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SMOKE GETS | N YOUR EYES:
The Economc Wl fare Effects of the Wrld Bank-WHO d oba
Crusade agai nst Tobacco.

by

Deepak La

I ntroducti on

The publication of the Wrld Bank's report in
col l aboration with WHO entitled Curbing the Epidem c- Governnents
and the economcs of tobacco control, and the issuance of a
provisional draft for a WO framework convention on tobacco
control (WHO (2000)) marks the unfortunate entry of these hitherto
respected and technically proficient UN agencies into the Wst's
current internal cultural wars. For conplex reasons which we
cannot go into here (but see Harris (1998)) many in the Wst have
sought to denonise a perfectly legal but risky and addictive good
whi ch provides solace and confort (summarized in the economst's
notion of ‘utility') to mllions. It is illegitimte for
international institutions which have been set up to provide
technically sound advise to the international community to try and
| egislate the energing tastes of many in the West to the rest of

humanki nd. How well does this report stand up by technical
standards, is the main question we shall investigate. As the
report purports explicitly to be about the econom cs of tobacco
control, it is with this aspect, and in particular with the wholly
negl ected effects on economc welfare with which we wll be

primarily concerned.

The first section sets out the traditional welfare
economc framework for |ooking at the costs and benefits of
tobacco control, with particular reference to devel oping
countries. The second section critically exam nes a central thene
of this and other reports put out by the so-called public health
professionals that there is some 'public health' interest which
overrides the conventional economst's welfare neasures. The third
section presents estimates that we have nade (see Lal et al
(2000)) of the net welfare effects of tobacco taxation- the
central policy recommendation of the report. A final section
provi des our concl usi ons.

At the outset, however, it should be noted that as
many reviewers of the report have noted it does not follow even
m ni mal scientific or academc standards in deriving or
docunenting nost of its conclusions (see Tren and H gh (2000)).
Though the final report has renoved sone of the nore extrene and
i ndeed | aughable assertions of the Draft report (Draft 4, Feb.
1999) - see Lal (1999a) for sone exanples- the latter in many ways
provides a clearer indication of the 'ideological' nature of the
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research and even nore disturbingly of where these institutions
want to take policy towards tobacco in the third world- for
instance in the recommendation in the draft report that tobacco
taxes be increased by 10% per annum for 10 years, which has now
been noderated to be a once for all increase of the tax by 10% In
our enpirical estimates for the five countries and regions that we
were able to get readily avail able and usable data- India, Korea,
South Africa, Japan and the European Union- we therefore calcul ate
the net welfare effects of both these policies as well as the
wel fare effects of the existing taxes in these countries or
regi ons.
I

The economc welfare effects of tobacco controls can be
set out in terns of a sinple supply- demand diagram Fig. 1.
To sinplify matters - and to avoid the problem of having to
conpute the effects on domestic production of various policies-
assune that cigarettes can be bought at a given world price pw
These inports always supplenent donestic supply, so that any
change in donestic demand nerely effects inports. Wth the
exi sting taxes, the donestic price is pd, and the |oss in consumner
surplus (CS) is the area A + B, where the former gives the tax
revenue, and the latter the deadweight |oss associated with the
t ax.

If taxes are handed back to consuners in |unp-sum
fashion, or the value of a dollar of public funds is assuned to be
at least equal to the value of a dollar to the consuner, then the
tax burden A can be neglected as a social cost, and the net
wel fare cost will be the deadweight |loss B. But the social value
of this tax burden depends crucially upon the character of the
governnent to whose coffers it accrues. |If the governnent consists
of Platonic Guardians then it is plausible to say that a dollar of
public funds is worth nore than a dollar of |ost consunption, and
in sone cases could be worth even nore. But if nobst governnents,
particularly those in the Third and second worlds are predatory
(see Lal (1988), Lal-Myint (1996)), then the social value of this
transfer of a dollar to the governnment will be |less than a dollar
and may even be worthless. Gven the Wrld Bank's ongoi ng crusade
against corruption and for inproved governance in many of its
borrowers, inplicitly it nust ascribe the predatory rather than
platonic end of this political spectrum to the character of the
governnents it advises. It would thus be best to | ook upon the tax

burden as it is clearly to consuners - a burden- and which can
only in special and specific cases and countries be set off as a
social gain. W will therefore in our international conparisons

eschew these political judgnents and | ook upon the whole of the
consuner surplus loss (CS= A+B) as a welfare loss to the consuner
fromtaxation of cigarettes. It should al so be noted that
the proposed taxation also violates the principles of horizonta
and vertical equity recommended by traditional public finance
principles. Horizontal equity requires equals should be treated
uniformy. It is wunfair to treat soneone who is the sane as
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everyone else, except for being a snoker, differently. Vertica
equity requires that taxes should not be regressive. As the poor
are predomnantly snokers, tobacco taxes are inherently
regressive. Against these principles of classical public finance
which establish the case for wuniform taxation, there is an
argunent based on nodern public econom cs for non-uniformtaxation
whi ch coul d be used in favour of tobacco taxation. This is the so-
called Ransey rule, which says that the excess burden of a tax
(the deadwei ght consunmer surplus loss (B) in Fig.1l) is mnimsed
by taxing goods in relatively inelastic demand- and the demand for
tobacco is relatively inelastic. However, as Harberger

( 1987) has noted "to tax salt nore heavily than sugar, sinply and
solely because it has a |lower elasticity of denmand is at |east as
capricious (from the standpoint of equity) as taxing people
differently according to the colour of their eyes". Underlying
these differences are different philosophies of governnment- the
classical Iliberal view which favours neutrality defined as
uniformty of taxation and the 'social engineering view which
defines it on the Ransey principle. W return to this inportant
contrast in the next section.

What are the benefits from controlling tobacco? The
nost inmmediate is the reduction in cigarette consunption and the
effects this may have on increased |ife expectancy. This is again
a benefit which accrues to the consuner. \Wat value can we inpute

to this possible extension of [life? There has been an
i nterm nabl e and i nconcl usive debate on the value to be placed on
human life and hence on the value of years of life saved® Two

things need to be noted in formng a judgnent on this issue.
First, the diseases and hence deaths resulting from snoki ng occur
late in life and hence the costs associated will only occur if
life expectancy is already fairly high- which is in turn related
to relative affluence. For many Third Wrld countries where the
traditional infectious diseases are still wdespread and | ower
|ife expectancies, the snoker may well die off from other causes
well before his snoking habit kills him Here the Wrld Bank
reports egregious assunption that the normal |ife expectancy for
everyone is that associated wth the longest |ived population -
Japan's- allows it to define premature deaths from snoking in
m ddl e age to include deaths up to 69 years. As | remarked of this
"It is ripe to tell a landless laborer in rural India that he is
dying prematurely at the age of 69 because of his addiction to

! Chal oupka and Warner (1999) provide a conprehensive survey
though with an irritating politically correct 'spin' of the
economcs of  snoking, which provides references to this
literature. The reason for the spin becones clear when it is noted
that Chaloupka is credited as the co-leader of the team which
produced the Wrld Bank report! For the illogicalities in the
attenpts nmade to provide sone quantifiable neasure of the closely
related QALYs (quality of life years) and DALYs (disability
adjusted |life years) saved by various nedical interventions see
Broone (1993) and Lal (1994).
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"bidis'" (Lal (1999a)). Correspondingly its headline grabbing
figure of the 10 mllion lives to be saved by its tobacco crusade
are not credible.

Second, just as in national incone accounting, despite the
various conplaints that have been nade over the years that it does
not provide a true neasure of welfare (largely because of its
negl ect of distributional considerations - see Lal-Mint (1996)),
GDP per capita remains a fairly robust and objective neasure of
the wealth of nations, the actual income and equival ent
consunption lost as a result of reduced life expectancy is the
sinplest and nost readily defensible value to be placed on the
benefits of tobacco control. This is the neasure we wll wuse in
derivi ng our estimates in Section 3.

Are there any other costs and benefits? For devel oped
countries with publicly funded health care and pension systens
variou additional social costs and benefits have been identified.
For the US it has been estimated (Viscusi (1998)) that in 1993 the
social costs and benefits (including the dubious cost of second
hand snoke- on which nore below) were as follows: Social Costs-
medi cal care $0.55, sick |eave $0.01, group life insurance $0.14,
fires $0.02, second hand snoke $0.25, |ocal taxes on earnings
foregone $0.40. Total <costs to society were therefore $1.37.
Soci al Benefits- nursing hone savings $0.23, pensions and socia
security paynments saved $1.19, excise taxes paid $0.53. The tota
soci al benefits were $1.95, yielding a net social benefit of $0.58
per pack of cigarettes. If, as we see below, the wholly spurious
social costs of second hand snoke of $0.25 are disregarded, the
net social benefit rises to $0.83 per pack!

For developing countries, as the Wrld Bank report
accepts, nost of these purported social costs and benefits are
irrelevant as they do not have extensive publicly or group funded
heal th, 1insurance and pension systens. Apart from second hand
snoke, nost of the other social costs and benefits adduced above
are privately borne. Also this estinmate takes no account of the
consuner surplus changes associated with snoking and its taxation

Mor eover, even for devel oped countries nobst of the
adduced social costs and benefits are pecuniary externalities
which are Pareto irrelevant (see Buchanan and St ubbl ebi ne). Thus,
as in standard cost-benefit analysis all transfers including those
relating to pensions, life insurance etc should be netted out.
This leaves only the true external costs nanely the costs
associated with environnmental snoke and probably from fires. As
the latter are fairly small we will ignore them so that the only
truly Pareto- relevant external effect - if it was proven- would
be second hand snoke which danmaged the health of others. In fact
the noral crusade against tobacco in the West has been fuelled by
the clains nade in a US Environnental Protection Agency report in
1992, which clainmed there was scientific evidence of health damage
from passive snoking. This was thoroughly discredited by a US
federal court in 1998 for being inherently biased.? As the only

2 The judgenent is given in full in Gori and Luik (1999), and
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source of externalities remamins damage from secondary snoke, it
maybe useful to sunmarize the avail abl e evi dence on this.

The evidence - such as it is, is based on
epi dem ol ogi cal studies. The scientific status of epidemology is
questionable (see section 2 below, but be that as it may, Cori
and Luik's (1999)'s survey of all the available environnental
t obacco snoke studies shows (see their Tables 11, 12, 13) that the
evi dence from spousal studies, those of non-snokers exposed to
snoke in the work place and of children exposed to ETS shows no
increased risk to non-snokers and for work place and chil dhood
exposure suggest reduced risk or protection (p.43).°

How can the WB report then claim that the health
effects include " disease in children and adults chronically
exposed to second hand snoke" (p.32). Wile its claim that the
other effects "include low birth weight and increased risk of
various diseases in the infants of snoking nothers" even if true
provides no basis for taxing tobacco. There are nunerous risks
that infants face the nobst inportant arising from poverty- and
particularly in developing countries frominfectious diseases and
unsafe water supplies. Should the poor then be taxed for having
babi es because of the differential health costs their children
will have to bear?

Thus t here IS no credi bl e Par et o- rel evant
external i ty* (see Buchanan and Stubbel bine) arising from snoking,
and no need to go beyond the private costs and benefits we have
already taken into account. The WB- WHO reports argunent that
there is a nuisance from tobacco snoke which is an externality is
absurd.® There are many things which individuals do which others

find annoying and irritating. For instance | find the snell of
cheap perfunme very irritating. But that is no reason to ban or tax
it. In fact much of civilization has evolved as a system of

manners whi ch allow many personal habits to be self-controlled in
public places (see Elias). Mst civilizations thus teach children
not to break wind in public and to feel a sense of shame when they
do. Wth divergent tastes and habits, the purpose of these nmanners
is to allowus all to nove in the communal spaces we inhabit with
consideration for others. Not taxation or prohibition is the
answer to the annoyance of tobacco for nonsnokers, but perhaps a
course from M ss Manners in which snokers learn to ask in a public
space : "Do you mnd if | snoke".

provi des a devastating critique of this report.

% The biological reason for this is that many toxins are
beneficial in small doses, eg. toning up the i mune systemthrough
i muni sation. see R M Neese and G C WIlIlianms: Wiy we get sick

Pareto rel evant externalities are sonetines called
"technol ogical' externalities which are not nediated through the
price nmechanism in contrast with Pareto irrelevant externalities
al so called 'pecuniary' which are so nedi at ed.

> It wites: "Oher direct costs" to non-smokers "include
irritation and nuisance from snoke and the cost of cleaning
cl othes and furnishings" (p.32)!
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Equal |y, tendentious is the Report's claimthat consuners
of tobacco in developing countries are ill inforned of the risks
i nvol ved. The best enpirical study found that in the US, snokers
over estimated the risks of snoking (Viscusi (1992)). The Report
cites no evidence for its claim But even if it were true this
would nerely justify a public information program not taxation or
prohi bition.

The argunent that cigarettes are addictive and thus pose
a special risk to the young is also without any nerit. The
addictive nature of tobacco can be taken into account in
estimating the demand, as is done in our estimates (See section 3,
and appendi x). That the young shoul d be saved fromrisky behavi or
whi ch only hurts thensel ves, because they habitually underestinate
the risks would nmean banning themfromall risky activity such as
bungee junping, riding, boxing, skate boarding, rugby and nuch
nore. Moreover, as the report notes that nuch of teenage behavior
is based on rebellion, and as the evidence on the effects of bans
and price increases in preventing teenage initiation into the
tobacco habit is at best equivocal,® perhaps instead the
rebellious urge could be put to use- by adults telling children
how nice cigarettes are instead of how nasty!

It should be clear that as far as the economc
wel fare effects of tobacco policies are concerned, for the
developing world we do not need to go beyond the sinple net
consuner surplus change neasure we presented at the outset.

I

It has been clained in the draft of the Wrld Bank
Report, and in Chaloupka and Warner (1999) that there is a
separate "societal interest in the public's health” (p.17) which
it is the purpose of the public health community to foster. On the
face of it this seens unexceptional, as clearly econom sts too
recogni se that there are externalities involved in many infectious
di seases, which require public health neasures from inproved
sanitation to imunization if a health epidemc is to be avoided.
But this legitimate aim has now been stretched by the use of
persuasi ve | anguage to include people's |life style choices, which
only effect their own health and not those of others. A typica
exanple is provided in the very title of the Wrld Bank Report-
Curbing the Epidemc (enphasis added). Ci garette snoking nmaybe
w despread and growing, and it may lead to disease in later life
but it is not in itself a disease (any nore than anal intercourse
which is inplicated in transmssion of the HV virus leading to
Al DS) and hence cannot in itself be an epidem c which the Concise
Oxford dictionary defines as " a wdespread occurrence of a
disease in a comunity at a particular tine". By wusing the
persuasive term 'epidemc' the inpression is created that snoking

® see the references to these studies in Chal oupka and \arner,

though for the reason given earlier their assessnent of these
studies is dubious.
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itself is a disease, like the flu, which can be transmtted to
ot hers.

But, the public health riposte will be that it is the
responsibility of the public health authorities to prevent
premature deaths, and hence it is justified in prohibiting or
taxing personal behavior which mght lead to one's own premature
death. But here the analogy with anal intercourse and AIDS is
telling. Should the public health authorities ban anal intercourse
whi ch even if consensual and in full know edge of the consequences
could I ead honosexuals to their premature deaths? Even nore, the
addi ction and 'seduction of youth' argunent used against snoking
applies equally to honosexuality. In many countries (including the
UK) the age of consent for honobsexuality has been | owered to all ow
teenagers to be seduced by honosexuality. Just as wth snoking
there is a conbination of tastes and heredity which nake people
honosexual and hence in danger of dying prematurely from AIDS. By
converting teenagers to honosexuality there nmaybe a simlar
"addictive" effect as with snmoking that mght lead to their
premat ure deaths. But does this nmean that there is a public health
interest in banning honosexuality- as has been comobn in many
parts of the world through nost of history- or should people with
their honbsexual tastes and proclivities be free to choose- as
| i beral societies have rightly insisted- wth the only public
heal th function being to provide the necessary information about
the risks involved?

This pinpoints the spuriousness and the 'ideological'
nature of the argunents for prohibiting and taxi ng snoking by the
public health profession. Just as l|iberal societies do not ban
honosexual ity on public health grounds even if it causes those who
practice it possible health damage, simlarly there is no separate
public health case (apart from the standard econom c argunents
based on externalities) for banning or taxing tobacco. Snokers are
now | i ke honosexual s of yore, being punished for their tastes not
shared by the majority of their fellows. There is thus a deep
contradiction in the attitudes of supposedly l|iberal societies to
these two different "afflictions'.

The 'public health' case agai nst tobacco, noreover, harks
back to a paternalism which was the bedrock of those planned
soci eties and econom es we now know to have failed. The difference
between it and the |iberal view which has triunphed- and which at
|l east in its other manifestations the Wrld Bank pronotes- is best
expressed by the contrasting views of the liberal J.SSMII| and the
soci al i st Dougl as Jay.

As is well known MIIl in his famous essay "On Liberty"
had stated one of the bedrock principles of liberalism which is
worth quoting in full. MIl wote: " the object of this essay is

to assert one very sinple principle, as entitled to govern
absolutely the dealings of society wth the individual in the way
of conmpulsion and control, whether the nmeans used be physical
force in the form of l|legal penalties, or the noral coercion of
public opinion. That principle is, that the sole end for which
mankind are warranted, individually or col l ectively, in
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interfering with the liberty of action of any of their nunber, is
self- protection. That the only purpose for which power can be
rightfully exercised over any nenber of a civilised comunity,
against his will, is to prevent harm to others. H's own good,
either physical or noral, is not a sufficient warrant. He cannot
rightfully be conpelled to do or forbear because it wll be better
for himto do so, because it wll nake him happier, because, in
the opinion of others, to do so would be wise, or even right.
There are good reasons for renonstrating with him or persuading
him or entreating him but not for conpelling him or visiting
himwth any evil in case he do otherwise. To justify that, the
conduct from which it is desired to deter him nust be cal cul ated
to produce evil to sonmeone else. The only part of the conduct of
any one, for which he is anenable to society, is that which
concerns others. In the part which nerely concerns hinself, his
i ndependence is, of right, absolute. COver hinself, over his own
body and m nd, the individual is sovereign" (pp.72-3)

By contrast Douglas Jay nenorably sunmed up the
paternalismunderlying the 'public health' position when he wote:
"Housewi ves on the whole cannot be trusted to buy all the right
things, where nutrition and health are concerned. This is really
no nore than an extension of the principle according to which the
housewi fe herself would not trust a child of four to select the
week' s purchase. For in the case of nutrition and health, just as
in the case of education, the gentleman in Witehall really does
know better what is good for people than the people thensel ves".
This was the nub of the case for the planned society and econony.
It is ironical that when the Wrld Bank is advising these failed
econom es to nove away from these dysfunctional beliefs it should
have | ent support to the 'public health' argunments which are based
preci sely on the sane beliefs.

For a liberal society there is no separate public health
justification for preventing people fromslowy killing thensel ves
by snoking. There is no evidence as we have noted that they damage
others- even less so than honosexuals. In both cases banning,
controlling or taxing the indulging of these private tastes is a
sign of an illiberal society.

Furthernore, there are nore serious reasons to doubt the
"public health' argunment that is being used to effect people's
personal |ife style choices. As we have seen, public health is
rightly concerned with infectious diseases, and at least in the
developing world there remains nmch wrk to be done by
conventional public health neasures to elimnate these scourges.
But in the developed world where this battle has at |east been
tenporarily won, the public health professionals have invented a
new set of scourges- life styles which purportedly kill us
prematurely. The 'scientific' basis for their identification is
provided by the statistical techniques of epidemology. But as is
becom ng increasingly apparent within the nedical profession, the
scientific standing of these findings is a sham It is useful to
explain why, because it was the respectabl e epi dem ol ogi cal study
of snmoking by Sir Rchard Doll and his associates which gave
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credence to this technique, but which has since been grossly
m sused, not l|least in the EPA report on passive snoking discussed
above. In 1981 Sir R chard Doll- who in the
1950's with Sir Austin Bradford H Il had used the statistical
techniques of epidemology to show the link between cigarette
snoking and |ung cancer-published The Causes of Cancer, claimng
that apart from tobacco, food caused 70 per cent of cancers. H's
basic argunent was that conparing the incidence of cancers
recorded in the Connecticut Cancer registry with the |owest
i nci dence of the sane cancers in the world, different diets could
be the only explanation for the differential incidence (eg. he
found there were 60.2 per mllion cases of pancreatic cancer in
Connecticut, conpared with 21 per mllion in India). He conpletely
omtted to exam ne the rel ati onshi p between agei ng and cancer even
though "an eighty old has a thousand-tines greater risk conpared
to when he was a teenager. This is fifty tinmes greater than the
twenty-fold increase H Il and Doll had found in the risk of 1ung
cancer for snokers conpared to non-snokers." (Le Fanu: The R se
and Fall of Mdern Medicine). Though Doll subsequently conceded
the weaknesses of his case he never retracted it, and it has
beconme the core of the clains still nade by public health | obbies
to make us change our life styles. But what is the scientific
validity of these clains?

The first thing to note is that epidemology on which
these clains are based is a purely statistical 'science' . But for
econom sts who have been trained in nodern econonetrics the
i nferences drawn by epidenologists will appear to be jejune at
best. They often nake the elenentary mstake of identifying
correlation with causation.

The major problem all sciences of statistica
inference face is what econonetrician's call the problem of
"identification'. Despite vari ous pur port ed advances by

econonetricians in solving the problem it does ultimtely depend
upon accepting the form of induction recommended by the Reverend
Thomas Bayes in a posthunous paper in 1763. Bayes fanbus theorem
shows how gi ven sone prior belief about a general proposition (in
terms of what would today be called subjective probabilities),

current particular evidence will lead to revision of these prior
beliefs, so that wth this <constant revision as evidence
accunmul ates we wll reach the true general proposition from

particul ar experiences. Frank Ransey, Keynes' young protege in his
famous The Foundations of Mathematics and Qther Logical Essays
showed this was the only coherent formof inference. Incidentally,
Kar | Popper who m sunderstood Bayes was wong to deny
probabilistic induction. For econom sts, economc theory and their
general know edge of the world provide these prior beliefs, an
aspect forgotten by the arny of economc researchers currently
throwng the cross section data put together by Sumrers and
Heston, for a large nunber of countries since the 1950's, into a
conmputer and then trying to find any statistically significant
rel ati onship without any theoretical justification.

The sane is true of epidenologists, for whomthe mantra
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is a5 per cent significance level, using the nultiple correlation
nmet hods recommended by the Canbridge mathematician and geneti ci st
Ronal d Fi sher. He thought he had found a way around the inevitable
subjectivity involved in prior beliefs associated with Bayesian
met hods. He clainmed that, once the raw data was converted into a
nunber giving the probability of getting the sane correlations as
the researcher found by nere fluke, then, if this probability
| evel were below 1 in 20 yielding a significance |level of 5 per
cent, chance could be ruled out as the explanation. But as another
mat hematician Harold Jeffrey's asked: why 5 per cent, and does
this significance level inply that the chance that the effects are
just a fluke is only 5 per cent? On the first, Fisher decided on 5
per cent because it was 'mathematically convenient'. On the second
the definition of significance values is the convoluted one that
it gives the probability of obtaining just as inpressive results
assumng pure chance is their cause. It does not tell the
researcher whether the effect is really just a fluke. To do that
there is no way to avoid Bayes theorem as the nmathematician
Ri chard Cox showed as early as 1946. (AmJ Physics, vol. 14, no.1)

To see the difference this mnmakes consider the
chances of the correlations being nothing nore than a fluke even
if the significance level is 5 per cent, applying Bayes theorem
Suppose that the prior belief is agnostic so that there is a 50-50
expected chance of the effects being real. Then the chance of the
correlation being a fluke given a 5 per cent significance level is
22 per cent. So that at least around a quarter of the results
which are significant at a 5 per cent I|evel are neaningless
flukes!. Mich worse if the prior belief is that the presuned
effects are extrenely wunlikely. Say this initial |evel of
plausibility is 1 in 100, then the chance of the 5 per cent
significant results being nere flukes rises to 96 per cent. (see
R A J.Matthews: "Statistical snake-oil" Prospect, Nov. 1998)

Thus, consider the analysis of 37 published studies
of passive snoking by Hackshaw et al., which found an increased
risk to those living with snokers of 26 per cent. (British Mud.
J., wvol.315, no.629, 1997) Once however, studies of real-life
nmeasures of exposure to cigarette snoke are used to determ ne the
risk, it falls to a negligible 2 per cent, |argely because unlike
the 25 cigarettes a day passive snokers were assunmed to be exposed
to by Hackshaw et, Phillips et al found that in real life the
exposure was 1/50 th of a cigarette a day! (Int Arch Qccup Environ
Heal ;th, vol.71, no.379, 1998).

These problens do not plague the epidemology of
infectious diseases, as there 'identification" 1is possible as
these "diseases occur only after exposure to specific bacteria,
viruses and parasites. Indeed, it would be grossly unfair to |unp
all epidemology together in view of the spectacular successes
wth infectious diseases- successes that have been possible
preci sely because absol utely undeni abl e causes could be identified
and controlled. This is not the case for the study of nbst cancers
and other conditions that are linked to a multitude of risk
factors, none of which could be positively |abeled as a cause"
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(Gori and Luik (1999), p.7).

Sir Richard Doll hinself was aware of the pitfalls
of drawing <causal inferences from epidemology. He wote:
"Epi dem ol ogi cal observations..have serious disadvantages..they
can seldom be nade according to the strict requirenments of
experinmental science and therefore may be open to a variety of
interpretations. A particular factor nmay be associated with sone
di sease nerely because of its association with sonme other factor
that causes the disease, or the association may be an artifact due
to sonme systematic bias in the information collection...these
di sadvantages |imt the value of observations in hunans,
but...until we know exactly how cancer is caused and how sone
factors are able to nodify the effects of others, the need to
observe inmmginatively what actually happens to various different
categories of people wll remain (Doll and Peto (1981) p.1218-
enphasi s added). The enphasised word underlines the subjective
nature of the resulting causal inferences drawn in epidem ol ogi ca
studies of non-infectious or 'life-style' diseases. This in turn
has been justified by another epidemologist, who says: "despite
phi |l osophi ¢ injunctions concerning inductive inference, criteria
have commonly been used to make such inferences. The justification
offered has been that the exigencies of public health problens
demand action and that despite inperfect know edge causa
i nferences nust be nmade" (Rothman (1986), p.17). But as Cor
(1998) has rightly remarked about this view it is circular as it
i nvokes exigencies of public health to justify these inferences
whi ch sustain the exigencies in the first place!

Not surprisingly, therefore not only nedical practitioners
but al so researchers are now beginning to question the scientific
basis of epidemology. Utimately it can only be credible if the
basics of biology are used, in the |anguage of econonetrics, to
"identify' the nodel. Mst of the 5 per cent statistically
significant results inpugning nearly every aspect of our diets and
life styles go against basic biology (see Le Fanu (1998) and La
(1999Db,c)) and hence the attenpts to control or prevent disease by
|l ecturing us on how we live is nothing short of statistical
wi tchcraft.’

" In this context it should be noted that there is now

concl usi ve evidence that peptic ulcers which were supposed to be
caused by stress in certain personality types are now known to be
caused by the helicobacter bacillus, while there is grow ng
evidence that heart disease is due to a new strain of the
bacterium chlanydia. (see Le Fanu (1998)) Wile the two nmassive
trials of heart disease in the US (the MRFIT study) and Europe in
which an 'intervention' group was nmade to change its life style
unlike a control group which continued to live its rotten
lifestyle have finally exploded this life style view of heart
di sease. The results showed that for every 1000 subjects in the
intervention group 41 died of a heart attack while for every 1000
in the control group 40 died! (S. Ebrahim British Medica
Journal, 1197, vol.314). As Le Fanu (1998) explains, the socia
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VW have derived estimates of the net economc welfare
effects of taxation of cigarettes in the technical appendix for 5
countries/regions for which we are able to get the rel evant data.

Three of these are developing countries- India, Korea and South
Africa. The argunments we have given for ignoring the social costs
and benefits associated wth public pensions and health systens
are readily applicable to these countries. In addition we have
al so provided estinmates for two devel oped countries/regions: Japan
and the European Union (the 9 major countries in it viz.Belgium
Denmark, France, Germany, Ireland, Italy, Netherlands, Spain and
the United Kingdon). These estimates too are derived on the sane
basis as for the devel oping countries. They can be interpreted as
the true social costs and benefits net of transfer paynents, or if
the current erroneous practice of taking account of pecuniary
externalities is maintained as the effects which would occur if
the public health and pension systens were privatized and
i ndi viduals bore the relevant costs and benefits thensel ves.

In deriving these estimtes we have to take account of
the addictive nature of cigarettes in estimating their denmand.
Till recently nost estimates of cigarette demand were based on
assum ng consuners were irrational or nyopic. In the irrationa
case (see eg. Schelling (1978)) a sort of divided self was
posited, with stable but inconsistent preferences with the 'short
run' self adoring tobacco while the '"long run' self wanted cl ean
lungs and a long life. In the nyopic nodels, current consunption
depends on the 'stock of habits' which is given by the depreciated
sum of all past consunption (see eg. Houthakker and Tayl or
(1966)). So current consunption depends on past consunption but
not future consunption. The rational addiction nodels repair this
om ssion and show how, even wth addictive goods, consuners
maximse utility over their life cycle taking account of the
future consequences of their action (see Becker and Murphy (1988),
Becker et.al. (1991)). These nodels capture nany of the well known
features of addiction to tobacco. Due to reinforcenent,
consunption in adjacent tinme periods are conplenents. So that
current consunption of the good is related not only to the current
price but also all past and future prices. The long run effect of
a permanent price change will exceed that in the short run, as
will that of an anticipated price change from one which is
unantici pated. These nodels also |lead to binodal distributions of
consunption echoing the 'binge' and 'cold turkey' type behaviour
found anong addicts. Also the nodel inplies that tenporary events

and dietary theory of disease is doonmed to failure as the body's
mechani sns are |like a thernostat, so that changing the '"exterieur'
(eg. the anobunt and type of food consuned) will not change the
mlieu interiur, the physiological functions such as the |evel of
chol est erol
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like a price cut, peer pressure, stress etc can |ead to pernanent
addiction. Finally, the responsiveness to price changes wll also
depend upon the individual's rate of tinme preference- the rate at
whi ch he/she discounts the future. The rational addiction nodel
would thus seemto capture all the features that supposedly nake
cigarettes '"different' from other consunption goods.

W have estimated our demand curves for the five countries
and regions for both the nyopic and rational addiction nodels, and
invariably the latter perforns better. So our estimates of the
wel fare effects of tobacco taxation is based on the estinmated
rational addiction demand curves for each of our countries.

Next we estimated the consuner surplus |ost per snoker
as a result of the current |level of taxation, i.e. the area A+tB in
Fig. 1. Wth unchanging incone, this CS annual |oss would accrue
for each of the year's the consuner continues to snoke. Assum ng
that nost addicts get hooked on their habit at the age of 20 and
t hen never give up, this gives us CS losses in the years till they
die of their snoking related diseases. This does not take account
of those snokers who quit, as we do not have any data on this.

Manning et al (1989) have used data from the Centre of
D sease Control and US |life tables to estimate the relative risk
of snoking for two hypothetical cohorts of nen and wonen from age
20 to death: one cohort snokes, the other does not. Fromthis they
derive the figure that, for each pack of cigarettes snoked, life
expectancy at age 20 declines by 137 mnutes. W use this figure
to estimate the duration of |life saved by the reduction in tobacco
consunption caused by the current tax rates. As explained in
section one, we value this savings in terns of the yearly per
capita incone (y(T)) that the person would have had if they had

lived their normal life expectancy (E). So for each pack not
consuned, at the date T= E-20 (as we assune that all our snokers
start at 20 vyears of age)there wll be a benefit of

[ 137/ (60x24x365)] y(T). This of course does not take account of
the fact that with cigarettes there are threshold effects as at a
|l ow daily consunption, nunerous studies have found that, there
maybe no significant risk for snokers as conpared w th non-snokers
(see Gori and Mantel (1991))

Wthout any inconme growh, therefore, the net welfare

benefit of the tobacco taxes will be the CS |losses from age 20
till the normal life expectancy in that country, against which
have to be set the benefits of the extra years of |ife gained

(valued at the per capita incone) in the year T. But as a dollar
given up today is not equivalent to a dollar gained tonorrow, we
wi Il have to discount these dated costs and benefits. The rationa
addi ction nodel estimates, provide the rates at which our average
snoker discounts the future, but to take account of the
"msperception of risk' argunent currently used agai nst snoking,
we wll be using nuch lower 'social' discount rates, nanely 2,5,
and 10 per cent to determne the net present values from the
alternative levels of taxation of cigarettes.

Finally, we need to take account of the fact that per
capita incone will increase in the future. This wll effect both
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the costs and benefit calculations. In terns of Fig. 1, the denmand
curve will now shift in each year because of income growmh. So in
each year we will have the additional consumer surplus |oss given
by area C added on. This is readily derived from our demand curve
estimates. Also the per capita inconme in year T when the benefits
fromincreased life accrue will also be higher.

If nis the percentage of a year saved by not snoking a
pack of cigarettes , and per capita incone is growng at the rate
of g per year, and d is the discount rate, then the present val ue
of the benefits (PVB) from tobacco taxation is the reduction in
cigarette packs per snoker (N) induced at our assuned starting age
of 20, so:

(1) PVB=NI[ n vy (1+g) " ]/ (1+d)T

The present value of the consunmer surplus (PVC) lost in each
year C"is :

(2)  PVC= N [n0o ' C /(1+d)" ]
The net present benefit NPB is then given by:

(3) NPB = (1) - (2)

In the Appendi x these estimates have been nmade for (a)
the current level of taxation in each of the 5 countries (b) a 10%
increase in taxation as recommended by the WB report (c) a 10%
increase p.a. for 10 years as recommended in the draft WB report.

Table 1, summarises the estimates for each of these
policies for each of the countries on the best guesses about the
i kely value of g, and assuming d=2. W give the figures for each
snokers change in welfare, and for the country in aggregate. The
per capita incone and GDP is also given for each country to allow
a conparison of these net benefits to be appropriately scal ed.

By any standard, the economc welfare |osses from
exi sting tobacco taxes are huge, and wll further rise if the
taxes are raised on either of the two policy recomendations. Thus
for Korea the per snoker loss fromcurrent taxation is nearly 15%
of current per capita incone, and the aggregate |oss from current
and future taxation (of a 10% p.a. increase for 10 years) would
amount to 12% of current GDP. For India, the per snoker |oss from
current taxation is nearly tw ce per capita GDP, and the aggregate
|l oss from current and future taxation (of a 10% increase for 10
years) would be a nassive 80% of current GDP. For South Africa,
the per snoker loss from current cigarette taxation is about 11%
of per capita inconme, and the aggregate loss from current and
future taxation (of a 105 increase for 10 years) is 41%of current
GDP.

As the snokers who incur these |osses are admtted by the
VWB report to be relatively poor, and if we were to apply the WB's
proj ect evaluation nethodol ogy (Squire and van der Tak), we would
have to apply distributional weights to them so that a 1 $ |oss
to these poor would be socially nore costly than a 1 $ loss to
some one at the per capita incone. W have not nmade this
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adjustnent as we do not have any incone distributional data on
snokers. But this does suggest that our estimates are likely to be
under-estimates of the true social |osses fromtobacco taxation in
devel opi ng countri es.

CONCLUSI ONS

Qur conclusions can be brief. The WB report provides no
cogent reasons for its crusade against tobacco in the devel oping
world. Wth nost of the costs and benefits being privately borne
in these countries, the only case for intervention wuld be on the
grounds of an externality. W have seen there are no such grounds.
This crusade as so nuch of past devel opnent policy is based on an
inplicit contenpt for the poor masses of the Third Wrld. The
conclusion of ny survey of these dirigiste economc policies in
1983, is as applicable to this social dirigisme of the WB-WHO. In
ny The Poverty of 'Devel opnent Economics', | concl uded:

" At its bluntest, behind at |east part of the dirigiste case is

a paternalistic attitude born of a distrust of, if not contenpt
for, the ordinary, uneducated masses of the Third Wrld. This
attitude is not confined entirely, nor primarily, to Wstern
outsiders; it is shared by many in the ruling elites of the Third
Wrld. As a |eading devel opnent econom st [Paul Streeten] has
observed about Gunnar Mrdal, one of the Wstern economsts to
have fuelled the Drigi ste Dogma

"As a proud somewhat unSewedi sh Swede...he [Mrdal] finds
it easier to identify with liberal Americans than wth the English
or French, and easier with Englishnmen than with the Indian nmasses.
It is partly for this reason that An Anmerican Dilemma is an
optimstic book, and Asian Dranma a pessimstic one. He once said
how kindred American aspirations and ideals, and the "American
creed", were to his own beliefs, and how he could identify wth
these ideals when witing the book on the black problem and how,
in contrast, when he visited an Indian textile factory, the thin
hal f - naked brown bodies struck him as utterly alien.' (streeten,
p. 425).

It is easy to suppose that these half-starved, wetched
and ignorant masses could not possibly conform either as
producers or consuners to the behavioural assunptions of orthodox
neo- cl assi cal economcs...it is the hall-mark of nuch of
devel opnent econom cs- together wth the assertion that sone
ethereal and verbally sanitised entity (such as 'governnment',
"planners' or 'policy nmakers') which is both know edgeable and
conpassi onate can overcone the defects of these stupid or ignorant
producers and consuners and conpel them to raise their living
standards through various dirigiste nmeans" (Lal (1983), p.104).

And so it is wth the WB-WHO report. The attenpt
to inflict the estimated |arge | osses of economc welfare on poor
people is w cked and shameful, when for so nmany of these poor the
noxi ous weed is one of the only sources of pleasure in lives which
remain 'nasty, brutish and short'.
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TABLE 1
SUMMARY OF NET ECONOM C BENEFI TS OF Cl GARETTE TAXES
NET PRESENT VALUES (US $)

COUNTRY/ REG ON CURRENT 10% | NCREASE 10% a YEAR

TAXES | NCREASE
FOR

10 YEARS

| . KOREA
(2%a. y incr,
d=2%
(a) per snoker - 1495 -251 - 2463

(b) aggregate (billions) -23 -4 -37
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per capita incone: 10,641; GDP (billions): 489. 38

1. IND A

(3%.a.y incr,

d=2%
(a) per snoker - 455 -20 - 280
(b) aggregate (billions) - 99.9 -5.64 -61. 69

per capita incone: $209 ; CDP (billions): $196.23

[11. SOUTH AFRI CA

(3%.a, y incr.

d=2%
(a) per snoker - 822 - 153 -2104
(b) aggregate (billions) -36.3 -6.8 -92.8

per capita inconme: 7186; GDP (billions) 316.9

V. JAPAN

(2%pa.,y incr.

d=2%
(a) per snoker - 3190 -529 -4309
(b) aggregate (billions) -106 -18 -273

per capita incone:29,404; GDOP (billions): 3717

V. EUROPEAN UNION (9 countries)
(0%.a, y incr.

d=2%
(a) per snoker - 1998 - 354 - 6597
(b) aggregate (billions)- 273 -48 -900

per capita incone: 17,697; GDP (billions): 5892

Sour ce: Appendi x Tabl es.
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