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The economics of tobacco control

17.0 	  

Introduction
The manufacturing and retailing of tobacco products in Australia 
is very big business. Declining sales means lower profits for 
tobacco companies. Should the shareholders and proprietors 
of the supermarkets, tobacconists, independent grocers, petrol 
stations, newsagents and convenience stores that still sell 
cigarettes be worried that this might also reduce their profits? 

Taxes on tobacco products are also a major source of revenue to 
governments. Could reduced smoking in the community result 
in reduced revenue to government and therefore reduced funds 
for service provision and less scope for tax relief? 

Treatment of diseases caused by smoking imposes substantial 
costs on both governments and individuals. Reduced 
productivity of people incapacitated by or dying early from 
illness caused by tobacco use also results in significant costs 
to employers, households and to the community as a whole. 
On the other hand, many of the measures known to reduce 
smoking—such as those outlined in the preceding chapters—also 
impose some costs on government programs and the health care 
system. Further, many of the diseases caused by smoking emerge 
only after many years of continued smoking, and many of the 
benefits that result from reduced smoking are also only realised 
after many years. How do these short-term costs compare to the 
short-, medium- and long-term savings that can be gained from 
reductions in illness and premature deaths due to smoking? 

Are governments justified in intervening in the tobacco market? 
Exactly what are the social costs of smoking in Australia? Who 
benefits from and who is adversely affected by smoking and 
by efforts to reduce it? How realistic are fears that reduced 
smoking would result in reduced employment and profits in 
the retail sector, and reduced government revenue? Are some 
interventions more effective than others in reducing the costs 
imposed by smoking? How cost-effective are interventions to 
reduce smoking compared to other medical treatments and 
other public policies? How much should be invested in tobacco 
control? 

Economic theory, economic studies and methodologies 
commonly applied in the field of health economics are helping to 
answer each of these questions. 

Private costs = 
those costs freely borne by individual consumers 
in full knowledge of any negative consequences 
of consumption

Social costs, also 
known as external costs 
or externalities =

costs that are not private costs but, rather, fall on 
the rest of society including on users of tobacco 
products who are not freely choosing to use 
tobacco in full knowledge of consequences

Total costs = private costs plus social costs
Terms used by Collins and Lapsley in their series of analyses 
estimating the social costs of drug abuse in Australia 1–4

Economic costs of drug 
abuse =

 ‘The value of the net resources which in a given 
year are unavailable to the community for 
consumption or investment purposes as a result 
of the effects of past and present drug abuse, 
plus the intangible costs imposed by this abuse’

Tangible social costs = 
costs which, when reduced, release resources 
for other uses

Intangible social 
costs = 

These can be thought of as adverse effects on 
the experiences, perceptions and feelings of 
individuals; such costs, when reduced, do not 
release resources for other uses

Other technical terms and acronyms used in this chapter

CEA =

cost-effectiveness analysis, a form of economic 
analysis that compares the relative expenditure 
(costs) of two or more courses of action in order 
to achieve a given objective or outcome

ICER =

incremental cost-effectiveness ratio, the ratio of 
changes in costs of a therapeutic intervention 
(compared to the alternative, such as doing 
nothing or using the best available alternative 
treatment) to the change in effects of the 
intervention

DALY =
disability-adjusted life years, years of life lost due 
to premature death as well as years of ‘healthy’ 
life lost due to disability

QALY =

quality-adjusted life years, years of life lost due 
to premature death as well plus number of years 
affected by illness, disability, pain etc, weighted 
somewhere between 0 and 1 depending on 
how severely each factor affects quality of life

Table 17.1 	  
Frequently used terms that appear in 
this chapter
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17.1 	  

The economic rationale for intervention 
in the tobacco market
Economic theory assumes that consumers know what is best for them. This concept 
is known as ‘consumer sovereignty’. Economists posit that the most efficient way 
of allocating society’s scarce resources is to allow individuals to make their own 
consumption choices (such as whether or not to purchase a particular product) within a 
free, competitive market. According to this economic framework, if smokers freely and 
willingly consume tobacco with full information about the health consequences and 
addictive potential, and if they also bear all the costs and benefits of their choices, then 
the market could be described as operating efficiently, and there would be little grounds 
for the government to intervene.5 

Economists who argue that the government should intervene to reduce harm caused 
by tobacco products point to three major market failures: information failure about 
the health risks of smoking; failures resulting from the addictiveness of smoking; and 
the external costs of smoking. External costs (also known as social costs or externalities) 
include all those costs imposed by smoking on people other than smokers themselves, as 
well as those costs borne by smokers and their families that result from addictive rather 
than voluntary consumption. 

17.1.1 	  

Information failure
Smokers are far from fully informed about health risks posed by tobacco use.

Some consumers cannot name a number of the major diseases caused by smoking. In 
recent Australian research,6 fewer than half the smokers agreed that smoking causes 
stomach cancer (44%), and fewer than one-third of smokers accepted that pancreatic 
cancer (30%), gangrene (28%), kidney cancer (27%), bladder cancer (26%) and cervical 
cancer (23%) are illnesses caused by smoking. Almost one-fifth (18%) of smokers 
believe that the dangers of smoking have been exaggerated.6

Even where they are aware of health problems that are caused by smoking, smokers may 
not fully appreciate the degree of risk or the extent or consequences of disability caused by 
these conditions.7 They may not know how early in life illness may strike, nor how poor 
their prognosis may be, nor how severely their life may be affected by the disease and 
subsequent medical treatment.8 While it is true that virtually all smokers would know 
that smoking, in general terms, is dangerous to health, many young smokers may be 
unaware of crucial facts that would make a difference to their assessment of those risks 
and their decisions about when they will seriously attempt to quit. Many young women 
who planned eventually to have a family for instance, might be more inclined to quit 
smoking in their early 20s if they knew that smoking reduces fertility, increases their 
chance of having a miscarriage and causes infant deaths.* 

Even when fully informed about the risks of smoking, smokers may hold unrealistic 
beliefs about the relevance of such information to themselves. 5, 9, 10

*	 Tobacco companies have failed to warn consumers about such risks. Health warnings on cigarette packages until 2006 did not make it clear 
to consumers that smoking could reduce fertility, or that the risks posed to the infant may be fatal. Fewer than one in every two smokers in 
Australia is aware of the link between smoking and these conditions.6
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17.1.2 	  

Failures resulting from addictiveness of tobacco 
products
The second failure in the tobacco market centres around the addictiveness of tobacco- 
delivered nicotine and people’s inadequate appreciation of the addictiveness of nicotine 
before they start using the product. 

Most smokers have to make several attempts to quit before they succeed; many never 
succeed in overcoming their addiction; and many former smokers remain vulnerable to 
smoking at stressful times.11 

Despite it being illegal to sell cigarettes to minors, the vast majority of new smokers 
show clear signs of nicotine dependence before they reach the age at which they may 
legally vote, drive or purchase alcohol products. Adolescent nicotine exposure produces 
both immediate and long-lasting changes in central nor-adrenaline and dopamine 
systems, with adolescents showing signs of dependence on tobacco-delivered nicotine 
after very limited exposure.12 Scientists now believe that young brains are even more 
sensitive to nicotine than the brains of older people, and that young people may be 
more prone than older people to becoming dependent on tobacco-delivered nicotine.13

There is clear evidence that younger people underestimate the risk of becoming 
addicted to nicotine. Among secondary-school students in the United States who smoke 
but believe they will quit within five years, fewer than two out of five actually do quit.14 
In high-income English-speaking countries about 90% of current smokers regret ever 
having starting.15 

17.1.3 	  

The external costs of tobacco use
Externalities, or the costs imposed on people who do not freely choose to use tobacco 
products, are a third crucial aspect of failure in the tobacco market. 

Direct physical costs for non-smokers exposed to tobacco smoke5 include both short-
term and long-lasting health effects for children born to smoking mothers—see Chapter 
3, Section 3.8— and an increased risk of various diseases in children and adults exposed 
to second-hand smoke either at home or at work—see Chapter 4 Sections 4.4, 4.5, 4.6 
and 4.7. 

Collins and Lapsley report that deaths in Australia in 2004–05 due to involuntary 
exposure to tobacco smoke (both through maternal smoking and exposure to second-
hand smoke) totalled 149—see Collins and Lapsley 2007, Table 221—such exposure also 
accounted for 63,667 hospital bed days and total hospital costs of $33.7 million. Ninety 
percent ($30.6 million) of the attributable hospital costs of involuntary exposure to 
tobacco smoke were due to illness among children aged under 15.

In Australia, where health care is predominantly publicly funded, financial externalities 
also include costs of treating smokers who develop one or more of the many diseases 
caused or exacerbated by smoking. In 2003, smoking was the risk factor responsible for 
the greatest burden of disease in Australia, accounting for 7.8% of the total burden.16 

For a given year the cost of smokers’ health care will most certainly exceed that of health 
care for an equivalent number of non-smokers. However there has been debate as to 
how health care costs of smokers and non-smokers might differ over their lifetimes 
given that non-smokers will on average live significantly longer. Recent estimates taking 
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into account the growing number of diseases demonstrated to be attributable to tobacco 
smoking conclude that—in high-income countries at least—overall lifetime costs for 
smokers are greater than those of non-smokers.5 

And as will be discussed in full in Section 17.3, treatment of disease is only one of many 
costs attributable to tobacco use that are borne by individuals, governments, businesses 
and society as a whole. 

17.1.4 	  

Potential government responses to market failure
The extent of failure in the tobacco market justifies vigorous government intervention 
through strategies such as information, regulation, taxation and subsidies. 

In response to incomplete information, governments can provide mass education 
and social marketing campaigns; they can mandate health warning labels on cigarette 
packaging and information at point of sale; and they can finance research on how most 
effectively to frame and deliver health information.5 

In response to addiction to tobacco-delivered nicotine among adults, governments can 
fund the development and delivery of education materials, advisory services and courses; 
they can allow advertising and sale of clinically proven medicines to treat tobacco 
dependence and subsidise cost-effective pharmacotherapies available on prescription; 
and they can provide resources and frame financing conditions to encourage health care 
providers to make best use of the appropriate therapies and services.5 

To prevent addiction among children governments can increase tax levels to make 
cigarettes less affordable; they can enforce regulation that prohibits sale of tobacco 
products to minors; they can mandate and fund drug education in schools; they can 
mandate disclosure—both on products and at point of sale—about the addictive 
properties of nicotine; and they might also regulate to make cigarettes less attractive and 
less addictive to children.5 

Government responses to direct physical externalities include counselling of expectant 
and new parents, introduction of smokefree regulations in public places and education 
programs to discourage smoking around others.5 

To reduce future public spending on treatment of diseases caused by smoking, 
governments could direct health system resources to identifying smokers and treating 
tobacco dependence, with priority in resource allocation for those smokers at greatest 
risk of disease.17, 18

To address the total sum of externalities caused by smoking and overall failure in 
the tobacco market, governments can adopt a comprehensive tobacco control policy 
including: increases in taxes on tobacco products and implementations to minimise tax 
avoidance; education and social marketing campaigns; regulations to ensure smokefree 
workplaces, hospitality venues and public transport; rigorously enforced bans on all 
forms of promotion of tobacco products and on sales to minors; services to provide 
support to smokers quitting and subsidies of therapies to treat tobacco dependence; 
and regulation about the performance and packaging of products and the information 
that must be provided to consumers on or within the packaging.5 The Framework 
Convention on Tobacco Control (FCTC)*, which came into force in 2003, commits all 
signatories to adopting such a comprehensive program in their countries. The FCTC 
is described in Chapter 18. The research supporting each aspect of a comprehensive 
tobacco control program along with a description of progress in implementing such 
strategies in Australia are described in other chapters of this book.

*	  See World Health Organization, http://www.who.int/tobacco/framework/en/

http://www.who.int/tobacco/framework/en/
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17.2 	  

The various costs of tobacco use 
Methods used for estimating the costs of tobacco use are complex and varied.19 The 
definition of cost depends on the question being asked. The perspective from which 
costs are defined is crucial, with different costs to be included depending on whether 
the study is undertaken from the point of view of smokers, employers, the health care 
sector, the government or society as a whole. 

17.2.1 	  

Private versus social costs
In economic terms, the total costs of tobacco to the community can be thought of as 
consisting of private costs and social costs.4 

Private costs of smoking are defined as those costs knowingly and freely borne by 
smokers, on the assumption that they use tobacco in full knowledge of the possible 
consequences. Social costs are referred to in the economic literature as external costs 
and are the costs borne by the rest of the community including by users of tobacco 
products who are not freely choosing to use such product in full knowledge of the 
consequences. 

Total costs = private costs + social costs<<

From the viewpoint of public policy, it is social costs, not private costs, which are 
relevant in determining appropriate responses from governments. 

If individual decisions to smoke were made rationally, on a fully informed basis, and 
if individual smokers themselves bore all the costs that their smoking caused, then 
their decisions could be assumed to accord with their own self-interest and no-one else 
would be affected. In these unlikely circumstances, government intervention could not 
improve the situation of smokers or others. As outlined in Section 17.1 however, this is 
not the case with tobacco use, and government intervention does have the potential to 
improve the welfare of the community as a whole.

17.2.2 	  

Cost of illness studies versus studies examining 
economic costs 
Several studies in Australia have estimated the burden and the costs to the Australian 
health system that may be attributed to smoking.

Research commissioned by the Australian Institute of Health and Welfare found that 
smoking tobacco is the risk factor responsible for the greatest burden of disease in 
Australia at 7.8% of the total burden in 2003.16 It was the cause of 15,551 deaths in 2003, 
and the loss of 204,778 disability-adjusted life years. It caused more than 9.9% of the 
total burden of disease and injury in males and 5.8% in females.

Extrapolating from an earlier study by English,Vu and Knuiman which examined 
hospital utilisation data for a population of smokers and non-smokers in Western 
Australia,20 Hurley estimated that almost 300,000 hospitalisations and 1.47 million bed 
days costing $682 million could be attributable to smoking in Australia for 2001–02 
alone. The actual costs would be even greater than the estimates because the following 
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were not included: hospitalisation costs for those aged 80 years and over; costs of 
pharmaceuticals provided from hospital, follow-up community care costs (such as 
general practitioner visits); and patient contributions to hospitalisation costs.21

Note that the purpose of these cost of illness studies is to estimate the number or 
proportion of current health care services that can be attributed to smoking. Such studies 
do not attempt to quantify the number of services that are not being provided in any one 
year due to people having died prematurely due to smoking. Neither do they attempt to 
quantify costs resulting from tobacco use that fall outside the health care system.

In contrast to cost of illness studies, estimates of the economic costs of smoking attempt to 
quantify the full impact of smoking on society as a whole.

17.3 	  

The costs of smoking to Australian 
society
The most comprehensive estimates of the total cost of tobacco use to Australian society 
are those contained in studies undertaken by economists David Collins and Helen 
Lapsley on the request of various Australian governments.1-4, 22 23 24 In line with the World 
Bank’s guidelines for studies of this nature,19 Collins and Lapsley employ a GDP-based 
social cost analysis (GSCA) which provides an ‘all of society’ perspective. GSCA defines 
costs as the flows of economic production that are forgone, as defined by the System 
of National Accounts, with gross domestic product being the most commonly used 
measure.19 GDP-based costs of premature death of a smoker would be based on the loss 
of production resulting from his or her premature death.

Table 17.2 sets out Collins and Lapsley’s most recent 
estimate of social costs in Australia attributable to abuse 
of tobacco** and abuse of alcohol and illicit drugs.

In 2004–05, social costs of tobacco abuse totalled 
just under $31.5 billion,1 more than 56% of the total 
estimated social costs of drug abuse in Australia in that 
year. Of the total estimated social costs of tobacco abuse, 
38% were tangible costs and 62% were intangible.

17.3.1 	  

Tangible costs
Tangible costs of tobacco abuse include items such as spending on health care services 
or subsidies for drugs for people sick because of smoking, or extra spending on staff to 
replace people away ill from work or who have left the workforce because of a smoking-
caused illness. In addition to the costs associated with absenteeism and loss of labour 
in the paid workforce, Collins and Lapsley’s estimates also include costs associated 
with unpaid labour in the household and community sector. When they are reduced, 
tangible costs release resources for other uses.1, 2

*	 Adjusted for health interactions, the cost for all drugs combined totalled $55,172.8 million ($30,489.8 million in tangible costs and 
$24,683.0 million in intangible costs).

**	  Any person who smokes more than an average of five cigarettes each day can be assumed to be dependent on tobacco-delivered nicotine, 
or engaging in an addictive pattern of use. Because there is no safe level of consumption of tobacco products, for the purpose of this study, 
all use of tobacco is deemed to be abuse.

Tobacco
Alcohol, tobacco and illicit 
drugs, combined totals*1

Tangible social costs 12,026.2 30,828.9
Intangible social costs 19,459.7 25,222.9
Total social costs 31,485.9 56,051.8
Proportion of total 56.2% 100%

Table 17.2 	  
Total social costs of tobacco abuse 
and of alcohol, tobacco and illicit 
drug abuse combined, Australia, 
2004–05, ($m)

Source:	 Collins and Lapsley 20071, Table 35
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Collins and Lapsley’s estimate of the tangible costs of tobacco includes several components 
that are affected by population smoking both in 2004–05 and over the previous decades. 

The tangible costs of smoking are net costs, calculated taking into account both those 
costs that are made greater and those that are reduced because of current and past tobacco 
use. The cost of health services in Australia is higher than it otherwise would be because 
of past and present smoking due to the higher incidence of smoking-caused diseases in 
those who are still in the population. However some costs are lower than they otherwise 
would be because so many people who smoked over the past 40 years have died early 
and did not live to use a number of the health, medical and nursing home services that 
they otherwise would have. In households and workplaces, estimates of costs include 
spending that is made greater by smoking—for instance where householders have to pay 
for domestic help because a home-maker is ill or has died prematurely. Such estimates 
also take account of spending where smoking results in savings. Household spending on 
food, clothing and so on will be lower, for instance, where there are fewer people in the 
household as a result of smokers dying earlier.

Table 17.3 sets out each component of Collins and Lapsley’s estimate of tangible social 
costs of tobacco use for 2004–05. 

As can be seen from Table 17.3, loss of household and workforce labour due to illness 
and premature death caused by tobacco abuse is the biggest component of the total 
tangible costs of smoking in Australia. Spending on tobacco products by addicted 
smokers is also a major component of total costs.

At $12,026.2 million, in 2004–05 tobacco 
use was responsible for 39% of the total 
tangible social costs of drug abuse in 
Australia, compared with 35.1% for 
alcohol, 22.4% for illicit drugs and 3.4% 
for alcohol and illicit drugs together.

A summary of estimates of social costs 
of tobacco use in 1998–99 for New South 
Wales, Victoria and Western Australia are 
presented in Table 17.4.

*	 Reduction in consumption of tobacco would release resources that could be used for other consumption or investment uses.4

Tobacco
Total alcohol, 
tobacco and 
illicit drugs

Labour in the workforce
	 Reduced workforce 4969.5 9069.5
	 Absenteeism  779.6 1880.9
	 Total 5749.1 10,950.5
Labour in the household
	 Premature death 9156.4 11,038.8
	 Sickness 686.7 870.6
	 Total 9843.1 11,909.4
Total paid and unpaid labour costs 15,592.2 22,859.9
Less consumption resources saved 7583.1 9663.9
Net labour costs  
	 (Workforce and Household)  
	 (See Table 30 for more detailed breakdown)

8009.1 
 

13,196.0 
 

Tobacco
Total alcohol, 
tobacco and 
illicit drugs

Health care costs less savings resulting from tobacco use
	 Medical 	 $462.1 – $303.7 = 158.4 803.8
	 Hospital 	 $669.6 – $446. 2 = 223.4 972.1
	 Nursing home	 $436.6 – ($613.9) = (177.3) 230.1
	 Pharmaceuticals	 $205.2 – $127.9 = 77.3 375.0
	 Ambulances	 $62.5 – $25.9 = 36.6 115.8
Net health care costs 	 $1836.0 – $1517.6 =  318.4 2496.8
Road accidents not elsewhere included 0 2729.6
Fires (see Table 32 for more detailed breakdown)  63.0 63.0
Crime 0 6126.3
Resources used in abusive consumption*  3,635.6 6217.1
Total tangible costs 12,026.2 30,828.9
Proportion of total unadjusted tangible costs 39.0% 100.0%

Table 17.3 	  
Tangible social costs of tobacco use, 
Australia, 2004–05, ($m)

Sources:	 Collins and Lapsley 20071, Tables 18 and 33

New South Wales Victoria Western Australia
Net labour costs (Workforce and Household) 719.4 709.9 242.9
Health care costs 476.8 400.4 105.5
Fires 9.1 6.4 2.2
Resources used in abusive consumption* 577.0 476.8 80.1
Total tangible costs 1782.3 1593.5 430.7

Table 17.4 	  
Net tangible social costs of smoking 
1998–99, NSW, Vic and WA, ($m) 

Sources:	 NSW Collins and Lapsley 2005,22 Tables 7, 8 and 9, Victoria, Collins and Lapsley 2006,23, Tables 7, 8 and 9; and WA Collins and Lapsley, 
200424, Tables 7, 8 and 9, p 18–20 
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17.3.2 	  

Intangible costs
In contrast to tangible costs, when intangible costs are reduced, there is no release 
of resources: beneficiaries cannot pass on savings to anyone else. Intangible costs are 
generally much more difficult to value than tangibles because there is no market in 
intangibles. While intangible costs of tobacco use such as the loss enjoyment of life and 
pain and suffering of smokers and their families and friends are not things that can 
easily be measured, they must nevertheless be considerable, and cannot be ignored by 
policy-makers.1, 2

Collins and Lapsley include two components in their estimates of the intangible costs 
of drug abuse: the value of a year of life lost to each person not alive in 2004–05 due to 
past drug abuse, and estimates of pain and suffering due to accidents.

The average intangible value of the loss of one year’s living in 2004–05 prices was 
calculated at $53,267 per person.

The value of pain and suffering due to road accidents resulting from abuse of alcohol 
was calculated using data from the Bureau of Transport Economics. Collins and Lapsley 
hope to be able to quantify the value of pain and suffering due to tobacco-related 
disease in future studies but have been unable to construct such estimates for reports 
produced to date.

Total quantifiable intangible costs in 2004–05 due to tobacco abuse and all drug abuse 
are presented in Table 17.5.

Even despite the absence of an estimate for pain and suffering from illness and 
premature deaths caused by smoking, intangible costs of tobacco use represent almost 
80% of the total quantified intangible costs of drug abuse in Australia in 2004–05.

The total quantified intangible costs for NSW, Victoria and Western Australia for 
1998–99 are listed in Table 17.6.

17.3.3 	  

Costs not included in current estimates of social costs
Lack of information prevents economists from assigning values to all of the types of 
social costs known to be attributable to smoking. Collins and Lapsley point out that 

Tobacco All drugs All drugs adjusted for health interactions
Loss of life 19,459.7 24,799.5 24,259.6
Pain and suffering (only road accidents quantified) 423.4 423.4
Total quantified intangible costs 19,459.7 25,222.9 24,683.0
Proportion of total unadjusted tangible costs 77.2% 100%

Table 17.5 	  
Total quantified intangible costs 
of tobacco use and all drug abuse, 
Australia, 2004–05, ($m)

Source:	 Collins and Lapsley 2007,1 Table 34

New South Wales Victoria Western Australia
Total quantified intangible costs 4794.0 3456.3 1146.0

Table 17.6 	  
Total quantified intangible costs of 
tobacco use, 1998–99, ($m)

Sources:	 NSW, Collins and Lapsley 2005,22  
Table 10; Victoria, Collins and  
Lapsley 2006,23, Table 10; and  
WA Collins and Lapsley, 200424,  
Table 10 
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their estimates of the social costs of smoking in Australia in 2004–05 for instance do not 
include the smoking-related costs of

purchase of over-the-counter and off-the-shelf medicines <<
domiciliary care and allied health professional services<<
reduced on-the-job productivity<<
litter<<
pain and suffering experienced by smokers and others.<< 1 

Estimates for 1998–99 did not include estimates for costs related to ambulance services.4

They also note that some of the values which they have assigned to social costs 
are almost certainly underestimates. For example, the figures for expenditure on 
pharmaceutical products are partial estimates in that they are based only on the highest 
volume drug categories on the Pharmaceutical Benefits Scheme. Expenditure on drugs 
in lower-volume categories is not included; neither is expenditure by individuals on 
drugs not listed on the PBS. 

The range of smoking-caused diseases and illnesses used in Collins and Lapsley’s 
estimates is also limited to those to which an attributable fraction may readily be 
assigned. Attributable fractions have not yet been calculated for a number of conditions 
only recently linked to smoking. This means that net expenditure on pharmaceuticals, 
and hospital, medical and nursing home care for people with several conditions known 
to be caused by or exacerbated by tobacco use is not included in estimates of health care 
costs attributable to smoking.4 

Additionally, the estimates for hospital costs are based on average treatment costs for 
each condition and do not take account of the fact that health care costs for smokers 
are likely to be somewhat higher than costs for non-smokers.25 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, requirements for medicines and so on.26, 27 Medical costs associated 
with treatment of birth complications among smokers in the US exceed those of non-
smokers by 66%.28 Treatment 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.29

All these factors mean that we can be confident that Collins and Lapsley’s estimates 
of the total cost of tobacco abuse are extremely conservative, and that actual costs are 
likely to be much higher.

17.3.4 	  

Who bears the social 
costs of smoking?
The term incidence describes how 
the burden of smoking costs is 
split among various sections of the 
community: government, business 
and individuals. Table 17.7 details 
the incidence of the social costs of 
tobacco in Australia in 2004–05. 

Households Business Government Total
Workforce labour 0.00 4517.4 1231.6 5749.1
Household labour 9843.1 0.0 0.0 9843.1
Hospital 7.3 37.6 178.5 223.4
Medical 17.6 16.1 124.8 158.4
Nursing homes (37.2) (0.4) (139.6) (177.3)
Pharmaceuticals 12.7 0.0 64.6 77.3
Ambulances 11.4 4.2 21.0 36.6
Total health care costs 11.8 57.5 249.3 318.4
Fires 16.4 36.5 10.2 63.0
Resources used in abusive consumption 0.00 3635.6 0.0 3635.6
Total quantified tangible costs 9871.2 8247.0 1491.1 19,609.3
Percentage of total quantified costs 50.3% 42.1% 7.6% 100%

Table 17.7 	  
Incidence of the tangible social 
costs of tobacco abuse 2004–05, 
Australia, ($m)

Source:	 Collins and Lapsley 2004–05,1 Table 37 
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Of the total tangible costs of smoking in 2004–05, more than half were borne by 
households, 42% were borne by business, and only 7.6% were borne by governments.1 
By their nature, all intangible costs are borne by individuals. 

The following sections explain in more detail the costs falling on each of the three 
sectors. 

17.3.4.1 	  

Costs to households
Individuals affected by smoking include ill-informed or addicted tobacco users, 
individuals directly affected by exposure to second-hand smoke, and individuals who 
directly bear financial costs related to illness or early death of smokers.

The largest cost to individuals included in the Collins and Lapsley estimates is for 
unpaid household labour. Based on Australian Bureau of Statistics (ABS) estimates 
of the value of unpaid work30 in 2004–05 this was valued at $9843.1 million per 
annum. A household activity is considered unpaid work if an economic unit 
other than the household itself could have supplied the latter with an equivalent 
service.4, 31 Unpaid work includes domestic duties, childcare, purchasing of goods 
and services and volunteer and community work. In the event of severe sickness or 
death of the person supplying them, these services would be lost by the community 
and are therefore counted as a component of social cost.4 Values are assigned 
according to the cost of hiring the market replacement for each function. These 
values are then applied to mortality and morbidity data to calculate production 
losses in the household sector.4

In addition to unpaid household labour, in 2004–05 individual smokers and their 
families bore an estimated $11.8 million in health care and nursing home costs 
attributable to smoking, and a further $16.4 million in tangible costs caused by 
smoking-related fires.

17.3.4.2 	  

Costs to business	
The most significant cost to business from smoking is the negative impact on workforce 
labour, valued at $4517.4 million per year.1 This loss is due to the reduction in the size of 
the workforce and increased absenteeism. These elements are calculated by comparing 
the size and levels of absenteeism in the current workforce with that of a hypothetical 
workforce where there had been no abuse of tobacco.1, 4 The estimate for absenteeism 
in Collins and Lapsley’s report for 1989–90 was based on Australian research which 
found that after controlling for the effects of other variables, smokers were 1.4 times 
more likely to be absent, and ex-smokers 1.3 times more likely to be absent, than those 
who have never smoked.32 For male smokers the probability was 1.7 times greater than 
those who never smoked and for female smokers 1.2 times greater than those who have 
never smoked.32* Cost estimates for alcohol use in 2004–05 were updated with results 
of a study by Pidd et al. based on the 2001 National Drug Strategy Household Survey.34 
Collins and Lapsley have called for a similar study to be conducted on the absenteeism 
costs associated with tobacco use.

*	 Similar results were found in Denmark where high sickness absence was associated with both current (OR = 1.61) and former (OR = 1.32) 
smoking.33
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On-the-job productivity was not included in estimates of the impact of tobacco use 
on workforce labour as reliable estimates were not available at the time the report 
was being prepared.1, 4 One study published in 2006, however, 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: smoking 
cessation would lead to an immediate recovery of this cost.35 

The other major cost to business included in Collins and Lapsley’s estimate is the 
amount (net of all taxes) spent by addicted 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.

17.3.4.3 	  

Costs to government
The most significant cost to government results from a reduction in public sector 
workforce labour, calculated as per the reduction in workforce labour for business. This 
was estimated to total $1231.6 million in 2004–05. 

The other major cost to government is net health care costs, which are estimated 
at $249.3 million in 2004–05.1 This comprises those hospital, medical, nursing 
home and pharmaceutical costs incurred attributable to smoking that were not 
borne by individual smokers and their families or by private health providers and 
insurance companies. It also takes into account costs avoided due to smokers dying 
prematurely.

Also included in the costs to government are costs of $21 million due to fires caused by 
cigarettes and other smoking-related items. 

17.3.5 	  

Changes in social costs between 1998–99 and 
2004–05
Despite falls in smoking prevalence, the social costs of tobacco use appear to have risen 
in the period between 1998–99 and 2004–05. While smoking prevalence has fallen 
steadily since the mid-1970s and the number of deaths attributable to tobacco use has 
also recently begun to decline (from 19,429 in 1998–90 to 14,901 in 2004–05), tobacco 
use over previous decades results in continuing impacts on the health care system and 
greatly reduced numbers of people able to contribute to the paid and unpaid workforces 
in 2004–05. 

Table 17.8 lists the social costs of tobacco use in the two periods in constant 2004–05 
prices.

Collins and Lapsley predict 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.’1 pxii

Table 17.8 	  
Comparison of price estimates of 
the social costs of tobacco abuse in 
1998–99 and 2004–05, at 2004–05 
prices, ($m)

Source:	 Collins and Lapsley 2007,1 Table 49

Tobacco 
1989–90

Tobacco 
2004–05

Tobacco per 
cent change

Tangible 9184.8 12,026.2 30.9%
Intangible 16,315.2 19,459.7 19.3%
Total 25,500.0 31,485.9 23.5%
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17.4 	  

Benefits of tobacco to the economy?
17.4.1 	  

Greater consumer spending?
Retail sales of cigarettes and other tobacco products totalled $10.1 billion in 2006–07, 
representing about 5% of all retail sales in Australia.37 About 35,000 retail businesses 
sell cigarettes and tobacco products in Australia.38 A study commissioned by British 
American Tobacco Australia estimated that in 1999–2000, about 57,500 full-time 
equivalent jobs were generated by the demand for tobacco products.39 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.38 

The tobacco industry argues that it generates much-needed employment and 
government revenue. However there are two basic flaws in this argument. Firstly, it 
underestimates the magnitude of tobacco’s impact on the economy by ignoring costs 
such as lost productivity and provision of health care for illnesses caused by smoking. 
Secondly, the industry overstates the importance of jobs in the tobacco industry 
by assuming that resources devoted to tobacco production and distribution would 
disappear if tobacco production were reduced or if sales were to decline. 

As explained by Warner and Fulton in a full appraisal of the tobacco industry’s 
economic arguments, 40 if smoking prevalence were to reduce significantly, it can be 
expected that expenditure previously allocated to tobacco would be reallocated to 
alternative goods and services. Similarly, if no tobacco companies existed, financiers 
would invest their capital in other industries.40 The effect on employment would be 
minimal and normal growth in output and employment would absorb the minor 
economic effects of reduced smoking.40 Tax revenues could decline if governments 
chose not to raise the levels of other taxes to compensate for declines in tobacco tax 
revenue, but new economic activity without tobacco would naturally generate increases 
in revenues from other sources.40 Growth in incomes would also increase income-
related and employment-related taxes.40 

Warner and Fulton’s arguments are borne out in the results of an Australian study 
carefully modelling the marcroeconomic and distributional effects of reduced smoking 
prevalence in New South Wales.41 In this study prepared for the Cancer Council 
NSW, Junor, Collins and Lapsley simulate the economic impact of a 25% reduction 
in smoking prevalence in NSW on output, employment and other marcoeconomic 
variable under seven different scenarios with different combinations of assumptions 
concerning the reallocation of smoking expenditures and the government’s budgetary 
response to reductions in tobacco tax revenue. Under the four scenarios where the 
resources saved due to reduced expenditures on smoking are reallocated to other 
forms of spending, Junor et al find that total output in NSW following a 25% reduction 
in smoking prevalence would change by between ‒0.006% and +0.003%. Total 
employment would reduce by between 407 and 908 jobs. Across the whole economy 
in NSW this is a decline of between 0.015% and 0.034%, (that is, less than four one 
hundredths of one percent).41
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17.4.2 	  

Reduced lifetime demand for health care services?
It is often argued that smokers actually save the taxpayer money by dying early, thereby 
avoiding lengthy and expensive care in old age.42, 43 

A Danish study has examined the question of lifetime impact on health care by 
estimating the health costs to society over the entire lifetime of smokers compared to 
those who quit smoking.44 The researchers found that the potential lifetime health costs 
to society associated with continuing to smoke are substantial, in terms of both excess 
health care utilisation and reduced labour supply. The potential direct and productivity 
lifetime health cost savings to society associated with quitting are highest at the younger 
ages. Comparing 35-year-old ex-smoking men who quit smoking at the age of 35 with 
35-year-old continuing smokers, the direct lifetime health cost savings of smoking 
cessation to society are 30–42%. The corresponding results are 34–43% in ex-smoking 
women. However the direct lifetime cost savings of smoking cessation to society is 
reduced to less than 12% in ex-smokers who quit later than at the age of 55. 

17.4 3 	  

Additional revenue for government?
Revenue from excise and customs duty and GST on the sale of tobacco products in 
Australia exceeded $6.5 billion in 2005–06, contributing a total of almost 3% to total 
government revenue.45 As the prevalence of smoking declines, fewer tobacco products 
will be purchased and fewer will attract excise and customs duty and GST.

Would reducing tobacco consumption have a negative impact on government budgets?

The answer to this question is ‘no’ if declines in tobacco consumption were achieved 
through increases in tobacco taxation. It could still be ‘no’ even in the absence of 
increases in tobacco taxes.

As discussed in full in Chapter 13, Section 13.11, because tobacco taxes make up less 
than 70% of the final price, and because demand for tobacco products always decreases 
by a smaller percentage than the percentage by which prices increase, then increases in 
taxes on tobacco products will always result in additional revenue for government.

People who do not purchase tobacco are likely to purchase other goods and services, 
most of which will also attract GST. However, because only a limited number of 
goods and services attract customs and excise duty, revenue from indirect taxes will 
also therefore decline along with reduced use of tobacco products unless the federal 
government continues to increase rates of excise and customs duty on tobacco products. 

Even without increasing customs and excise, is would still be possible for the 
government to fully compensate for declining indirect tax revenue due to declining 
use of tobacco products. It could increase rates of income tax (admittedly not popular 
with voters); it could increase other taxes and charges; it could reduce expenditure on 
programs and services; or it could do a combination of these things. 

17.4.4 	  

Net positive impact on government budgets?
We know that the total costs of tobacco use to Australian society are very great. But 
what is the picture if we look more narrowly at the current levels of revenue from taxes 
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on tobacco products in comparison to the total levels of expenditure by federal and state 
governments that result from tobacco abuse?

Tables 17.9 and 17.10 indicate the impact of tobacco abuse on federal and state budgets 
in 2004–05.

Apart from the net costs to the federal government of treatment of diseases attributable 
to tobacco use, smoking also reduces revenue to government from taxes on income, 

duties on other goods and other 
indirect taxes. This is because citizens 
who smoke tend to leave the workforce 
earlier. Further, many people who 
smoke die prematurely before their 
productive years are over. People 
who die early no longer earn income 
or consume and therefore do not 
pay taxes on that income and those 
purchases.

Even taking into account the 
considerable revenue forgone in 
income and indirect taxes resulting 
from smokers having died prematurely 
and not being in the workforce or 
consuming products, in 2004–05 

tobacco tax revenue exceeded tobacco-attributable costs 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.

Does the net positive impact of tobacco abuse on government budgets mean that 
society is better off because smokers die early due to smoking?

A report commissioned by Philip Morris in 2000 attempted to quantify the effects 
of smoking on the public finance balance in 
the Czech Republic.43 The report claimed that 
benefits from tobacco, such as savings on health 
care costs for people who die prematurely 
from smoking, far outweighed the costs of 
treating smokers while they are alive. Authors 
of the report also claimed that since smokers 
die younger, the government saves on old age 
pensions. 

Apart from the ethically dubious notion that 
it is acceptable for a group of people to die 
prematurely in order that government spending 
and taxes may be lower, unlike Collins and 
Lapsley’s full analysis of social costs, the Philip 
Morris study only considered the immediate 

effect on public finances and not the full costs for government, the business sector 
or for individuals. It thus provides a misleading and incomplete representation of 
the economic impact on society as a whole.46 The study fails to take into account the 
value of forgone smokers’ income and the value of the smokers’ contributions to their 
households and to the rest of society.46 

Table 17.9 	  
Impact of tobacco abuse upon 
the federal government budget, 
2004–05, ($m)

Collin and Lapsley 2007,1 Table 42

Outlays $m $m Receipts $m $m
Health 	 Excise duty 5220.0
	 Hospitals 	 93.6 	 Customs duty 518.0
	 Medical 	 124.8 Total tobacco revenue 5738.0
	 Nursing homes 	(132.8) Less
	 Pharmaceuticals 	 64.6 Revenue forgone
	 Ambulances 	 4.3 	 Income tax 1025.0
Total health 	 154.4 	 Indirect taxes 1848.9
Fires (not elsewhere included) 	 0.4 	 Total revenue forgone 2873.9
Total outlays 	 154.8 	 Total net revenue 2864.1
Net revenue minus outlays 	2709.3

Table 17.10 	  
Impact of tobacco abuse upon 
the state government budgets, 
2004–05, ($m)

Outlays $m $m Receipts $m $m
Health
	 Hospitals 84.9
	 Medical 0.0 	 GST 937.4
	 Nursing homes (6.8)
	 Pharmaceuticals
	 Ambulances 16.7
Total health 94.8
Fires n.e.i. 9.8
Total outlays 104.7 Total net revenue 937.4
Net revenue minus outlays 832.7

Collin and Laplsey 2007,1 Table 43
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17.5 	  

Economic analysis, economic evaluation 
and economic modelling of tobacco 
control policies and interventions
Economic analysis can provide evidence about the effectiveness, cost-effectiveness and 
the return on investment of various policies and interventions. For example economists 
have provided objective evidence of how taxation affects price and how price influences 
the demand for tobacco products. Such evidence has played an essential role in 
the formulation of fiscal aspects of tobacco control policy. Economic evaluation of 
smoking cessation interventions and policies provide evidence not only of the costs and 
benefits relative to other smoking cessation interventions, but relative to other health 
interventions as well. Economic evaluation relies heavily on modelling to extrapolate the 
effects of interventions from clinical trials and other data sources to population levels. 

17.5.1 	  

The cost-effectiveness of population-wide policies 
to reduce tobacco use
Econometric analysis of tobacco control policies uses statistical techniques to compare 
changes over time or differences between jurisdictions in measures such as total taxable 
sales of cigarettes following introduction, greater spending on or greater enforcement 
of various laws and programs. When a country such as Australia puts into place 
a range of population-wide measures aimed at reducing smoking, it is difficult to 
untangle the relative contribution of each measure. In the United States, however, good 
data in available at the state level, on smoking prevalence, cigarette prices and sales 
and spending on various programs. Further, timing of introduction of policies and 
programs has varied widely at county and state level. These two factors have allowed 
comprehensive evaluation of the relative impact of various policies and programs. 

This section discusses the results of such research examining the impact on cigarette 
demand of policies such as increasing taxation on cigarettes, bans on advertising of 
tobacco products, anti-smoking mass media campaigns, restrictions on smoking in 
public places and limits on youth access to tobacco products. 

17.5.1.1 	  

Taxation
There is strong evidence linking increases in price to decreases in demand for tobacco 
products, the consensus being that price elasticity is inversely related to age.47 Increases 
in tobacco tax, therefore, are considered to be one of the most effective tools for 
decreasing smoking especially among children.48

While some commentators have expressed concern about economic hardship among 
smokers,49, 50 there is also evidence that poorer smokers reduce their consumption more 
in response to price increases.51-54 Thus the overall effects of tax increases may in fact 
be progressive. In a careful analysis of the distributional effects of reduced smoking 
prevalence in NSW, Junor et al. found that average weekly spending on tobacco 
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products would fall in all income groups.41 Because tobacco spending represents a much 
higher percentage of total household income in lower income groups, the benefits of 
such reduced expenditure would be greatest among lower income groups.

In the United States, it is estimated that a US$1.50 increase in cigarette taxes and 
prices would reduce overall cigarette consumption by about 30% while cutting youth 
consumption by 50%.55 Several economists have taken evidence about demand elasticity 
and combined it with data on the health consequences of quitting smoking to project 
health gains that would be achieved with tax increases of various levels.56 

In 1988 Californian voters overwhelmingly supported Proposition 99, the California 
Tobacco Tax and Health Promotion Act, which increased the state cigarette tax by 
25 cents per pack and designated 20% of new tax revenues for health and education 
programs including a statewide media campaign to reduce smoking. Evaluation of 
the impact of the legislation indicated that the tax increase reduced consumption of 
cigarette sales by more than 27 packs per person while sales declined by just under eight 
packs per person as result of the media campaign.57 

For detailed discussion of the taxation of cigarettes, see Chapter 13.

17.5.1.2 	  

Restriction of tobacco advertising 
Economic theory provides important insights on how best to conduct econometric 
studies of the impact of cigarette advertising.58

Advertising of a product can increase demand in several ways. Cigarette advertising 
conveys information about the physical characteristics of the product and information 
about the product’s ‘personality’. Such advertising is designed primarily to create various 
‘fantasies of sophistication, pleasure, social successes, independence or ruggedness. This 
process can induce individuals who are not smokers to try the product, for those who 
are smokers, to smoke more, for those might have quit, to continue and for those who 
have quit, to start again.’ (Saffer and Chaloupka, 58). 

At a more detailed level advertising can increase market size through its role in brand 
proliferation. The process of proliferation involves: 1) market segmentation; 2) the 
creation of a new branded product and 3) the creation of new advertising for the new 
brand, with content targeted at the intended market segment. New brands may attract 
new smokers into the market and thus advertising may increasing total consumption of 
tobacco products.

According to the economic concept of diminishing marginal product, consumption 
of tobacco products should increase in response to increases in advertising of tobacco 
products but only up to a certain point. After a certain point, consumption should 
flatten out and become less and less responsive. Since different forms of media (TV, 
radio, billboards, cinema) are not perfect substitutes for each other, a large advertising 
campaign that uses multiple forms of media will be more effective than one that uses 
only a single form. (The same principles would apply, in reverse, to anti-smoking 
campaigns.)

These economic theories explain why studies examining national levels of expenditure 
on tobacco advertising have not generally detected very large changes in consumption 
of tobacco products. Where advertising expenditure is already very large tobacco 
consumption is unlikely to increase much further in response to any increase in 
expenditure, and similarly it is unlikely to fall much in response to any decreases. 
Such theories also explain why partial bans on advertising do not lead to significant 
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reductions in tobacco consumption: tobacco companies simply shift advertising budgets 
to the forms of media that have not been banned.

A comprehensive econometric study prepared for the World Bank59 compared changes 
in tobacco consumption in countries that had introduced various levels of advertising 
bans, and controlling for price and income and other factors affecting demand 
found that limited bans are minimally effective in reducing tobacco consumption. 
Comprehensive bans, however, do quite clearly reduce tobacco use.

17.5.1.3 	  

Mass media campaigns
Econometric analyses of mass media advertising to discourage smoking have generally, 
but not universally concluded that campaigns of this kind have significantly reduced the 
use of tobacco products.47, 60, 61 

In Australia, one economic study of cigarette prices and other anti-smoking policies 
from 1962 to 1996 found that levels of spending on anti-smoking mass media 
campaigns had no detectable direct effect on aggregate consumption, although it could 
be argued that they may have had an indirect effect by creating a climate in which the 
government has been able to raise taxes to unprecedented levels.62 The authors found 
that price, including tobacco taxes, real income and demographic effects explained most 
of the variation in consumption. This study has been criticised, however, because it 
used spending as a measure of consumption rather than quantities of tobacco. It would 
hardly be surprising if increased tobacco taxes were closely related to shifts to cheaper 
forms and sources of tobacco products.63 Further, it failed to take into account the 
impact of very high levels of unpaid advertising provided as community service time 
and the extensive coverage about the health effects of smoking in (unpaid for) media 
stories. A more recent Australian econometric study of tobacco control policies and 
their impact on smoking prevalence does include consideration of the impact of unpaid 
advertising and media coverage. Preliminary analysis of the results of this study by 
Wakefield et al. indicated that in addition to the powerful effects of real price increases 
and reductions in affordability of tobacco products, anti-smoking advertising also has a 
measurable impact.64

Analysis of aggregate tobacco use in the United States after increases in spending 
on anti-smoking advertising financed by proceeds of the 1998 Master Settlement 
Agreement between the tobacco industry and states shows a clear relationship between 
the level of expenditure and the extent of declines in tobacco use.65 For each 10% 
increase in mass media advertising, aggregate tobacco use fell by about 0.07%, and 
about 0.25% for each 10% increase in cumulative expenditure. Results suggest that 
tobacco control programs are more effective, dollar for dollar, when implemented for a 
longer period and on a larger scale.

17.5.1.4 	  

Smoking restrictions
Econometric studies generally have found that restrictions on smoking in public places 
reduce average daily tobacco consumption and contribute to a downturn in smoking 
prevalence.66, 67 Restrictions on smoking in public places can also lead to reductions in 
smoking by limiting the opportunity to smoke, and influencing the perceived social 
acceptability of smoking.68
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It has been concluded that strong restrictions significantly reduce both smoking 
prevalence and average daily cigarette consumption for youth and young adults 
respectively.69, 70 

Restrictions on smoking in public and work settings also influence the health and 
wellbeing of people who do not smoke. 

Policies that ban smoking in public places are associated with significant reductions 
in the prevalence of exposure to SHS, which can be expected to lead to a reduction 
in smoking-related diseases and therefore in health care costs. A US study analysed 
the effect of a smokefree policy in workplaces and public places on the number of 
hospital admissions for smoking-related diseases.71 The city of Bowling Green, Ohio, 
implemented a clean indoor air ordinance in March 2002. Smoking was prohibited in 
all public places within the city, except for bars and restaurants with bars, provided that 
the bar area was isolated within a separate smoking room. Following introduction of the 
ordinance, researchers found significant reductions in admissions to the local hospital. 
Admissions for coronary heart disease decreased by 39% after one year and by 47% after 
three years, resulting in significant reductions in costs across the entire community. 

Another US study examined the effect of making all workplaces smokefree and 
concluded that the combined impact of increased numbers quitting, reduced smoking 
by remaining smokers and reduced exposure to secondhand smoke would result in 
substantial savings in medical costs in the first year.72 

17.5.1.5 	  

Restriction of access to tobacco products by young people
Policies limiting youth access to tobacco products involve the establishment of a 
minimum legal purchase age for cigarettes and restricting the distribution of free 
samples. Studies in the public health literature examining the impact in individual 
communities find that, when they are properly enforced and complied with, 
prohibitions on sales of tobacco products to youth have a significant impact on reducing 
youth smoking prevalence.73 Poorly enforced, these restrictions generally appear to 
be quite ineffective.69, 74 Econometric studies analysing large numbers of records and 
factoring in compliance activities at both state and local levels find that aggressively 
enforced policies do reduce the prevalence of smoking among youth, and the number of 
cigarettes consumed, 75 though the impact of this measure is not as strong as that of tax 
increases or restrictions on smoking in public places.75, 76 

17.5.2 	  

Models to assess the impact of anti-smoking 
interventions
Several economic models developed in recent years allow researchers to estimate the 
mortality, morbidity and treatment costs of tobacco-related disease in a population 
and to convert quitting rates to benefits such as life-years that could be saved by the 
intervention.

Such models have been developed in the United States, the United Kingdom and Australia.

Simsmoke is an American system-based simulation model developed by Dr David Levy 
based at the Pacific Institute for Research and Evaluation, one of America’s pre-eminent 
independent, non-profit organisations focusing on individual and social problems 
associated with the use of alcohol and other drugs. Simsmoke allows researchers to 
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assess the impact of past tobacco control policies and to generate predictions about the 
future effect of policies on smoking prevalence and premature mortality attributable to 
smoking.77 The basic model utilises a population component, a smoking component, 
and a number of tobacco control policy components in moving the population forward 
through time. The original purpose for developing Simsmoke was to provide justification 
for tobacco control to policy-makers. The model can also be used for planning 
purposes, such as refining existing policies, assessing the need for additional policies or 
deciding on particular demographic groups to target.

The Health and Economic Consequences of Smoking (HECOS) model was developed 
by the Lewin Group of consultants in conjunction with the Centre for Health 
Economics at the University of York in the United Kingdom. It was commissioned by 
Glaxo Wellcome and offered for use in the late 1990s to the World Health Organization 
(WHO) ‘European partnership project to reduce tobacco dependence’.78 It models 
smoking behaviour and associated mortality, morbidity and health care costs and 
was designed as a tool for use by health care payers, government policy-makers and 
other health care organisations in a variety of countries. A key purpose of the model 
is to show the health and economic burden that smoking-related diseases place on 
health care systems, in addition to showing the potential disease cases averted and 
the reduction in smoking-related costs resulting from successful smoking cessation 
programs. 

The Quit Benefits Model (QBM) designed by Associate Professor Susan Hurley for Quit 
Victoria, assesses the health benefits and health care cost savings in Australia that could 
be realised by people quitting smoking.79 The QBM takes account of features included 
in the earlier UK and US models but is tailored specifically to Australia. It assesses 
the effect of quitting in terms of cases avoided of the four most common smoking-
related diseases: acute myocardial infarction (AMI), stroke, lung cancer and chronic 
obstructive pulmonary disease (COPD). The model also assesses deaths avoided, quality-
adjusted life years (QALYs) and health care costs saved. Quitting outcomes can be assessed 
for males and females in 14 five-year age groups from 15–19 to 80–84 years. The model 
can be used to evaluate tobacco control programs and uses 2001 as the reference year. 
Using the model, Hurley and Matthews found that the average saving per 1000 random 
quitters in the first 10 years following quitting would be $373,000 in health care costs 
associated with AMI, COPD, lung cancer and stroke.79 Overall 40 of these quitters 
would avoid a diagnosis of the four diseases in the first 10 years following quitting, with 
an estimated saving of 47 life-years and 75 QALYs. 

17.5.3 	  

The cost-effectiveness of smoking cessation 
interventions
Economic evaluation is a useful means of considering the fundamental problem facing 
the health care sector: how to allocate scarce resources.80

In situations where demand exceeds the number of health services that can be provided, 
some form of priority-setting must occur; that is, choices need to be made about what 
to fund, what not to fund and how much to allocate to each program and service.81 
Economic evaluation provides a framework for decision-making that can aid in 
priority-setting. The advantage of a technical framework for priority-setting is that it 
not only makes decisions explicit but also the objectives on which these decisions are 
based. Using an economic approach implies that benefits will be maximised with the 
available resources. Both costs and benefits are considered and two or more treatments 



24 Tobacco in Australia:
Facts and Issues

Section: 17.5.3.2

can be directly compared against each other.81 When such studies are of an adequate 
standard and performed in a uniform way, they can greatly assist decision-making.

Cost-effectiveness (CE) studies provide information about the cost of each intervention 
per unit of health gain (e.g. year of life saved (YOLS)). The cost-effectiveness of 
pharmaceutical and other health care interventions are often expressed as an incremental 
cost-effectiveness ratio (ICER): the ratio of changes in costs of a therapeutic intervention 
(compared to the alternative, such as doing nothing or using the best available 
alternative treatment) to the change in effects of the intervention. Resources could be 
judged as being used most cost-effectively when there is no other allocation of spending 
for a given budget that would result in greater improvements in outcomes.80 

17.5.3.1 	  

Cost-effectiveness of smoking cessation compared to other 
strategies for reducing costs associated with treating chronic disease
Smoking cessation has been considered the gold standard of cost-effectiveness in the 
health sector, providing additional years of life at costs well below those for a wide range 
of health care interventions.82 

Among various interventions to prevent or treat cardiovascular disease for instance, 
smoking cessation therapies appear highly cost-effective.83, 84 

In a study evaluating the cost-effectiveness in primary prevention of cardiovascular 
disease, the most cost-effective was smoking cessation therapy. The league table 

opposite (Table 17.11) compares the cost of treatment 
and the cost per year of life saved for four risk-
lowering interventions: smoking cessation, aspirin, 
hypertensives and fat-lowering drugs (statins). Each 
were tested among populations at moderate and high 
risks, aged 50 and 60 years old.84 Smoking cessation 
was found to be the least costly and the most cost-
effective intervention. Aspirin was the second most 
cost-effective ($4270 to $31,960 per year of life saved) 
followed by anti-hypertensives ($53,150 to $150,550). 
Statins were the least cost-effective ($139,480 to 
$358,780 per year of life saved.84 Smoking cessation 
with GP advice is dominated by smoking cessation 
with bupropion, meaning that GP advice has higher 
costs and lower effects.84 

17.5.3.2 	  

Comparative cost-effectiveness of various pharmaco-therapies to 
treat tobacco dependence
Reviews of the cost-effectiveness of bupropion and nicotine replacement therapy 
(NRT) suggest that smoking cessation interventions which include use of these aids are 

*	 High risk refers to a 10-year risk of coronary heart disease between 10 and 20 percent. 	
**	 Costs converted from 2003 euros to 2006 $A
***	 ICERs are presented in costs per years of life saved
****	SC abbreviation of smoking cessation

Table 17.11 	  
League table of primary prevention 
of cardiovascular disease 
(incremental cost-effectiveness 
analysis)

High Risk*

Age 50 Age 60

10 years of treatment
Costs A$ 
2006** ICER*** Costs A$ 

2006** ICER

SC**** nicotine replacement therapy  –126 Cost saving  –94 Cost saving
SC bupropion 	 –119  4126  –87 4441
SC GP advice  –45 Dominated  –34 Dominated
Aspirin  181 17,604  138 13,601
Antihypertensives  2,368 Dominated  1,378 Dominated
Statins  8,038 544,099  7816 323,699

Source:	 Brown et al., 199883
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consistently more cost-effective than many other medical interventions in terms of the 
cost per life-year saved.85, 86

Recent Australian research has found bupropion to be more cost-effective than NRT. 
Bupropion had an ICER of $7700 per disability-adjusted life year (DALY) averted while 
NRT had an ICER of $28,000 per DALY averted.87 In a combined scenario, researchers 
considered bupropion as first-line treatment and NRT as second-line treatment for 
those who fail to quit using bupropion. This combined scenario is estimated to cost 
an additional $30,000 per additional DALY averted compared to using bupropion 
alone. All three therapies—NRT, bupropion and bupropion plus NRT— have ICERs 
well under $42,000 per QALY, the threshold below which the Pharmaceutical Benefits 
Advisory Committee is unlikely to reject a drug for public funding under Australia’s 
Pharmaceutical Benefits Scheme.88

In a study analysing the incremental cost-effectiveness of the first-line pharmacotherapies 
(nicotine gum, patch, spray, inhaler and bupropion) for smoking cessation across six 
Western countries—Canada, France, Spain, Switzerland, the United States, and the 
United Kingdom—the authors found that the cost-effectiveness varied widely across 
countries but in each country the results for smoking cessation medicines would be 
considered favourable in comparison to other common preventive pharmacotherapies.89 
In each case bupropion was the most cost-effective, followed by nicotine patches. 

17.5.3.3 	  

Cost-effectiveness of population versus clinical approaches to 
smoking cessation
While pharmaceutical treatments may be the most effective means of increasing 
abstinence in smoking cessation, they may not be the most cost-effective. This is 
because more resource-intensive treatments such 
as NRT and bupropion increase both costs and 
effectiveness, but increase costs more rapidly.82 

Anti-smoking mass media campaigns have been 
shown to be highly cost-effective. In an economic 
evaluation of Australia’s anti-smoking media 
campaign, the National Tobacco Campaign, 
commencing in 1997, the authors examined the 
benefits likely to result from the 190,000 people who 
quit during the first six months of the Campaign. 
Using the Quit Benefits Model described in Section 
17.5.2, it was estimated that benefits would include 
the avoidance of over 32,000 cases of COPD, 11,000 
cases of acute myocardial infaction, 10,000 cases of 
lung cancer and 2,400 cases of stroke. A total of about 
55,000 deaths will be prevented, and 407,000 QALYs 
gained. With total savings in health care costs of 
$740.6M (assuming a 3% discount rate), these results 
suggest that the National Tobacco Campaign was 
excellent value for money. 

An Australian cost-effectiveness study analysing 
a range of smoking cessation interventions and 
polices with differing resource intensities found 
that the Australian National Tobacco Campaign 

Table 17.12 	  
Smoking cessation interventions: 
a summary of effectiveness, cost- 
effectiveness and cost per QALY,  
(A$2003) 

Intervention 
Effectiveness

Cost-
effectiveness 

(rounded)

Cost per 
QALY

Differential  
quit rate 

ICER $/person to 
quit smoking

Australian National Tobacco Campaign 
1997–

3.0% $ 100 $1140

Massachusetts Tobacco Control 
Program vs rest of USA Follow-up 6 
years. Includes policy initiatives and 
smoking cessation programs 

4.0%

Adults $1700

$2100Adults and youth 
$1100

Clinician advice
	 Minimal vs nil 1.8% $ 800

$5270 to 
$34,560

	 Intensive vs nil 6.0% $1020
	 Intensive vs minimal 3.2% $1460
Pharmacotherapy 
	 Bupropion + counselling  
	 vs nil

15.3% $3750
$10,471 to 

$14,608	 Bupropion + counselling  
	 vs counselling alone

10.2% $3500

NRT + telephone counselling 

	 vs nil 24.0% $2090
$11,684 to 

$36,746

Source:	 Segal L, Mortimer D and Dalziel K 200591 
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and the comprehensive Massachusetts Tobacco Control Program (which included 
policy initiatives and smoking cessation programs in addition to extensive mass media 
advertising) were more cost-effective in reducing smoking-attributable health care costs 
than clinician advice, bupropion and NRT—see Table 17.12.91 

A recent review of all CE studies in smoking cessation revealed considerable differences 
in methodology and the way effects and costs were measured.92 The differences in the 
methodology make it virtually impossible to use the results of such studies in decision-
making.92, 93 In their study Ronckers et al. aimed to increase the comparability of CE 
analyses of smoking cessation programs to improve their value for decision-making.93 
They recalculated the CE ratios reported by using a societal perspective and eliminated 
cost differences, differences in effect size and in terms of quitters and differences in 
extrapolating the incremental cessation rate to YOLS. They concluded that in general the 
less intensive interventions were more cost-effective than more intensive interventions. 

The general trend for the less intensive interventions to be evaluated as more cost-
effective does not mean that more intensive interventions should never be adopted. 
The CE ratios for pharmaceutical and other treatments for tobacco dependence are 
still lower than those for many curative interventions. Also, it could be that more 
intensive interventions induce specific groups of smokers to quit where less intensive 
interventions have failed.93

17.5.4 	  

How much have comprehensive tobacco control 
policies to reduce tobacco use reduced health care 
and other social costs in Australia?
Reducing tobacco use is among the few strategies that can improve health outcomes 
while producing net gains in government fiscal positions.94 

Analyses of the impact on health care spending of tobacco control programs have 
reported significant savings for governments, with savings on health care costs of $3 for 
every $1 spent in California,95 and $2 in state health care spending for every $1 spent on 
tobacco control in Massachusetts.96 

A study commissioned by the Department of Health and Aged Care and published in 
2003 estimates the total cumulative benefit of health improvement for Australia between 
1971 and 2010 due to declining tobacco consumption.97 

The study compared the number of deaths that occurred in each year since 1971 with 
the number of deaths that would have occurred had smoking prevalence remained 
at the rate in was in the early 1970s. Estimated averted lung cancer deaths in the year 
1998 were 56% of actual all-age deaths due to lung cancer; estimated averted deaths 
were 58% of actual deaths due to COPD and 25% of deaths due to coronary health 
disease. Rounding down these estimates, researchers estimated that reductions of 50% 
of lung cancer and COPD healthcare costs would represent savings of $58 million and 
$162 million for lung cancer and COPD respectively ($1998). A 25% reduction in costs 
associated with treatment of coronary heart disease costs would represent a saving 
of $242 million (in 1998 dollars). Including the much smaller health care savings in 
relation to strokes and cancers other than lung cancer, total health care savings due to 
reductions in smoking since 1970 were conservatively estimated at about $500 million 
for the year 1998 alone. In addition to health care savings of $0.5 billion, the study 
identified longevity gains valued at $9.6 billion and improved health status valued at 
$2.2 billion resulting in total benefits of $12.3 billion.
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The study went on to compare the current value of total savings and gains in longevity 
and health status for the entire 40-year period, with the current value of total spending 
on public health programs to discourage smoking. The estimated present value of 
the costs of the public health programs in year 2000 dollars discounted back to 1971 
was $176 million. Even on the study’s conservative assumption that only 10% of the 
reductions in smoking were due to such programs*, the estimated present value of the 
total benefits of anti-smoking programs over that 40-year period was $8602 million. The 
estimated net benefit (net present value) of anti-smoking programs over the  
40 years to 2010 is therefore $8427 million. Looking just at the impact on public 
finances, the estimated present value of the total expenditure savings for government 
was $344 million. Compared to the $176 million spent on public health programs to 
reduce tobacco use, this provides a saving of $2 for every $1 of expenditure on public 
health programs to reduce tobacco consumption.

17.5.5 	  

How much and how quickly can reducing smoking 
reduce deaths, disease and health care costs?
Reducing smoking would result in substantial reductions in future health care spending 
both in the long and in the short term.

Australian researchers estimated the potential effect of a smoking cessation intervention 
on Pharmaceutical Benefits Scheme (PBS) expenditure on subsidies for drugs to treat 
smoking-related cardiovascular disease over the long term.98 The authors projected 
smoking-related CVD costs assuming that an intervention to reduce smoking started 
in 2004, ran for three years and produced a (one-off) 5% absolute reduction in smoking 
prevalence that was sustained until 2041–42.98 They estimated that, under these 
conditions, PBS subsidies would decrease by 17% with a $4.5 billion reduction in costs 
for smoking-related CVD over the period, a fall from $25.9 billion to $21.4 billion. 
When future costs are discounted at 5% per year, savings in cumulative PBS subsidies 
over the period would total $1.14 billion, a 15.4% reduction. Annual PBS costs in 
2041–42 would be $40 million lower. 

In another study, Hurley has estimated the short-term benefits for Australia of a 
reduction in smoking on acute myocardial infarction (AMI) and stroke hospitalisation.99 
The numbers of AMI and stroke hospitalisations in 35–64 year olds and the associated 
health care costs that would have been avoided over a seven-year period in Australia 
from the 2001–02 financial year under two smoking prevalence reduction scenarios 
were calculated.99 Scenario 1 was a 1% absolute reduction in 2001–02 and scenario 
2 was a 5% absolute reduction achieved through 1% per annum reductions in five 
consecutive years. Under scenario 1 almost 1000 hospitalisations for AMI and about 
350 for stroke would have been avoided over seven years, saving about $20.4 million in 
health care costs. Under scenario 2 more than 3000 AMI hospitalisations and more than 
1000 stroke hospitalisations would be avoided and health care costs would be reduced 
by $61.6 million. This study, like a similar one conducted in California some years 
earlier,100 demonstrates that even in the short term, modest reductions in smoking rates 
can substantially improve health outcomes and reduce health care costs. 

Savings in neonatal health care costs related to smoking during pregnancy are also 
possible in a very short time-frame. Such costs are highly preventable since the adverse 
effects of maternal smoking occur in the short-term and can be avoided by even a 

*	 Other influences would include the price increase in tobacco and those stories about the negative health effects of tobacco products that 
would have been reported in the media regardless of the efforts of Quit campaigns.
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temporary cessation of maternal smoking.101 Researchers in the United States estimated 
that mothers who smoke added a mean excess cost of approximately US$511 direct 
medical cost per live birth in 1995.101, 102 They estimated that an annual drop of one 
percentage point in smoking prevalence among pregnant smokers in the US would 
prevent 1300 cases of low birth-weight and save $21 million in direct medical costs 
in the first year of the program. Over seven years it would prevent 57,200 cases of low 
birth-weight and save US$572 million in direct medical costs.

17.6 	  

Do tobacco control strategies cause 
economic hardship in particular 
segments of the economy?
This section provides evidence that the predictions of economic hardship by the 

tobacco industry and its supporters prior to the 
introduction of tobacco control policies have 
consistently proved to be unfounded. 

17.6.1 	  

Economic impact of 
advertising bans in the 
media
No major media outlet in Australia complained 
of reduced revenue as a result of advertising 
restrictions that came into effect on 1 September, 
1976. As can be seen in Table 17.13, advertising 
revenue continued to increase after the ban.103 
Due to restrictions in other media outdoor 

cigarette advertising became the biggest revenue source for outdoor advertising worth 
$75 million per annum.103 For more details refer to the previous edition of Facts and 
Issues. 

17.6.2 	  

Economic impact of smokefree policies in the 
hospitality industry
Faced with proposals to introduce smokefree laws in hospitality venues, tobacco 
industry and associated commercial organisations have invariably predicted falls in 
revenue and employment.104, 105 In Australia and around the world, many studies have 
investigated the economic effect of smokefree policies in restaurants and cafes.106 
The studies vary in the measures selected and the analyses performed, ranging from 
subjective measures, such as surveys of public intentions of patronage and proprietor 
predictions of changes in sales, to objective measures such as independently collected 

Table 17.13 	  
Advertising revenue from Australian 
television and radio before and after 
the ban on tobacco advertising, ($000)

Television $000 Radio $000

Year
Revenue  

($ current)
$1989–90 
(constant)

% change
Revenue  

($ current)
$1989–90 
(constant)

% change

1969–70 91,192 546,060 37,059 221,910 
1970–71 87,869 510,866 -5.0% 39,481 229,541 5.0%
1971–72 92,040 511,333 0.1% 43,630 242,389 5.6%
1972–73 105,389 548,901 7.3% 46,696 243,208 0.3%
1973–74 118,381 579,731 5.6% 53,494 261,969 7.7%
1974–75 136,816 593,562 2.4% 59,017 256,039 -2.3%
1975–76 195,916 728,312 22.7% 74,378 276,498 8.0%
1976–77 257,049 845,556 16.1% 92,884 305,539 10.5%
1977–78 303,929 878,408 3.9% 107,688 311,237 1.9%
1978–79 366,909 968,098 10.2% 121,476 320,517 3.0%
1979–80 428,238 1,044,483 7.9% 134,253 327,446 2.2%

Source:	 Winstanley et al. 1995103
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revenue or unemployment data. Some studies are funded by industry groups, and 
others by health advocacy groups. Some are conducted by market research companies 
and some by academics in public health or economic faculties of respected universities. 
Some studies present simple before-and-after percentages, and others perform complex 
statistical modelling which controls for changing economic conditions and tests the 
statistical significance of any changes detected. 

The problem with studies that present simple percentages before and after changes in 
polices is that they do not take into account underlying trends, or broader changes 
in economic conditions. A 5% increase in monthly sales after the introduction of 
a smokefree policy for instance could indicate a negative impact if sales had been 
increasing for some time by 10% per month. A 5% decline in monthly sales could 
indicate a positive impact if sales for that month compared to the previous month had 
generally declined by 10% in previous years.

In a review of the quality of the studies available up to September 2002 on the economic 
effects of smokefree policies in the hospitality industry, all of the well-designed 
studies—that is, those based on objective data, controlling for economic conditions 
and undertaking appropriate statistical tests—report no impact or a positive impact of 
smokefree restaurant and bar laws on sales or unemployment.106 

Three studies using objective measures have examined the impact of smokefree laws 
on sales in restaurants and cafes in Australia. In South Australia, sales turnover in 
restaurants and cafes was examined in response to the smokefree law that came into 
effect on 4 January 1999.107 In a Victorian study, sales turnover in restaurants and cafes 
was analysed for the effect of the smokefree law that came into effect on July 2001.108 
The third study examined the effect of smokefree laws in restaurants, cafes, bars and 
licensed clubs in Tasmania introduced in September 2001, which mandated smokefree 
enclosed work and public places with exemptions for bar and gaming areas where meals 
are not served or consumed. All three studies found no significant short- or long-term 
effect on sales.109 

The picture appears not to be so clear-cut, however, for venues offering electronic 
gaming (‘poker’) machines. On 1 September 2002 a law was introduced in Victoria, 
requiring that smoking not be permitted in gaming venues with only one room and 
in the gambling room of venues with two or more rooms. Research on the effects of 
this legislation found significant immediate and long-term decreases in expenditure. 
Poker machine expenditure did not return to the level prior to the introduction of the 
law during the three-year period that was analysed after the law was introduced.110 
Two studies from the United States have examined the effect of smokefree policies on 
electronic gaming machine expenditure, with mixed conclusions. They both examined 
the same venues but used different model specifications. Mandel et al.111 found no effect 
of the law on gaming revenue while Pakko found a significant decrease in revenue.112 
It is possible that smokefree laws have had a progressive impact in that they may have 
reduced problem gambling among low-income groups among whom smoking is most 
prevalent, but this hypothesis has not been studied in detail.

17.6.3 	  

Impact on small business of declines in retail sales
A report commissioned by British American Tobacco Australia and submitted to an 
inquiry conducted by the NSW Parliament in 2005 put forward the concerns of small 
businesses about proposed restrictions on the display of tobacco products.39 Sales of 
cigarettes and tobacco products comprise a considerable proportion of sales revenue for 
a large number of retailers across a range of different types of retail businesses.39 Smaller 



30 Tobacco in Australia:
Facts and Issues

Section: 17.7

retailers were concerned about the expense of complying with the proposed regulations. 
Some claimed that the cost would force them to remove tobacco from their product mix 
and they were worried about the impact this might have on overall sales. (Proprietors 
argue that people coming to their shops to buy cigarettes also pick up other items 
such as bread and milk or snack foods while they are there.) It was even argued that 
restrictions could result in the closure of businesses, meaning a loss of retail amenity 
in some communities and a reduction in job opportunities, although the authors 
acknowledged the difficulties of quantifying the ultimate impact on employment arising 
from restricting sale or use of cigarettes and tobacco products. 

It should be noted however that the number of very small mixed businesses 
operating in Australian regional towns and suburban neighbourhoods has already 
been declining significantly in recent years. This has resulted from changing 
consumer behavior due to influences such as increased female participation in the 
workforce, longer working hours, and greater personal use of vehicles as well as the 
competitive pressure placed upon en route trade stores by extended shopping hours 
for supermarkets and major shopping centres.39 Regardless of government policies 
on tobacco, the continuing decline in profitability of small corner stores in Australia 
is likely to lead to further concentration of cigarette and tobacco sales among 
supermarkets and grocery stores.

As discussed in Section 17.4.1, money not spent on tobacco products will be spent 
on other sorts of products and services. Junor et al.’s find that a 25% reduction in 
smoking prevalence would have a miniscule impact in 35 industry sectors in NSW, 
apart from in the tobacco industry where outputs would fall about 7% 41 Outputs in 
other industry sectors would barely change, ranging from a decline of about 0.3% 
in government administration to an increase of between 0.052 and 0.152% for food 
products other than meat and dairy products*. The impact on employment outside 
the tobacco industry and health care and related government services would also 
be miniscule. The number of people employed in retail trade would remain largely 
the same, with estimates of changes ranging from a decline of 208 to an increase of 
275 depending on assumptions about the precise ways in which households would 
reallocate their expenditure.**

17.7 	  

How much should be invested in 
tobacco control?
Following large-scale settlements of legal actions between US tobacco companies and 
state attorneys-general, the US Centers for Disease Control issued a series of guidelines 
for US states to aid budget allocation in tobacco control.113 Best Practices for Comprehensive 
Tobacco Control Programs included recommended spending levels for each US state based 
on the cost of administering each component of a comprehensive tobacco control 
program, and the costs of delivery determined by the numbers of people in each target 
group in that jurisdiction. 

In 2003 the Australian National Expert Advisory Committee on Tobacco undertook 
a project to adapt and tailor the methods used in the US report. It then issued 
recommendations for annual expenditure on tobacco control for Australia and each 
Australian state.

*	  Refer to Table 5, page 16.
**	  Refer to Table 7, page 18.
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A detailed breakdown of the resources required for effective tobacco 
control with recommended national expenditure for programs, 
enforcement of policies and research is provided in the resource 
documents supporting the Australian National Tobacco Strategy—see 

Guide to planning and investing in tobacco control.114 The amounts 
recommended for each component of a comprehensive tobacco 
control program are summarised in Table 17.14.

Table 17.15 sets out total recommended expenditure on tobacco 
control for each state and territory.

Total recommended expenditure on tobacco control for Australia is 
between $4.00 to $10.00 per capita, with recommended per capita 

Table 17.14 	  
Recommended expenditure levels 
for each component of tobacco 
control in Australia

Range of spending required, A$, 2004
Lower Mid-range Upper

1.1	 Enforcement of promotional bans 480,000 480,000 605,000 
1.2	 Enforcement of point-of sale and sales-to-minors restrictions 5,944,669 13,421,672 20,898,675 
1.4	 Statewide programs to enforce and promote smokefree environments 2,196,934 6,923,136 11,649,338 
1.3	 Affordability 
1.5	 Consumer information 
1.6	 Regulation to reduce tobacco-related harm 
	 (assume all tackled at federal level)

950,000 1,075,000 1,200,000 

2.	 Statewide campaigns to promote Quit and Smokefree messages 31,754,568 60,684,135 89,613,703 

3.1	 Quitline and other cessation programs 11,762,324 23,524,648 35,286,972 
3.2	 Subsidy and scheduling of pharmaceuticals 
	 (assume all tackled at federal level)

400,000 525,000 650,000 

3.3	 Programs to engage health professionals 4,560,000 5,380,000 6,200,000 
4.	 Promoting protective attitudes in children 4,467,446 5,206,808 5,946,169 
5.	 Addressing social determinants 1,808,684 2,308,027 2,807,369 
6.	 Extra resources to tailor initiatives for high-need groups 3,919,000 4,827,500 5,736,000 
Total 68,243,625 124,355,925 180,593,225 
7.	 Research, evaluation, monitoring and surveillance 5,662,181 7,882,796 11,954,661 
Statewide tobacco control program infrastructure 5,900,000 6,525,000 7,150,000 
Total 79,805,806 138,763,721 199,697,886 
Total per capita (rounded up) $4.00 $6.90 $10.00 

Source:	 National Expert Advisory Committee on 
Tobacco, Guide to Planning and Investment 
in Tobacco Control, 2004,114 Section 2.1

Table 17.15 	  
Recommended annual expenditure 
(total expenditure by state/territory 
government plus Australian 
government plus NGOs) per capita, 
for each jurisdiction

Range of spending required, per capita, A$, 2004
Lower Mid-range Upper

New South Wales 2.90 5.70 8.50 
Victoria 3.00 5.80 8.60 
Queensland 3.20 6.10 9.00 
Western Australia 3.80 6.80 9.80 
South Australia 4.20 7.20 10.30 
Tasmania 7.40 10.90 14.80 
Australian Capital Territory 9.70 13.40 17.70 
Northern Territory 14.60 19.20 24.80 
Additional national initiatives 0.40 0.50 0.60 
Total per capita for all jurisdictions and nationally (rounded) $4.00 $6.90 $10.00

http://www.health.gov.au/internet/wcms/publishing.nsf/Content/phd-pub-tobacco-tobccstrat2-cnt.htm
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levels per state ranging from about $3 to $8.50 per capita for the larger states and 
between $15 and $25 for smaller less urbanised jurisdictions. 

In contrast to these recommended levels of expenditure, Table 17.16 sets out recent 
actual expenditure on tobacco control by both government and non-government 
bodies in each Australian jurisdiction in 2004–05. 

Total national investment on tobacco control in 2004–05 was $32.1 million or 
approximately $1.60 per capita. Only in Western Australia did spending levels 
approach the minimum recommended by the National Expert Advisory Committee 
on Tobacco.

Based on analysis of spending by other commercial advertisers, federal 
government advertising campaigns and spending on tobacco control in other 
English-speaking countries, tobacco control expenditure in Australia could be 
considered grossly under-funded by international and Australian private and 
public sector standards.17 

Economic analysis of spending on tobacco control in Australia also suggests that 
overall expenditure is much lower than it ought to be given the very high potential 
rates of return.23, 24 Even in WA, which has always had one of the highest per capita 
rates of spending on tobacco control of any jurisdiction in Australia, economists 
Collins and Lapsley concluded that expenditure at about 10 times the level of 
spending in 2003 could be justified on the basis on a minimum required social 
return of 10%.

17.8 	  

What would be the benefits of increased 
investment in tobacco control?
Reductions in smoking would be followed by reductions in financial and economic 
costs for ex-smokers and their families, businesses outside of the tobacco industry, 
insurers and governments. 

As part of their 2003 analysis of the costs of smoking in Victoria, Collins and Lapsley 
estimated the savings that could be expected from a reduction of Victorian smoking 
prevalence of five percentage points over the five-year period commencing 2003–04.23 
An assumption of this analysis is that, in the absence of interventions to reduce the 
rate of smoking prevalence in Victoria, the rate would remain at the 2003 level of 17%. 
Depending on assumptions about the cost and the effectiveness of various interventions 
and discount rates, the long-term benefits of such a reduction could be valued at 
between $2034 million to $13,958 million. Similar benefits could be expected with 
additional investment in tobacco control in New South Wales and Western Australia.

What might reductions in smoking mean in human and political terms? 

Below are listed some of the immediate, medium-term and long-range benefits—
including some that are easily costed and others not so easy to quantify.17

Table 17.16 	  
Total anti-smoking expenditure, all 
Australian states and territories and 
Commonwealth, 2004–05, ($ current)

$
$ Per 

capita
New South Wales  5,200,000 0.88
Victoria  6,937,000 1.51
Queensland  3,500,000 1.01
Western Australia  8,400,000 4.36
South Australia  4,300,000 2.91 
Tasmania  550,000 1.25 
Australian Capital 
Territory

 500,000 1.65 

Northern Territory  500,000 2.61 
Commonwealth 
expenditure

 2,200,000 0.11 

Australia Total 32,087,000 1.60 

Sources:	 Health Expenditure Australia 2004–05, 
AIHW115, Cancer Institute NSW, Quit 
Victoria, Department of Health WA, 
Queensland Health, Drug & Alcohol 
Services SA, Department of Health  
and Human Services Tas, ACT  
Government, ABS Australian  
Demographic Statistics116
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17.8.1 	  

Benefits to health funders and public and private 
insurers

17.8.1.1 	  

Early gains
significant reductions in the number of infants requiring perinatal care <<
reductions in the use of ambulances and emergency care for asthma sufferers<<
reductions in medical costs due to reduced infections and faster bone and wound <<
healing after surgery.26

17.8.1.2 	  

Continuing returns
reduced numbers of heart attacks resulting in less demand on emergency, intensive <<
care and cardiovascular treatment services
reduced expenditure on drugs to treat cardiovascular disease.<<

17.8.1.3 	  

Maturing investments
reduced net spending on medical, hospital and pharmaceutical treatments and <<
ambulance services for cancer, chronic obstructive pulmonary disease and a range of 
other health conditions caused or made worse by smoking.

17.8.2 	  

Benefits to employers—business and federal and 
state government

17.8.2.1 	  

Continuing returns
a reduction in absenteeism costs conservatively estimated at about $780 million in <<
2004–05
avoidance of lost expertise due to premature death and disability. <<
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17.8.3 	  

Benefits to Australian businesses 

17.8.3.1 	  

Early gains
up to $10 billion per year in increased sales of goods and services purchased from <<
businesses other than the tobacco industry
workers taking fewer smoking breaks at undesignated break times therefore <<
reducing the loss in productivity35, 94

fewer claims related to passive smoking<< 17 and common conditions such as back 
injuries which tend to heal more slowly in smokers117

reduced cost of premiums for property and WorkCover insurance due to lower <<
incidence of fires
reduced risk of litigation by employees and patrons suffering illness due to failure to <<
provide smokefree facilities.

17.8.3.2 	  

Maturing investments
increased market for goods and services due to significantly more people living <<
longer and fuller lives.

17.8.4 	  

Benefits to smokers who quit and their families

17.8.4.1 	  

Early gains
based on smoking a pack of 20 cigarettes per day, money saved in a week would be <<
$63, or $3275 in a year* (and relative to household income, the greatest benefits, 
in terms of additional available expenditure, would accrue to the poorest 20% of 
households41)
reduced illnesses in children resulting in improved school attendance and less <<
absenteeism for parents
greater enjoyment of life from improved fitness, sense of smell and taste<<
fewer people suffering <<

the tragedy of still-birth or sudden infant death<<
the shock of a children or parent dying suddenly during an asthma attack<<
the trauma of a child or elderly relative killed in a housefire <<
the devastation of an infant or adolescent child dying or severely disabled by <<
meningococcal disease.

*	  Based on $9.05 per pack of 20 Winfield cigarettes. Source: The Australian Retail Tobacconist April/ May 2007
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17.8.4.2 	  

Continuing returns
potential for increased household savings, allowing quicker transition to home <<
ownership and/or earlier and greater contributions to superannuation funds
lower household spending on medical services<<
fewer children taking up smoking and thus perpetuating health and material <<
inequality
fewer families losing providers at the peak of their income-earning capacities <<
fewer families losing providers in the household in unpaid roles. <<

17.8.4.3 	  

Maturing investments
greater enjoyment of life due to less incapacity caused by conditions worsened <<
by smoking including macular degeneration, hearing impairment, impotence, 
osteoarthritis and diabetes
potential for greater generation of wealth allowing long-term financial support for <<
dependent spouses and greater inheritance for children.17

17.8.5 	  

Summary of benefits
Adoption of effective tobacco control policies and commercially realistic funding for 
anti-smoking advertising would significantly reduce smoking and substantially improve 
the overall welfare of individual, families, communities and society generally, resulting 
in summary, in

reductions in waiting times and costs for health care funders and providers<<
improved productivity, lower costs and greatly increased markets for business <<
improved health, quality of life and prosperity for smokers and their families.<< 17
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