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17.2 AUSTRALIA - The costs of smoking

This section first describes two major studies of the cost of smoking to Australian society: the
burden of disease study and the study of the social costs of smoking. Both studies, as well as analyses of
the lifetime costs of smoking also described in this section, rely on modelling to estimate the
consequences attributable to smoking. Studies that have measured the actual costs of smoking and
Australian tax revenues from smoking are also summarised.
17.2.1The cost of smoking to Australian society
17.2.1.1 The Australian Institute of Health and Welfare burden of disease study
An Australian Institute of Health and Welfare (AIHW) study estimated the burden of disease and injury
in Australia in 2003.1 The study used the measure known as the disability-adjusted-life-year (DALY),
see Section 17.1.3. The DALY provides a measure of both the present and future consequences of
disease and injury that occur in the baseline year (2003 in the AIHW study). For example, the number of
DALYs lost due to cancer in 2003 will reflect the number of years of life lost due to cancer (the number
of deaths multiplied by the life expectancy at the time of death) plus the years lost due to disability (the
number of new cases multiplied by the average survival multiplied by a severity weight for that cancer).
The study estimated that in 2003 more than 2.63 million DALYs were lost due to disease and injury in
Australia. The role of 14 risk factors, including six lifestyle behaviours (tobacco smoking, physical
inactivity, alcohol consumption, low fruit and vegetable consumption, use of illicit drugs and unsafe sex),
was considered. Together, these 14 risk factors accounted for 32.2% of the total burden of disease and
injury. Tobacco was responsible for the greatest disease burden (7.8% of total). It was the cause of 15,
551 deaths and the loss of 204,778 DALYs. It was responsible for 20.1% of the disease burden due to
cancer, and 9.7% of the disease burden due to cardiovascular disease.
Alcohol was responsible for a much smaller proportion of the disease burden than tobacco—3.3% of
total.
17.2.1.2 Collins and Lapsley's studies of social costs
In reports for the Department of Health and Ageing, Collins and Lapsley have estimated the economic
costs of tobacco use in Australian society for the years 1988,2 1992,3 1998–994 and 2004–05.5 They also
estimated the costs of tobacco use in 1998–99 for Victoria,6 New South Wales7 and Western Australia8 in
reports for these state governments. This chapter of Facts and Issues focuses on their national report for
2004–05.5
Three methodologic points need to be noted in relation to Collins and Lapsley's cost estimates. First,
they use the term 'abuse' when referring to tobacco use, on the basis that virtually all consumption is
harmful to the smoker and in some instances others as well.

Second, in contrast to the burden of disease study described in Section 17.2.1.1, Collins and Lapsley use
what they refer to as a demographic approach (see Section 17.1.4.2). They compare the actual
population size and structure in the specified year with a hypothetical alternative population in which
there was no past abuse and there is no current abuse. Costs of past and present abuse are estimated in
the year of the study only. So, for example, the cost in 2004–05 of a death due to tobacco smoking
(death that occurred either in or before the year 2004–05) is estimated as the value of lost productive
capacity in that year only. The value of a lost life, i.e. production foregone in subsequent years because
of that death, is not estimated.
Third, Collins and Lapsley estimate the net costs of smoking, taking into account both those costs that
are made greater and those that are reduced because of current and past tobacco use. For example,
smoking increases some health care costs because of the higher prevalence of diseases caused by
smoking (in smokers and ex-smokers who are still alive). These are the gross health care costs
attributable to smoking. However, certain other health care costs are lower than they otherwise would
be because of the premature deaths of many people who smoked over the past 40 years. These people
did not live to use health care that they otherwise would have, so Collins and Lapsley subtract the costs
that would have been incurred from the gross health care costs attributable to smoking in order to
estimate the net cost. Similarly, in terms of labour (production) costs first costs that are made greater by
smoking are estimated. For example, the time spent undertaking domestic duties because a homemaker is ill or has died prematurely is costed assuming domestic help will be hired. Then, savings due to
reduced consumption—for example, household spending on food and clothing—are subtracted because
these costs will be lower when there are fewer people in the household as a result of smokers dying
earlier.
Collins and Lapsley estimated that in 2004–05 the total cost of smoking in Australia was a$31.5 billion
(Table 17.2.1), an increase of 23.5% from the 1998–99 estimate (adjusted to 2004–05 prices).5 This
increase occurred despite steady falls in smoking prevalence since the mid-1970s, and a decline in the
annual number of deaths attributable to tobacco use from 19 429 in 1998–99 to 14 901 in 2004–05.
Costs did not decrease because the impact of the previous decades of tobacco use was still being
observed in 2004–05. Collins and Lapsley predicted that 'as the lagged effects work their way through
the system, and assuming that smoking prevalence continues to decline, real smoking costs (adjusting
for the effects of inflation) should eventually fall very significantly'.5
Table 17.2.1
The social costs of tobacco to Australian society in 2004–05 and 1998–99
(adjusted to 2004–05 prices)
1998–99 2004–05
$m
Per cent change
Tangible costs 9 184.8 12 026.2
30.9
Intangible costs 16 315.2 19 459.7
19.3
Total costs
25 500.0 31 485.9
23.5
Source: Collins and Lapsley 20071, Table 35

Of the total estimated social cost of tobacco abuse in 2004–05, $12 billion (38%) were tangible costs and
about $19.5 billion (62%) were intangible (Table 17.2.1). Collins and Lapsley include the following
resources in their estimates of tangible costs: lost productive capacity due to premature death or
smoking-associated illness (labour costs), health care for smoking-associated illness, fires attributable
to smoking, and abusive consumption (i.e. the cost of purchasing tobacco, estimated at market prices,
less taxes). They define the intangible costs of tobacco abuse as the sum of the psychological costs of
premature death (incurred by family and friends) and the loss of enjoyment of life (incurred by the
smoker) as a consequence of smoking-associated illness. Intangible costs are difficult to value and only
the intangible cost of premature death was included in Collins and Lapsley's report for 2004–05. They
used the Bureau of Transport Economics' estimate of A$2 million as a reasonable valuation of a lost life.
Adjustment to 2004–05 prices and reference to the average life expectancy of the Australian population
gave an estimate of $53 267 for the average intangible value of the loss of one year's living (as opposed
to the loss of a life).
Estimates of tangible costs are summarised in more detail in Table 17.2.2. Collins and Lapsley
disaggregated lost productivity (labour) costs into 'workforce' and 'household' costs because different
valuation methods were used for paid work and unpaid domestic work. Workforce labour costs were
further disaggregated into reduction in the workforce due to premature death and absenteeism due to
smoking-associated illness. Reduced on-the-job productivity due to smoking was not included in their
estimates because of lack of data. Costs due to the reduced workforce size were estimated from
national accounts data. The estimate for absenteeism was based on Australian research which found
that smokers were 1.4 times more likely to be absent from work, and ex-smokers 1.3 times more likely,
than those who had never smoked.9
Table 17.2.2
Tangible social costs of tobacco use in Australia, 2004–05, ($m)
Cost category
Labour
Labour in the workforce
Reduced workforce
Absenteeism
Total
Labour in the household
Premature death
Sickness
Total
Total workforce and household labour
Less consumption resources saved
Net labour costs
Health care (net)*
Medical
Hospital
Nursing home

$m

4 969.5
779.6
5 749.1
9 156.4
686.7
9 843.1
15 592.2
(7 583.1)
8 009.1
158.4
223.4
(177.3)

Pharmaceuticals
Ambulances
Total net health care costs
Fires
Resources used in abusive consumption (purchase of tobacco)
Total tangible costs A$

77.3
36.6
318.4
63.0
3 635.6
12 026.2

Note: Bracketed figures are negative (i.e. gains)
Sources: Collins and Lapsley 2008,5 Table 33
Household labour costs due to smoking were valued using Australian Bureau of Statistics methodology;
the cost of hiring the market replacement for each individual household function was used to estimate
the value of time lost due to death or illness.
Table 17.2.2 shows that loss of household and workforce labour due to illness and premature death
caused by tobacco abuse is the biggest component of the tangible costs of smoking, representing 67% of
the total in Australia. Spending on tobacco products by addicted smokers is also a major component of
total costs (30%). The net health care costs attributed to smoking were $318.4 million (2.65% of the
total). The gross health care costs attributable to smoking, before adjustment for savings due to
premature death, were $1.836 billion.
Collins and Lapsley's estimates of the social costs of tobacco abuse are extremely conservative; the
actual costs are likely to be much higher. Lack of data prevented Collins and Lapsley assigning values to
many of the social costs known to be attributable to smoking. For example, the following are not
included: the purchase of over-the-counter medicines, domiciliary care and allied health services.5 As
mentioned previously, reduced on-the-job productivity was not costed. However, a study published in
2006 estimated that between eight to 30 minutes per day are lost due to smoking. If five minutes are
spent daily on smoking outside of normal break times, the employee is 1% less productive.10
Collin and Lapsley also note that some of their cost estimates were almost certainly too low. For
example, the cost of pharmaceutical products is based only on the highest volume drug categories on
the Pharmaceutical Benefits Scheme. The hospital cost estimates are based on average treatment costs
for each condition and do not reflect the fact that health care costs for smokers are likely to be higher
than for non-smokers.11 For example, smoking up to the time of any surgery increases cardiac and
pulmonary complications, impairs tissue healing and is associated with more infections, therefore
increasing the average length of stay, staff workload and requirements for medicines.12,13 Costs
associated with the management of birth complications for women in the United States who smoke
during pregnancy exceed those of non-smokers by 66%.14 Costs for smokers having orthopaedic surgery
can be up to 38% higher than those of non-smokers due to infections resulting in prolonged hospital
stay and double the re-admission rate.15
The distribution by payer of the tangible costs of smoking in 2004–05 is summarised in Table 17.2.3.
More than half the costs was borne by households, 42% was borne by business, and 7.6% was borne by
governments.5 By their nature, all intangible costs are borne by individuals.

Table 17.2.3
Distribution by payer of the tangible social costs of tobacco abuse in Australia, 2004–05 ($m)

Workforce labour
Household labour
Health care
Hospitals
Medical
Nursing homes
Pharmaceuticals
Ambulances
Total health care
Fires
Resources used in abusive consumption (purchase of
tobacco)
Total
Percentage of total costs

Households Business Government Total
0.0 4 517.4
1 231.6 5 749.1
9 843.1
0.0
0.0 9 843.1
7.3
17.6
(37.2)
12.7
11.4
11.8
16.4

37.6
16.1
(0.4)
0.0
4.2
57.5
36.5

178.5 223.4
124.8 158.4
(139.6) (177.3)
64.6
77.3
21.0
36.6
249.3 318.4
10.2
63.0

0.0 3 635.6

0.0 3 635.6

9 871.2 8 247.0
50.3%

42.1%

1 491.1
7.6%

19
609.3
100%

Sources: Collins and Lapsley 2008,5 Tables 33
Over 99% of the cost borne by households was for labour (due to premature death and illness) but
smokers and their families bore an estimated $11.8 million in health care costs and $16.4 million for
smoking-related fires.
Approximately 55% of the cost to business was for labour. The other major cost to business according to
Collins and Lapsley is the amount (net of all taxes) spent by smokers on tobacco products, spending that
smokers do not direct to the purchase of other goods and services. Spending on tobacco products is
construed as a cost to businesses outside the tobacco industry rather than as a cost to individual
smokers.
The most significant cost to government results from a reduction in public sector workforce labour. This
was estimated to total $1 231.6 million. The other major cost to government is net health care costs,
which are estimated at $249.3 million.
17.2.2The actual costs of smoking
Studies such as those of Begg et al.1 and Collins and Lapsley5 base their cost estimates on aetiological
fractions. This section by contrast summarises studies of the actual costs of smoking, i.e. smoking status
is recorded for individuals in a cohort and data are collected on the pertinent outcome. Only one study
is Australian because of limitations of Australian databases.
17.2.2.1 Smokers' health service utilisation and costs

Studies comparing actual health care utilisation rates (or health care costs) for smokers and nonsmokers consistently report higher health service usage and costs for smokers. The following are
examples of such studies.








English et al. compared the hospitalisation rates of smokers, former smokers and never smokers
over the period 1978–94 in Busselton, Western Australia.16 Smokers' hospitalisation rates were
1.32 times higher than never smokers and their use of hospital bed-days was 1.4 times higher.
Former smokers' rates for hospitalisation and bed-days were 1.13 and 1.22 times higher than
never-smokers, respectively. English and colleagues point out that these rates give estimates of
the number of hospitalisations and bed-days in Australia attributable to smoking that are about
40% higher than estimates obtained using the aetiological fraction methodology normally used,
and described in Section 17.1.4.1. In other words, the health care costs attributed to smoking
are usually underestimated. Hurley used the rates calculated by English et al. to estimate
hospital costs attributable to smoking in 2004–05.17 She estimated that almost 300 000
hospitalisations and 1.47 million bed days costing $682 million could be attributed to smoking in
Australia in 2001–02 alone.17 Hurley noted that this estimate was still conservative; the actual
costs would be even greater than $682 million because costs for those aged 80 years and over,
and costs of pharmaceuticals provided from hospital, were not included. In comparison, Collins
and Lapsley's estimate for the gross costs of hospitalisation attributable to smoking in 2004–05
was $669.6 million.5
In the United States, Vogt and Schweitzer, surveyed about 2500 members of a health
maintenance organisation between 1967 and 1974 and found that current smokers used 20%
more hospital days than non-smokers.18 Bland et al. studied almost 8000 members of a
Minnesota health plan in 1999 over 18 months.19 They found that medical costs were 16%
higher for smokers than never smokers.
Hvidtfeldt et al. in Denmark studied hospital admission data over a 20-year period for
approximately 12 000 people enrolled in the Copenhagen City Heart Study in 1981–83.20
Smoking increased hospital admissions and the duration of hospitalisations for all diseases, not
just smoking-related illnesses. For example, for men who smoked more than 20 gm of tobacco
per day in 1981–83, the risk of an admission to hospital over the next 20 years for a smokingrelated condition was 2.77 times that of a non-smoker, and the risk of admission for other
conditions was 1.32 times higher than for non-smokers.
A 1995 study of 43 408 people living in rural Japan found that male smokers' medical costs were
11% higher than those of non-smokers over a 30-month period. Costs for female smokers were
not higher.21

The pattern is more complex when costs for smokers who have quit are compared with those of
smokers and non-smokers. Warner reviewed the issue and data in a commentary published in 2003.22
He concluded that former smokers who quit recently (up to four years ago) consistently have higher
health service utilisation and health care costs than both current smokers and never-smokers. This
counterintuitive finding occurs because many smokers who quit do so because they are already unwell,
a phenomenon referred to as the 'quitting ill'. After three to five years, their health care utilisation rate
falls to that of current smokers, and after many years ex-smokers' health care costs approximate those
of never smokers. Warner attributes this in part to 'survivor bias', i.e. the sicker ex-smokers are no
longer included in the study sample because they have died. For example, in the analysis by Vogt and
Schweitzer,18 mentioned above, the usage of most health services was higher for former smokers than
current smokers, but the longer the time since quitting, the lower the hospital discharge rate.

Studies by Martinson et al.23 and Musich et al.24 provide further support for Warner's commentary.
Martinson and colleagues studied 8000 health plan members in Minnesota from 1995 to 1997. Higher
health care costs increased the likelihood of a smoking cessation attempt. Musich et al. found that it
took twice as long (10 years rather than five years) for medical charges after smoking cessation to drop
to the level of non-smokers if the smoker had one of three chronic conditions (arthritis, allergies or back
pain). They studied General Motors Corporation employees from 1996–99. These three chronic
conditions are not normally regarded as smoking-associated illnesses.
17.2.2.2 Health care costs attributable to passive smoking
Hill and Liang in the United States linked data on smoking in the home, from National Health Interview
Surveys (1998 and 2000), and health service usage and costs for almost 3000 children aged less than five
years, from Medical Expenditure Panel Surveys (1999 and 2001).25 Exposure to smoking inside the home
was associated with an increased risk of the child being taken to the emergency department and being
admitted to hospital. Of children exposed to smoking at home, 4.3% were admitted to hospital for
respiratory conditions at least once per year, compared with 1.1% of children living in homes without an
adult smoker. Annual expenditures for care of respiratory conditions were $117 higher ($274 versus
$150) for exposed children.
17.2.2.3 Productivity costs
Studies in the United States,26,27 Finland28 and Sweden29 confirm that smokers take more sick leave than
non-smokers. The Finnish study found that smoking and obesity were the two health-related behaviours
most associated with sick leave; 16.4% of self-certified absences in men and 10.3% in women were due
to smoking.28 One of the US studies, by Bunn and colleagues,26 measured unproductive time at work as
well as sick leave. Between 2001 and 2005, more than 45 000 workers from 147 companies completed a
Wellness Inventory, reporting on their smoking status, health conditions, and the number of days of
work lost and hours they were unproductive due to these conditions. The average annual cost for lost
productivity was about 70% higher for current smokers than non-smokers ($4430/year versus
$2623/year). About 60% of the productivity losses for smokers were due to unproductive time at work.
Studies in Finland,30 Germany31 and Sweden32 have found that the likelihood of receiving a disability
pension is higher for smokers than non-smokers. The Swedish study, for example, followed over 45 000
men for 38 years and found that men who smoked more than 10 cigarettes per day were twice as likely
to receive a disability pension as non-smokers.
17.2.2.4 Impact on smokers' wealth
Zagorsky investigated the impact of smoking on the wealth of American baby boomers (born 1957–64)
using data from the National Longitudinal Survey of Youth, which tracked the lives of approximately 10
000 people from 1979 to 2002.33 Heavy smokers had a reduction in net worth of almost $8400
compared to non-smokers (after adjustment for other socioeconomic factors) and every year a person
smoked during their adult life was associated with an additional drop of $410 in net worth. Zagorsky
concluded that smokers appear to pay for tobacco from income that is saved by non-smokers.
Siahpush and colleagues in Australia have investigated the association of smoking with financial stress
(measured by indicators such as being unable to afford meals or heat the home due to lack of money)

and have studied the prevalence of smoking-induced deprivation, which reflects behaviour such as
spending money on cigarettes that should otherwise have been spent on essentials such as food.34–37
Their analysis of 1998–99 Household Expenditure Survey data found that financial stress was more
frequent in households where a smoker lived, irrespective of the household income. In the lowest and
highest income quintiles, smoking households were about 2.5 times more likely to report severe
financial stress as non-smoking households, although financial distress per se was much less common in
high income households.34 Siahpush and colleagues' analysis of International Tobacco Control Policy
Evaluation Survey data for 2003–05 found that 33% of Australian smokers reported smoking-induced
deprivation, compared with 28% in the United States and Canada and 20% in the United Kingdom.35
17.2.3Lifetime costs for smokers and non-smokers
Models have been developed to estimate the lifetime costs for smokers and non-smokers. Such models
link data on life expectancy with per capita cost data. Note that the magnitude of the lifetime cost will
depend on the age from which the estimate starts; lifetime costs from age 20 years, for example, will be
larger than those from age 40 years, if all other assumptions are identical. The discount rate is also
relevant. As mentioned in Section 17.1.2, economists discount future streams of costs and benefits to
present value.38 The higher the discount rate, the less impact costs occurring at the end of life have on a
lifetime cost estimate.
Some researchers have estimated that the lifetime health care costs for smokers are lower than for nonsmokers. In the models these researchers used, the health care cost savings attributed to smokers'
premature death from smoking-associated illnesses more than offset their higher annual medical
costs.39,40 Other analysts have found the reverse—that although smokers do, on average, die earlier than
people who have never smoked, this 'saving' in terms of medical expenditures does not fully offset their
higher medical costs—the lifetime medical costs for smokers are higher than for non-smokers.41,42
The key studies addressing this issue are summarised in Table 17.2.4. Hodgson, who authored the 1992
publication that reported higher lifetime costs for smokers than non-smokers, has critiqued studies with
the opposite finding.41,43 He believes that their results are due to underestimation of annual health care
costs for smokers and discount rates that are too low. For example, Hodgson pointed out that
Barendregt and colleagues assumed that per capita health care costs for male smokers are 40% higher
than for non-smokers, whereas the actual peak difference in costs is more than 100%. Further, he
pointed out that Barendregt et al. inappropriately focused on undiscounted lifetime costs. The
recommended discount rate for future costs is between 3 and 5% (see Section 17.1.2). When Barendregt
et al. discounted future costs for men at annual rates of 4.5% or higher, and for women at 5.5% or
higher, smokers' lifetime costs were greater than those of non-smokers, despite the fact that smokers'
per capita health care costs were still substantially under-estimated.
Table 17.2.4
The social costs of tobacco to Australian society in 2004–05 and 1998–99 (adjusted to 2004–05 prices)
Reference
Manning et
al.44

Country and year of
Main findings
study
Lifetime net cost (including productivity) of smoking (smokers minus
United States, 1986 non-smokers):
$0.15 per pack of cigarettes smoked

Difference in lifetime medical costs between a continuing smoker
and a smoker who quits at age 35-39:
Lippiatt40
United States, 1986 –$796
i.e. a smoker has a lower lifetime costs
(3% pa discount rate)
Lifetime medical costs (from age 17), smokers vs never-smokers:
Men: $35 914 vs $27 276
Hodgson43
United States, 1990
Women: $52 902 vs $42 783
(3% pa discount rate)
Lifetime health care costs (from age 40), smokers vs non-smokers:
Men: $72 700 vs $83 400
Barndregt et Netherlands, 1988
Women: $94 700 vs $111 000
39
al.
(costs in US$)
(undiscounted; smokers' lifetime costs > non-smokers when
discount rate ≥ 4.5% for men and ≥ 5.5% for women)
Total (direct +productivity) lifetime costs (from age 35), eversmokers vs never-smokers:
Rasmussen et
Denmark,
1999
Men: 505 344 DKK vs 284 098 DKK
al.42
Women: 559 808 DKK vs $315 905 DKK
(5% pa discount rate)
Cumulative medical expenditure (age 40 to 90), smokers vs nonsmokers
Hayashida et Japan, 2007
$48 542 vs $49 710
al.45
(costs in US$)
(3% pa discount rate; smokers' and non-smokers' cumulative
medical expenditures
were the same with a 5% pa discount rate)
Source: Collins and Lapsley 20071, Table 35
17.2.4The economic benefits of the tobacco industry
In 2009, retail sales of cigarettes and other tobacco products totalled $9.98 billion in Australia,
representing about 2.86% of retail sales.46 British American Tobacco Australia (BATA) claims that 40 000
retail businesses sell cigarettes and tobacco products in Australia46 though an earlier study
commissioned by BATA put this figure at 35 000.47
The tobacco industry has often argued both in Australia and elsewhere that it generates much-needed
employment and government revenue. A study commissioned by BATA estimated that in 1999–2000,
about 57 500 full-time equivalent jobs were generated by the demand for tobacco products.47 This total
included 310 people employed in growing, 3270 in manufacturing, 18 460 in retailing and distribution
and 35 650 as a result of the flow-on effect in other sectors.48 Since 2001 there have been major
changes to the growing and production of tobacco products in Australia. All tobacco is now sourced
from overseas and two of the three major tobacco companies now manufacture products overseas
too.56 See Chapter 10 for a fuller and more up-to-date discussion of the tobacco industry in Australia.
Warner and Fulton have highlighted two key flaws in the industry's economic arguments against tobacco
control.49 First, industry arguments typically ignore the health effects of smoking. Second, they overstate

and inaccurately reflect the economic importance of the tobacco industry by assuming that resources
devoted to tobacco production and distribution would disappear if tobacco sales declined. Warner and
Fulton point out that if smoking prevalence were to reduce significantly, some, if not all, expenditure
previously allocated to tobacco would be reallocated to alternative goods and services. They outline a
standard economic methodology for quantifying the impact of removal of an activity such as tobacco
consumption from the economy. Spending on tobacco consumption is first removed from a model of
the country's economy to obtain an estimate of the gross impact. Then the same amount of money is
reintroduced into the model and redistributed according to standard consumption and saving patterns.
Warner and Fulton claim that when this methodology is applied, the economic impact of reductions in
tobacco use are typically much lower than the tobacco industry estimates. In non-tobacco growing
economies, the impact can in fact be positive, because the replacement purchases are associated with
greater economic benefits. Although tax revenues could decline if governments chose not to raise the
levels of other taxes to compensate for declines in tobacco excise, new non-tobacco economic activity
would generate tax income for government.
Junor and colleagues applied the methodology suggested by Warner and Fulton to the economy of New
South Wales.50 They modelled the macroeconomic and distributional effects of annual reductions in
smoking prevalence from 2002–03, leading to a 25% reduction in expenditure on tobacco products by
2007–08 and a 50% reduction by 2012–13. The change in NSW economic output varied from an increase
of 0.003% to a decrease of 0.006%, depending on how the released smoking expenditures were
reallocated. State employment did decrease under all assumptions, but only by a maximum of 0.034%,
i.e. a reduction of 908 jobs.
Collins and Lapsley, in a report for the Cancer Council Western Australia,51 review analyses of the social
benefits and costs of the Australian tobacco industry. They conclude that a reduction in tobacco use is
unlikely to cause a contraction in the Australian economy, although it would undoubtedly cause a
contraction in the tobacco industry itself. In fact, they predict that a reduction in the Western Australian
smoking prevalence rate to 5% (a 15.5% absolute reduction) would result in social benefits for the state.
If the reduction occurred over 10 years, the predicted social benefit is approximately A$4.4 billion.
A report commissioned by the tobacco company Philip Morris, when the Czech government proposed
raising cigarettes taxes in 1999, is also instructive in relation to this issue. The analysis, carried out by the
international consulting firm Arthur D. Little International, Inc, concluded that the effect of smoking on
the public finance balance in the Czech Republic in 1999 was positive, an estimated net benefit of 5 815
million CZK (Czech koruny), or about US$298 million.52 The analysis included taxes on tobacco, and
health care and pension savings because of smokers' premature death, as economic benefits of
smoking, and these benefits exceeded the negative financial effects of smoking, such as increased health
care costs. The report created a furore; public health advocates found the explicit assumption that
premature death is beneficial morally repugnant. The controversy was described by the journalist Chana
Joffe-Walt on the radio program This American Life,53 and was reported in the British Medical Journal.54
According to This American Life, Philip Morris distanced itself from the report in response to the
controversy, banning its employees from citing the findings. In fact, as Bates pointed out in a letter to
the British Medical Journal,55 the report's claim that smoking was beneficial relies on its inclusion of
taxes as a benefit, not any savings due to smokers' premature deaths. Costs associated with smoking
while the smoker was still alive totalled 15 647 million CZK, 13 times more than the 'benefits' associated
with early death. The net benefit reported in the analysis arose because the tobacco tax revenue of 20
269 million CZK was regarded as a benefit. As detailed in Section 17.1.1, taxes are not an economic cost

(or benefit); they are a transfer payment. The recipient (the government) gets richer, while the taxpayer
gets poorer. No economic benefit or cost results.
17.2.5 Tax revenue
Although not an economic cost or benefit, tax revenue will nevertheless always be a consideration for
governments. In Australia, revenue from excise and customs duty and GST on the sale of tobacco
products exceeded $7 billion in 2009–10 and comprised about 3% of total government revenue.56
In their 2004–05 national report,5 Collins and Lapsley contrast revenue received by governments from
duties and Goods and Services Tax (GST) on tobacco products with expenditure related to treatment of
tobacco-caused diseases and other economic costs of tobacco use borne by government. The excise and
customs duty, totalling over $5.7 billion, accrued to the federal government; the GST revenue, totalling
$937 million, accrued to state governments. The tobacco-related revenue and expenses in 2004–05 for
the federal government and state governments are summarised in Table 17.2.5 and 17.2.6,
respectively.5
Table 17.2.5
Impact of tobacco abuse upon the federal government budget, 2004–05
Expenses
$m
$m
Revenue
$m
$m
Health
Excise duty
5 220.0
Hospitals
93.6
Customs duty
518.0
Medical
124.8
Total tobacco revenue
5 738.0
Nursing homes
(132.8)
Less
Pharmaceuticals
64.6
Revenue forgone
Ambulances
4.3
Income tax
1 025.0
Total health
154.4 Indirect taxes
1 848.9
Fires
0.4 Total revenue forgone
2 873.9
Total outlays
154.8 Total net revenue
2 864.1
Net revenue minus outlays
2 709.3
Note: Bracketed figures are negative (i.e. gains)
Source: Collin and Lapsley 2008,5 Table 42
Table 17.2.6
Impact of tobacco abuse upon the state government budgets, 2004–05
Outlays
Health
Hospitals
Medical
Nursing homes

$m $m

Revenue

84.9
0.0
(6.8)

GST

$m $m

937.4

Pharmaceuticals
Ambulances
16.7
Total health
94.8
Fires
9.8
Total expenses
104.7 Total net revenue
Net revenue minus outlays
832.7

937.4

Note: Bracketed figures are negative (i.e. gains)
Source: Collin and Lapsley 2008,5 Table 42
Apart from the costs of treatment of smoking-associated diseases, tobacco abuse also reduces
revenue to government from income tax, duties on other goods and other indirect taxes. This is
because people who smoke tend to leave the workforce earlier. Further, many smokers die prematurely.
Collins and Lapsley estimated the income tax and indirect taxes forgone by government because of both
morbidity and mortality. Even after these adjustments, in 2004–05 tobacco tax revenue exceeded
tobacco-attributable expenses borne by the public sector by more than $3.5 billion. Of this surplus,
$2.7 billion accrued to the Commonwealth and about $800 million to state and territory governments.
As the prevalence of smoking declines, fewer tobacco products will be purchased and fewer products
will attract excise and customs duty and GST. Governments will inevitably ask: will reduced tobacco
consumption reduce our budget? The answer to this question is 'no' if declines in tobacco
consumption are achieved through increases in tobacco taxation.
As detailed in Chapter 13, Section 13.11, tobacco taxes make up less than 70% of the final price of a pack
of cigarettes. When tobacco taxes are increased, demand for tobacco always decreases by a smaller
percentage than the percentage price increase. So, increases in tobacco taxes always result in
additional revenue for government even though consumption of tobacco decreases.
If the reduction in smoking is achieved through strategies other than increased tobacco taxes,
government revenue will decline, unless other taxes are increased. Although people who do not
purchase tobacco are likely to purchase other goods and services, many of which attract GST, only a
limited number of goods attract customs and excise duty. To compensate for declining indirect tax
revenue due to reduced tobacco use the government would need to increase income tax rates, increase
other taxes and charges, reduce expenditure on programs and services, or implement a combination of
these strategies.
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