use is likely to be matched by a similar proportionate reduction in revenue.

If these measures are successful in reducing smoking prevalence, they will reduce public health expenditures, as a result of the beneficial health effects of reduced smoking. Thus, it is to be expected that public policies designed to reduce tobacco consumption would lead to an improvement in the government’s budgetary position.

II Western Samoa
As the WHO has stated, there is in Samoa “a lack of reliable data and inadequate data analysis”. This deficiency makes economic analysis more difficult than is usually the case.

Tobacco production
There are no specific tobacco farms in Western Samoa but a small amount of tobacco is grown. There is one cigarette factory, owned 60% by a multinational and 40% by the Western Samoan government. This employed about 50 people in 1995 (about 0.05% of the adult population). It appears to be an unfortunate fact that this plant was funded from foreign aid. 

In an index of industrial production in Western Samoa, cigarette production has a weight of 9 percent of the total index. The cigarette production volume index has fallen from 100 in 1988 to 91.2 in 1993.

Tobacco trade
Western Samoa imports manufactured tobacco and exports cigarettes. United Nations data on Samoan trade, which are extremely out-of-date, indicate that in the early to mid 1980s the value of tobacco imports was in the order of three to four times tobacco exports. Recent data on cigarette exports are presented below.

Smoking prevalence
According to a 1994 survey, smoking prevalence was as follows:

Economic effects of a reduction in smoking prevalence
The prevalence of smoking in Samoa is high, particularly among males, indicating that it should be possible to reduce tobacco consumption substantially.

Samoa produces and exports cigarettes but imports virtually all the required tobacco. Thus, although there are significant cigarette exports, the industry imposes a substantial net drain upon the country’s balance of payments. In addition, it provides very little direct employment.

To reduce tobacco consumption in Samoa would have little direct effect on employment and, in net terms, would probably increase the total level of employment as the freed expenditure resources were redirected to goods and services with a higher labour component and a lower import component.

The change could be expected to improve the current account of the balance of payments, particularly since there is no reason why a decline in domestic tobacco consumption need lead to a decline in cigarette exports. The two are unrelated.

The reduction in consumption could be expected to improve the government’s budgetary position as a result of the reduced demand for health care and, if appropriate tax policies are adopted, an increase in total tax revenue.

III Fiji

Tobacco production
In 1990, 91 hectares were harvested for tobacco (179 hectares in 1985). 

The 1990 figures represented 0.1% of total arable land.

Production statistics are presented in the following table:

Note: 1 kg. of tobacco equals 880 cigarettes

Tobacco trade
Import statistics are as follows:

Fiji’s tobacco exports are insignificant—US$0.14m. of cigarettes in 1990 (0.03% of total exports).

Smoking prevalence
1981 survey results were: 

Males 88% 

Females 50%

1988 survey results (adults aged 25 and over) were: 

Fijian Melanesian 
males 
59.3%


females 
30.6%

Fijian Indian 
males 
50.5%


females 
13.9%

Smoking mortality and morbidity
Smoking is estimated to cause approximately 350 deaths per annum (7% of total deaths). Between 1972 and 1983 lung cancer accounted for about 8% of all cancers in male Fijians. It is estimated that 11–13% of all hospitalisations in Fiji are directly due to smoking.

Economic effects of a reduction in smoking prevalence
The prevalence of smoking is comparatively high in Fiji. The rates are particularly high in the Fijian Melanesian community and among males. The achievement of lower smoking prevalence and lower tobacco consumption would appear to be perfectly feasible.

Tobacco production is low in Fiji and a very small proportion of arable land is used for that purpose. There is a significant level of cigarette manufacturing.

Reduced consumption of tobacco would have some small direct effect on employment. Tobacco growing is significantly more labour-intensive than cigarette manufacture, which is largely mechanised. The aggregate effects of reduced consumption on employment depend upon: 

· the existence of alternative cash crops to tobacco; and 

· the alternative expenditure patterns which would result from reduced smoking.

The tobacco-producing Central Manufacturing Company itself talks of feasible alternative crops to tobacco, focussing particularly on pawpaw for export and maize for use in domestic livestock production. Fiji exports substantial quantities of meat and livestock.

The existence of these and other alternative cash crops means that a reduction in tobacco consumption would be unlikely to lead to any significant reduction in employment.

The change would be likely to produce some improvement in the balance of payments, as a result of: 

· a reduction in tobacco imports; 

· increased exports of substitute crops; and 

· reduced profitability, and so profit remittances, of multinational cigarette manufacturers in Fiji. 

In relation to tobacco tax revenue, the same comments apply as to Kiribati. The outcome depends upon whether the reduction in consumption is achieved by tax increases or by other measures. Higher tobacco tax rates are likely to simultaneously reduce consumption and increase revenue. Measures which reduce the prevalence of smoking will reduce public health expenditures.

IV Tonga

Tobacco production
About 500 kg of tobacco is produced per annum.

Tobacco trade
Import statistics are as follows:

Tonga exports no tobacco or tobacco products.

Smoking prevalence
1991 survey results (adults aged 20 and over) were: 

Males 65% 

Females 14% 

Total 36% 

Male prevalence rates are established by the age of 20–24 and only start to fall slightly after the age of 65. Female prevalence rates increase to the age of 70 and then decline

Smoking mortality
It has been estimated by the Ministry of Health that, in 1986, smoking caused 5% of all deaths.

Economic effects of a reduction in smoking prevalence
Smoking prevalence is high among Tongan males and low among females. There is scope for significant reduction in smoking, particularly by males.

Tonga has no tobacco production or cigarette manufacture so no direct employment would be lost as a result of any reduction in smoking. As with Kiribati, the re-allocation of consumer expenditures away from tobacco would probably increase employment because the new expenditures would almost certainly have a lower import component than the replaced tobacco and so would create more employment in Tonga.

The change would also improve the balance of payments. Tobacco imports represent about 2% of total Tongan imports. Again, the effect of reduced tobacco consumption on tobacco tax revenue will depend upon how the reduction is achieved. If tobacco tax rates are raised, revenue is likely to rise since the fall in demand will not match the revenue benefits. If other measures (for example, restrictions on sales to minors or health promotion campaigns) are implemented, the reduction in tobacco use is likely to be matched by a similar proportionate reduction in revenue.

If these measures are successful in reducing smoking prevalence, the consequent beneficial health effects of reduced smoking will result in reduced public health costs. 

11. Policy implications of the social costs of smoking

The high and increasing costs of smoking indicate the need for effective public policies to combat the smoking epidemic. The most important component of such policies should be high tobacco taxes, which will both reduce tobacco demand and provide the revenues to fund other anti-smoking strategies. These strategies include bans on tobacco promotion and on tobacco sales to minors, effective health warnings on tobacco packaging, reductions in cigarette tar levels or the use of tobacco tax rates related to tar levels, public health education programmes and the creation of smoke-free workplaces and public areas.

These policies will yield substantial health and economic benefits to government, business and individual members of the community. 

It is clear that the social costs of smoking in Pacific Island countries are high and that they are likely to increase as smoking prevalence increases and the full effects of the smoking epidemic are felt. Moreover, the costs of the smoking epidemic to public budgets will become increasingly burdensome over time. What policies should be implemented to contain, and eventually reduce, these costs?

Firstly it should be stressed that no single public policy instrument can be expected to achieve the necessary reduction in levels of smoking prevalence and tobacco consumption. It is necessary to implement a programme of policies, all acting together and reinforcing each other. Some policy instruments will be relatively cheap to implement while others will involve a substantial funding commitment on the part of government.

The main pillar of any anti-smoking programme must be high levels of tobacco taxation. This will have the important dual effects of reducing the demand for tobacco and generating tax revenue which can be used to finance other anti-smoking initiatives. Tobacco demand is unquestionably sensitive to price increases in Pacific Island nations, as in all countries for which empirical evidence is available, although information on the degree of price sensitivity in individual Pacific Island nations is difficult to obtain.

In countries in which tobacco demand is highly sensitive to tax-induced price increases, tobacco tax increases will be highly effective in reducing demand. They will not, however, yield substantial revenue for other uses, since the fall in demand will restrict the revenue (in the most unlikely eventuality that a tobacco tax reduced demand to zero, it would yield no revenue at all). There will also be public expenditure benefits because the fall in tobacco consumption will lead to a reduction in public expenditures, particularly on health. This reduction in expenditures will initially be small but will accelerate over time.

In countries where the sensitivity of tobacco demand to tax-induced price increases is relatively low, the impact on tobacco demand of the tax will be less but, on the other hand, more revenue will be available to finance other anti-smoking initiatives. It is in fact a win-win situation for governments. It is most unlikely that tobacco demand is completely insensitive tax increases, just as it is highly improbable that tobacco taxes at politically feasible levels could ever reduce consumption to zero.

Other important policies which should be introduced as part of an integrated anti-smoking programme include: 

· Bans on tobacco advertising, tobacco sponsorships and indirect promotions (for example, the use of cigarette brand names for other unrelated products such as shoes and clothing) 

· Bans on sale of tobacco to minors. Such bans will be effective only if properly enforced and backed up by a system of appropriate sanctions for tobacco sellers. This policy cannot be effective if tobacco vending machines are permitted. 

· Effective rotating health warnings on tobacco packaging 

· Reduction of permitted tar levels in tobacco (or possibly the linking of tobacco tax rates directly to tar levels) 

· Effective public education on the dangers of smoking 

· Creation of smoke-free workplaces and public areas

The earmarking of tobacco tax revenues to fund these policies is a particularly effective funding technique. There is inevitably a temptation for governments to appropriate tobacco tax revenues for use in funding general public expenditures. If anti-smoking programmes are to be fully effective, at the very least a significant proportion of tobacco tax revenues should be earmarked for the funding of policies to reduce tobacco consumption. If governments have available to them estimates of the costs of smoking to the community and to the public purse, and thus are able to appreciate the full smoking toll, they are much more likely to see the benefits of these types of policies.

What will be the community benefits of such a programme of policies designed to reduce the consumption of tobacco? The major benefits can be summarised as follows: 

· Reduction in tobacco-related death and sickness, with the associated pain and suffering both of the smokers and others 

· Reduced government expenditures, particularly on medical, hospital and other health services, including pharmaceuticals 

· Reduction in production losses borne by business and the public sector 

· Reduction in other costs such as crime, accidents, fires, pollution and litter 

· Improved balance of payments resulting from reduced imports 

· Improved availability of public and private resources for alternative (non tobacco-related) uses. 

