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TOBACCONOMICS

Introduction - economic arguments against tobacco control

When clinicians and researchers first understood in the 1950’s that smoking Kills, the tobacco
industry faced a choice: either go on the back foot and admit its product would eventually kill half
of all users or use its considerable resource and influence to protect its interests by undermining
the evidence in order to “throw sands in the gears” of public health policy.

As understanding developed of the adverse effects smoking has on life expectancy and wellbeing,
industry pro-tobacco arguments diversified. Now the industry has been forced to concede
that smoking Kills,? efforts are increasingly concentrated on building libertarian and economic
arguments against policies to reduce smoking prevalence, as scare tactics to deter policymakers
from supporting tobacco control policies.

The tobacco industry can no longer credibly deny the addictiveness of tobacco, its role as a cause
of lung cancer and the harmful effects of secondhand smoke. Instead the arguments employed
to counter tobacco control policies and influence government policy makers emphasise claims
that tobacco control measures have adverse effects on the economy.

Tobacco lobbyists repeatedly argue that tobacco control measures will at one and the same
time be ineffective and cause a disastrous drop in tobacco sales. This apparent contradiction is
reconciled by arguing that any form of tobacco regulation will lead to an increase in the tobacco
black market which enables smoking rates to be sustained while at the same time legitimate
business declines.

The same arguments are recycled again and again for each new policy intervention. So, for
example, it is alleged that not only does raising taxes lead to increased smuggling, reduced tax
revenues and small businesses going bankrupt, but so will putting tobacco out of sight in shops.
When the UK consultation on putting tobacco in plain, standardised packs is launched, the same
arguments will be recycled yet again. They already have been in Australia where plain packs are
due to be introduced in 2012.

In propagating their economic arguments the tobacco firms have established a disparate and
loose coalition of lobbyists such as the tobacco industry funded pro-smoking organisation Forest
(Freedom Organisation for the Right to Enjoy Smoking Tobacco), smaller retailers and businesses.

Some of these groups are funded largely, and in some cases entirely, by the tobacco industry
and can be seen as no more than ‘fronts’ for industry interests. These include the Tobacco
Retailers Alliance which is funded by the Tobacco Manufacturers Association. Many groups,
however, have sided with the economic arguments used by the industry because the industry
has roused their fears and they have genuine concerns that tobacco regulation will damage
their economic livelihood.
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“It is hard to see how the tobacco industry can sustain their claims that Irish duty
has fallen since the display ban when the Irish government says they have increased
but it is consistent with industry misinformation about tobacco policy”

Dr. Casey Quinn, University of Nottingham

However, the dire predictions of the tobacco industry have proved false. The UK is a good
example. Since a comprehensive strategy to reduce smoking prevalence was introduced in 1999,
which included an advertising ban, picture health warnings on packs, smokefree legislation and
tax rises, there have been dramatic drops in smoking rates amongst both adults and children,
sustained declines in smuggling and increases in tax revenue.® Businesses have survived. The
ban on smoking in public places has not only been popular but highly effective in reducing the
harm caused by secondhand smoke* and when it came into force was accompanied by an
increase of over 5% in the number of licensed premises year on year.

Pro-tobacco arguments and Tobacconomics

The tobacco industry uses pseudo economic arguments to divert attention away from the health
consequences of smoking to protect its revenues. Time and again the industry displays the same
tired position by:

e  Standing up for small businesses and defending workers’ jobs
e  Raising the alarm about counterfeit and smuggled tobacco
e Denying the effectiveness of tobacco control measures

We will examine these themes in turn.
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STANDING UP FOR SMALL BUSINESSES
AND DEFENDING WORKERS JOBS

Claims

Facts

Point of sale display bans are costly and
ruinous for small retailers®

Refitting costs are small and experience
shows that there has been no adverse

effect on small retailers 578° "

Smokefree bans have improved the health

Smokefree bans harm the hospitality of employees, enjoy public support and

i 13
industry have had no significant adverse effect on

the hospitality industry 41415161719

Tobacco control policies lead to job losses Mechanisation of the tobacco

and are harmful to economic growth 2124 manufacturing process has led to job
losses, whilst a reduction in smoking
has reduced absenteeism and increased

worker productivity 8212626
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Tobacconomics on the point of sale display ban

“A ban on tobacco displays will put many independent shopkeepers out of business
.. . 23 convenience stores in Ontario and 12 in Quebec closed every week after
bans were introduced there.”

John McKeown, Tobacco Retailers Alliance, Press Association 17/06/2009

In fact, the number of convenience stores increased by 1.9% in 2008.5

“The display ban will damage both competition and the livelihoods of tens of
thousands of small businesses by imposing high compliance costs on them.”
Michelle Healy, BAT General Manager, 2010 2 ¢

In fact, the cost of refitting shops has been found to be small and not prohibitive: the average
cost of shop refits in compliance with the Irish tobacco display ban was £300, as reported by the
Association of Convenience Stores itself (ACS).”

Small retailers are under pressure from competition with larger supermarket chains for reasons
other than tobacco control policies.2 However, experience shows that incentives paid to retailers
by tobacco firms do not disappear with the implementation of tobacco display bans.”

Tobacco industry championship of small businesses is backed up by the money tobacco firms
pour into retailer lobbying organisations.® ™ Small retailers have been encouraged to believe
that tobacco sales are vital to the success of their trade and tobacco control measures will be
detrimental to their business. Yet tobacco sales account for only a small proportion of small
business profits. Although tobacco sales account for up to a third of a small retailer’s turnover,
the profit a shopkeeper makes on a packet of cigarettes is very small (approximately 4-5% on a
packet of 20)'" 2 whereas the profits to be made by retailers on the sale of fresh fruit in comparison
are large — around 25%

Tobacconomics on the implementation of smokefree
legislation

“We are recovering from recession and it is time to lift the legislative weight off
struggling local businesses and their communities. The smoking ban has, contrary
to claims from health organisations, severely threatened the £6 billion pub and
bingo industry by negatively affecting thousands of people working in the hospitality
sector who have lost sales, jobs and their livelihoods. Here is the evidence of how
the smoking ban has impacted on Britain’s pubs and clubs”:
Christopher Ogden, Chief Executive of the TMA, July 2010 '®

The tobacco industry claims that smokefree policies in the UK saw 52 pubs close every week.
The British Beer and Pub Association (BBPA), campaigning against licensing reforms and the
smoking ban, told Parliament that almost 2,000 more pubs closed than opened in 2008; a
subsequent press release claimed that this total had increased to 52 pubs closing every week. '
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A BBC investigation into the claim that “52 pubs close every week” found that the survey
had reclassified venues that increased the amount of food sold from “pubs” to “restaurants”
and counted them as “pub closures” even though the venue, licence and staffing remained
unchanged.'®

Furthermore, evidence shows that in many countries, bans on smoking in public places have had
a net positive economic benefit for businesses and no adverse effect on the hospitality industry.*

The UK government’s official review into the impact of smokefree legislation shows that smokefree
laws do impact on the hospitality industry in a number of ways, many of them positive as the
health of employees is no longer at risk from the effect of secondhand smoke and insurance
and cleaning costs have reduced. Moreover, studies have shown no significant decrease in bar
patronage or restaurant attendance pre and post-legislation.*

In 2007 The Campaign for Real Ale (CAMRA) published a survey demonstrating that pubs are
continuously under threat from closure for a variety of complex reasons. Reports from 197 CAMRA
branches across the UK found that approximately 56 pubs a month are closed permanently,
and at any time 1,300 are shut and facing an uncertain future.'® In 2007, the year England
went smokefree, the number of premises licensed for “on sales” of alcohol increased by 5%.'"
Subsequently the numbers have increased every year.'®

Data from the Office for National Statistics survey on attitudes to smoking show a net increase
in the number of people going to pubs since the smokefree law came into effect.®

Premises in England and Wales such as pubs with a
licence for both “on” and “off” sales

77,900 80,800 81,800 82,300

2007 2008 2009 2010
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Tobacconomics on the loss of jobs

“An lIrish type ban would lead to 20-40,000 job losses in Belgium”.
Reported in La Libre Belgique, 10th March 2005

Yet, according to the website of the Belgium hospitality industry, in Belgium only 14,183 people
work in bars.?®

Additional evidence from the Central Statistics Office of Ireland shows that following a smokefree
ban, industry claims that licensed trade turnover was down by as much as 16% and overall
employment levels were cut by 14% were inaccurate. In fact, a small decrease of 3.3% in sales
was experienced that was broadly in line with trends of a gradual downturn in volume of sales in
bars that began in 2002.%!

It is claimed that reductions in tobacco volume sold led to the closure of manufacturing plants
and the loss of farmers’ livelihood in the developing world. For example, it is alleged that South
African tobacco control policies led to the closure of the BAT Paarl factory and 350 job losses,
putting up to 10,000 associated jobs (including poor farmers) at risk.

However, according to internal company documents, BAT closed the Paarl factory because it
was obsolete and inefficient and they relocated 50 workers to a modern factory in Heidelberg.?®
It is the mechanisation of the means of tobacco production that is therefore responsible for job
losses.?? Although volume sold today is greater than in the 1960Q’s there are now considerably
fewer people employed in tobacco manufacturing.?®

It was claimed that the 1988 EU Tar Directive would lead to the loss of 338,000 jobs and an illicit
tobacco market share of 95%.24 In reality the Tar Directive had no impact on job losses, sales of
illegal tobacco or popular premium brands.

Furthermore the ‘jobs versus lives’ argument has no merit in relation to health considerations and
life expectancy: on average each smoker loses 10 years of life and experiences many more years
of ill-health.2® The economic benefits of cutting smoking prevalence by half (through reduced
healthcare costs due to lower incidence of smoking-related disease; and through increased
economic productivity and reduced workplace absenteeism) are estimated in the UK alone to
reach between £13.7bn and £15bn by 2020.2¢
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RAISING THE ALARM ABOUT COUNTERFEIT AND
SMUGGLED TOBACCO

Claims

Facts

High taxes on tobacco increase smuggling
and can reduce government tax revenue 2’

Industry complicity and their control of
the supply chain, corruption and lax
enforcement are the key factors in the
increase of smuggling; increasing tax
on tobacco products has increased

government revenues and tobacco firms’
profits 2829 33 34 35 36 38

Point of sale display bans on tobacco

create an “under the counter culture”,
increasing underage sales and the demand
for illicit tobacco. Imperial Tobacco reported
to shareholders at their 2011 AGM that

Irish tobacco duty revenue fell by £0.5bn
(€0.57bn), which would have been a crushing
fall of 47% © 74054

Independent evidence shows no increase
in youth smoking or tobacco smuggling.

In Ireland tobacco duty revenues were
unaffected by the display ban. Indeed they
increased by almost €50 million 444546

The removal of branding on tobacco
products and the introduction of ‘plain
packaging’ makes it easier to counterfeit
cigarettes and harder for enforcement
agencies to detect illicit products?

Cigarette packs already carry unique
identifiers. Removing the branding will
make no difference to the effectiveness

of scanners to detect illicit products 28293339

Tobacconomics on the market for illicit tobacco

Tobacco measures such as “display bans . . . will promote an ‘under the counter

culture’ that will blur the line between legitimate and illicit tobacco, making it

harder to detect llicit tobacco and harder to reinforce the message that

smuggling is a crime . . .”

British American Tobacco response to the UK Government Consultation on

the future of tobacco control, December 2008

“In my research | have encountered some outrageous examples of the industry’s

bogus economics but in short, what ever tobacco reform a government proposes

you can be sure the industry will claim a) 50 small businesses will close every week b)

Thousands of jobs will be lost ¢) Our streets will be flooded with smuggled tobacco

and if they think they can get away with it they will claim all three.”

Luk Joossens, European Cancer Leagues

10
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The tobacco lobby continually claims that tax increases automatically lead to increases in
smuggling.

“Government has today increased tobacco duties by 2% above inflation which
clearly demonstrates a complete lack of joined-up-thinking as taxation is the
acknowledged driver of the illicit tobacco trade.”

Christopher Ogden, Chief Executive of the Tobacco Manufacturers’
Association (TMA press release, March 2011)

The logic of this argument is that tobacco products should not be singled out for high levels of
tax as it could lead to illicit trade undermining the legitimate market. Smuggling can and has been
reduced in the UK at a time of increasing taxation by law enforcement and supply chain controls.?®
High levels of smuggling exist between countries with similar legitimate tobacco prices. Tobacco
smuggling is also prolific in many countries with extremely low tobacco taxation and prices. Over
the last decade, action in Europe to enforce regulations and disrupt the illicit tobacco supply
has dramatically reduced the illicit tobacco market share in several countries (in the UK the illicit
market share fell from 21% in 2000 to 11% in 2010).% Only proper control by the tobacco industry
of the supply chain, that is sales of its products, and robust enforcement of trade regulations will
reduce the market for illicit tobacco.?®

Display bans have also not been shown to decrease government tax revenues. For example, in
Ireland following the implementation of a display ban, revenue from tobacco actually increased
from €1.17bn in 2008 to €1.22bn in 2009.%°

The tobacco industry claims that tobacco control measures, such as duty increases on tobacco
products, leads to the loss of government tax revenue. However, the demand for tobacco products
is such (being an addictive product with a relative inelastic demand) that despite the presence of
down trading to cheaper and illicit tobacco, government tax revenues will continue to increase as
they have done consistently for the past decade even as duty on cigarettes has increased over or
kept pace with inflation.®" Furthermore, although in 2010 global tobacco volumes sold fell by 3%,
overall industry profits rose as the industry increased prices around the world by 6-7%.%?

Legal price and illicit trade in 2007 *

World Bank Average Average percent of

Income Group legal price consumption that
(USS) is illicit

Low Income 1.13 16.8%

Middle Income 1.89 11.8%

High Income 4.91 9.8%

The international tobacco industry itself has been heavily implicated in facilitating smuggling
operations. 33433 |ndeed in 2000, Kenneth Clarke, BAT’s Deputy Chairman complained in

11
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response to an exposé of the company’s links to smuggling, that smuggling was caused by high
taxes and that,
“where governments are not prepared to address the underlying causes of the
problem . . . we act, completely within the law, on the basis that our brands will
be available alongside those of our competitors in the smuggled as well as the
legitimate market.” %’

During an investigation into tobacco smuggling by the Public Accounts Committee, the current
Chancellor, then a member of the PAC said in exasperation to senior executives of Imperial
Tobacco:

“One comes to the conclusion that you are either crooks or you are stupid,

and you do not look very stupid. How can you possibly have sold cigarettes to

Latvia, Kaliningrad, Afghanistan and Moldova in the expectation that those were

just going to be used by the indigenous population or exported legitimately to

neighbouring countries, and not in the expectation they would be smuggled?”
George Osborne MP, UK Public Accounts Committee on industry sales to
Afghanistan, Moldova and Kaliningrad, March 2003 3

Tobacconomics on plain packaging

The tobacco industry also claims that plain packaging (the removal of brand signifiers) will make
it easier to counterfeit tobacco products and harder for retailers and enforcement officers to
distinguish from legitimate product.

“Plain packs are also likely to lead to yet further increases in the smuggling of
tobacco products and plain packs would make it so much easier for a counterfeiter
to copy than existing branded packs, making it even more difficult for a consumer
to differentiate between genuine and counterfeit products.”
TMA response to publication of the UK government’s tobacco control plan,
March 2011

There is no evidence that plain packs will be easier to counterfeit. They will require complex
printing of the pictorial warnings. Smuggling of any tobacco product is a serious concern but
given current widely available printing technology all packaging in general is easy to counterfeit,
and as such, it can be difficult to be discriminate between genuine and counterfeit packaging.
But security features on the packs have been introduced to resolve this problem. In the United
Kingdom and many other countries, a security mark with an invisible feature has been applied on
each cigarette pack headed for the domestic market. Enforcement officials can scan the mark
and discover immediately whether a product is counterfeit.

Combining these measures with aggressive enforcement and consistent application of tough
penalties is the best way to counter smuggling, not tax reductions. Indeed in Canada when
tobacco taxes were reduced following a campaign by manufacturers smoking rates went up
while the illicit trade did not decline. *°

12
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Claims Facts

Tobacco control policies, such as duty  Evidence from several countries
increases and constraints on the promotion  demonstrates that duty increases and
and sale of tobacco policies, are ineffectual restrictions on the sale and promotion
in reducing the demand for tobacco and  of tobacco reduce smoking rates and
preventing children from smoking? childhood initiation 47 4849 51

Tobacconomics on youth take-up of smoking

The tobacco industry depends for its survival on its ability to recruit new young smokers. The
pro-tobacco lobby consistently argues that there is no evidence to suggest that measures such
as display bans and plain packaging will reduce youth take-up of smoking. For example, it has
claimed that youth smoking rates in Canada increased by 2% as a result of tobacco display
bans.*° As part of its campaign to block the Health Act 2009, which would ban tobacco displays
in England, the multi-national tobacco company Japan Tobacco International commissioned
Europe Economics, a London-based consultancy, to develop a case against the display ban,
providing “expert economic analysis”.*' The claims in the report are recycled by Patrick Basham
of the Cato Institute (whose funders include tobacco companies RJ Reynolds and Altria, owners
of Philip Morris). Basham is a Canadian pro-tobacco industry spokesman who has been actively
campaigning against proposed UK tobacco control measures. Expert analysis has found his and
other tobacco industry reports to be extremely flawed.*? A major problem is that the analysis is
inconsistent: a high burden of proof and very exacting methodology is applied to evidence that
does not support the pro-tobacco position, whilst the bar is set significantly lower for evidence
that is supportive.

Neither Basham'’s report nor all but one of the references he cites, are in peer reviewed academic
journals. Quotes are almost entirely from tobacco industry or small shops spokespeople or from
reports by consulting firms working on behalf of the tobacco companies. Yet Basham'’s report is
then further recycled and asserted as fact by Philip Davies MP in his ConservativeHome blog.*®

“Industry funded analysts produce unbalanced and misleading reports, these
get recycled by lobbyists and front groups and in due course crop up in the
speeches of industry friendly politicians. Thus essentially bogus claims become
accepted as ‘fact’ ”
Anna Gilmore, University of Bath.

13
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In truth Canadian youth smoking rates have fallen steadily and there has not been a single year
when they have risen.* Evidence suggests that smoking rates among adults and young people
have fallen and daily cigarette consumption is lower after the implementation of point of sale
display bans. Age of smoking initiation among youth is also higher.*®

Current Smoking Prevalence 15-19 Year Olds (Canada)

25—
20—
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0 I I I I I I I I \
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Jurisdictions that have enforced tobacco point of sale bans as part of a range of tobacco control
measures have seen a decrease in smoking prevalence among young people. In Iceland the
prevalence of daily smoking among 15 year olds fell from 18.6% in 1999 prior to the cigarette
display ban to 13.6% in 2003, two years after the law came into effect and has continued to fall
thereafter.

Basham in his review of display bans, cites data from a report by the Public Health Institute of
Iceland (PHII) published by Statistics Iceland, which he claims showed youth prevalence to have
risen 1o 15.5% (“Youth in Iceland Survey). However, he uses this rather than another survey
which showed a decline to 12.2% of youth smoking (ESPAD survey). Stefan Hrafn Jonsson,
Division Director, Research and Development of the PHII, had already written to the UK tobacco
industry correcting such misuse of the data. He stated: ‘The European School Survey Project on
Alcohol and Other Drugs (ESFPAD) survey covers almost all Icelanders in the 10th Grade, ie about
16 years old, but takes place less frequently. The PHII survey uses a sample of approximately
2,400 Icelanders aged 15-89 years old. This means the sample size for any given age group is
only a few hundred. The PHIl regard the ESFAD survey as more appropriate for measuring youth
smoking’.%®

In Canada, research by the Canadian Tobacco Use Monitoring Survey shows that banning point
of sale displays in a growing number of provinces has coincided with a fall in smoking prevalence
rates amongst 15 to 19 year olds — from 22% in 2002 to 15% in 2007. 4

An evaluation of the impact of Ireland’s tobacco display ban found an improvement in attitudes
among young people regarding youth smoking including: a reduction in the tendency to over-
estimate the number of their peers who smoke, a reduction in the recall of tobacco displays,*
and a reduction in the belief that they would be able to buy cigarettes successfully. 47
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Tobacconomics on smoking rates

While it is difficult to attribute individual tobacco control policies to an associated decline in
smoking rates, all countries with a comprehensive tobacco control strategy have experienced a
decline in smoking rates.

Smoking rates in Canada, Victoria (Australia) & England *

® Canada
@ Victoria, Australia
35 ® England
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Conversely, when the ‘foot is taken off the pedal’ and tobacco control efforts are reduced, smoking
rates can rise again as happened in the case of Ireland after the introduction of the smoking ban.
A comparative study of the effects of the smoking ban in England and the subsequent impact of
the recession demonstrates that, whilst smoking rates continue to decline, continued downward
pressure on smoking through tobacco control policies is required.*®

The difficulty with assessing the impact of tobacco control policies is that in ‘real world’ situations
it is extremely difficult to disaggregate the impact different policies will have on smoking rates and
behaviour. There is, however, a large evidence base which shows that the most effective tobacco
control strategies involve taking a multi-faceted and comprehensive approach.®°

Smoking is a highly addictive activity and smoking behaviours are irrational: there is a wide range
of social, physical and behavioural factors that influence the take-up of smoking. This should
not be a deterrent to further activity to reduce smoking rates. A comprehensive evaluation of the
effectiveness of NHS Stop Smoking Services (in smoking cessation) shows that it is the single
most cost-effective life-saving intervention provided by the NHS.5
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In England, smoking continues to be the primary cause of preventable death accounting for
over 80,000 deaths in 2009, a figure more numerous than the next six most common causes of
preventable deaths. Smoking also costs the NHS over £2.7 billion each year and the costs to the
wider economy are estimated at nearly £14 billion each year.%?

Although it is important and necessary to refute the economic arguments given by the
pro-tobacco lobby, and echoed by small businesses concerned about their livelihoods,
it should not be a distraction from the fact that smoking kills half of all life-long users
and tobacco control policies save lives.

However, tobacconomics does need to be refuted. Contrary to the claims of the pro-tobacco
lobby, public health policies are not incompatible with economic development and increasing
government tax revenues. As the three-year review of smokefree legislation in the UK has
shown, smoking bans can often result in positive economic benefits for countries where they
have been implemented.*

Small businesses and retailers, for so long duped by the tobacco industry into thinking tobacco
sales are vital to their livelihoods, can make far greater profits on the sale of fresh fruit. It should
be incumbent on tobacco companies to publish details of their marketing spend and funding
of ‘front organisations’ so that we can distinguish between the voice of the tobacco firms who
make by far the greatest profits from the sale of tobacco and that of retailers with genuine but
misplaced concerns about their businesses. If policy makers were to continue to make efforts to
actively engage with these small retailers and seek their views and support for tobacco control
measures, we could achieve the twin goals of promoting public health goods and supporting
small businesses that are increasingly under pressure from large supermarkets and chains.

Many of the assertions made by tobacco firms and repeated in the media, such as how the
banning of tobacco advertising will kill the French Press® and how the ban on point of sale
display of tobacco in Ireland resulted in Irish tobacco duty revenues falling by £0.5 billion, are
just plain inaccurate. % Faced with such obvious falsehoods there exists a strong temptation
to dismiss these claims out of hand and focus solely on the health gains to be had from
curtailing tobacco use.

However, it would be a gross error to dismiss the scare stories; for no matter how spurious the
economic arguments might be and how plain the evidence is to the contrary, these assertions
capture media attention and assume an influence on policy makers disproportionate to their
accuracy by dint of repetition and through powerful lobbying by vested interests. The same
goes for the pseudo-scientific research commissioned by the tobacco industry which demands
unrealistically high standards for health research but accepts poor quality data from the
tobacco lobby.
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