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Executive Summary

Smoking is one of the leading preventable causes of death in the world. In most
wealthy countries, smoking has been declining for decades.

Public health experts and anti-smoking groups have for many years advocated
for restrictions on the marketing of tobacco products in general and cigarettes in
particular. In response, governments in wealthy countries have banned most or
all advertising, and many have banned sponsorship and other explicit forms of
marketing of cigarettes.

Many public health advocates say these restrictions do not go far enough and
have called for the elimination of brand identifiers such as logos and colours on
cigarette packs. Some experimental evidence suggested that such plain packs
would encourage smokers to perceive cigarettes less favorably, which might
lead them to quit.

However, this optimism was tempered by evidence that even restrictions on
advertising have had at best a small influence on the decline in smoking (most of
the decline can be traced to a better understanding of the risks of smoking, in
large part a result of public information campaigns, and taxes on cigarettes).

In 2011, Australia’s government introduced legislation mandating that cigarettes
be sold in “plain packages” (i.e., without brand logos and colours). The
legislation came into effect in late 2012. (Australia had already banned
practically all tobacco advertising and other forms of marketing. In 2006, it had
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introduced a requirement that cigarette packs display graphic health warnings on
a substantial proportion of their surface area.)

Some studies (such as a survey carried out when plain packaging was being
introduced, an analysis of calls to a smoking cessation hotline, and a survey of
outdoor smoking habits) suggest that plain packaging has indeed, made
cigarettes less desirable to smokers and has increased thoughts of quitting.

However, an online survey of smokers carried out in two phases, the first a
month before and the second six to eight weeks after the introduction of the
plain packaging rules, suggest that the impact of the rules on quitting tendencies
is probably small. Moreover, many smokers engaged in defensive behaviors
such as covering up health warnings, and did not report changing brands or a
significant increased tendency to quit. This finding was corroborated by another
survey that found that in the year to July 2013 the proportion of smokers in
Australia had not declined since the introduction of plain packaging.

A study looking at discarded packs and other data suggests that consumption of
cigarettes in the year to July 2013 remained at the same level as in 2012, but
found that the proportion of illicit cigarettes had increased substantially. This is
corroborated by the most recent Annual Report of Australia’s Customs and
Border Protection Service, which indicates that the number of illicit cigarettes
entering Australia has indeed risen dramatically in the past three years.

The discarded pack study concluded that contraband—much of which is in the
form of finished cigarettes that are not legally sold anywhere in the world,
known as “illicit whites”—now accounts for more than half of illegal sales and
about 7.5% of all sales. Part of the blame for the increased availability of illicit
whites lies with a 25% increase in excise tax on tobacco introduced in 2010.
But, since most of the increase in their market share occurred in the past 18
months, part of the blame almost certainly rests with the plain packaging rules.

The wide availability of illicit whites in Australia means it is highly likely that
adolescents now have greater access to cigarettes than previously—and at lower
prices. Moreover, these “illicit whites” have no health warnings. Given the
contribution of plain packaging in Australia to the rise of the illicit white, it
seems reasonable to conclude that it has been counterproductive.

While motivated by the best of intentions, plain packaging’s effects appear to
have been less than desirable. Other countries contemplating the introduction of
plain packaging would be well advised to postpone any decision until its effects
in Australia are better understood.
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Introduction

We have known for decades that smoking can be harmful. And for decades
governments have been trying to persuade smokers to kick the habit. From taxes
to mandatory warning labels to advertising bans to multibillion dollar lawsuits to
outright bans on smoking in “public places,” governments have seemingly gone
through the gamut of tools that might persuade smokers to quit. Yet still many
people continue to smoke—and every day some take up the habit.

In response, public health advocates have pushed for further restrictions on the
marketing of tobacco products. In particular, they have pushed for the
elimination of most brand information on packs of cigarettes and,
simultaneously, for mandatory graphic images on those packs. On December 1,
2012, Australia became the first country in the world to require cigarettes to be
sold in such “plain” packs. Other countries, including the U.K. and Ireland, are
now considering similar legislation.

This brief, the first in a series that seeks to analyze policies toward tobacco harm
reduction, seeks to assess the effectiveness of such “plain packaging” policies.
Following an overview of the history of concerns about the health impacts of
tobacco consumption and policy responses thereto, it reviews the trajectory of
tobacco consumption in various countries and summarizes research relating
tobacco consumption to government policies and other factors. It then assesses
the evidence for and against plain packaging, including recent data from
Australia.

A Brief History of Concerns Regarding Tobacco’s
Effects on Health and Policy Responses

Concerns about the health impacts of tobacco consumption go back to 1604,
when King James I penned a polemic, 4 Counterblaste to Tobacco, filled with
purple prose, which ends by asserting that smoking is, “A custome lothsome to
the eye, hatefull to the Nose, harmefull to the braine, dangerous to the Lungs,
and in the blacke stinking fume thereof, neerest resembling the horrible Stigian
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smoke of the pit that is bottomelesse.

Empirical evidence regarding tobacco's health effects came first in 1761, when
London physician John Hill warned that snuff may be causing nasal cancers he
had observed in several patients.” Thirty five years later, physician and polymath
Samuel Thomas von Sommering noted that pipe smoking seemed to be causing



4 | Adam Smith Institute and Reason Foundation

lip cancers among his patients.” In 1836, Samuel Green warned “that thousands
and tens of thousands die of diseases of the lungs generally brought on by

e

tobacco smoking.”" Fears that smoking might be causing an increase in lung

cancer were heightened by a treatise on the subject by Dr I. Adler in 1912.°

However, convincing evidence remained elusive for many decades. In the early
1950s, Richard Doll and Bradford Hill in the U.K.® and Ernst Wynder and
Evarts Graham in the U.S.” offered the most reliable research yet showing that
smoking was associated with a significant increase in lung cancer. Doll and Hill
also showed that smoking was associated with a range of other diseases,”
including various other cancers, emphysema and heart disease.’

By 1964, the evidence that cigarette smoking was responsible for a significant
increase in both mortality and morbidity was considered sufficiently robust that
the Surgeon General of the United States issued a report warning that “cigarette
smoking is a health hazard of sufficient importance in the United States to

. . . 10
warrant appropriate remedial action.”

Policies seeking to limit the consumption of tobacco predate even concerns
about the health effects, by a long way. Around 1600, the Pope banned smoking
in holy places."' In 1604, King James I introduced a tax on imports of tobacco
at the extremely steep rate of six shillings and eight pence per pound of tobacco
(equivalent to about $150 today).'? In 1637, Plymouth Colony introduced a ban
on smoking on streets, in outhouses, in barns or on highways; violators were to
be fined twelve pence (presumably these measures were primarily intended to
prevent fires, though the colony, which was clearly not very socially tolerant,
also made adultery and sodomy offenses punishable by death)."

The first modern legislation restricting the sale of tobacco came in 1908, when
the British Parliament passed the Children’s Act, which banned the sale of
cigarettes to children younger than 16 years of age.'* Aside from taxes (whose
purpose, as in King James’s time, was mainly to raise revenue), few other
policies were introduced anywhere until the 1960s. Since then, however, there
has been a progressive clamp down on advertising and marketing tobacco
products in many countries around the world.

In 1963, New Zealand became one of the first countries to ban tobacco
advertising on radio and television. The U.S. followed suit in January 1971. In
Australia, advertising on radio and television has been banned since September
1, 1976." By the early 1980s, all countries that were then members of the
OECD, with the exception of Japan, had banned broadcast advertising of
cigarettes. '
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In addition to these broadcast bans, many countries imposed additional
restrictions on tobacco advertisers, ranging from requirements to use a portion of
the advertisement to display health warnings relating to smoking, to constraints
on the kinds of imagery that could be used. Comprehensive advertising bans
(i.e., bans on advertising in nearly all media, with few exceptions) were put in
place in Singapore (1971), Iceland (1972), Norway (1976), Finland (1978), New
Zealand (1991), Italy (1992), Canada (1993), France (1993), Australia (1994),
Sweden (1995), South Africa (1999). The Tobacco Advertising Directive, which
came into effect in 2005, banned all advertising of tobacco in the E.U."

Smoking rates in most wealthy countries peaked between the 1950s and 1970s
(typically, rates peaked earlier for men, later for women) and have been falling
since then. Tobacco consumption in most wealthy countries followed the same
pattern, as Figure 1 shows. Australia is typical: In 1945, approximately 72
percent of adult men and 26 percent of adult women in Australia smoked.'® By
1976, the proportion of male smokers had fallen to 43 percent, while the
proportion of women smokers had risen to 33 percent. But since then the
proportion of both sexes smoking has fallen, with approximately 22 percent of
men and 20 percent of women reporting that they smoked in 2010."” Similar
patterns are seen in most OECD countries: on average rates of smoking in
OECD countries fell by about 30 percent between 1990 and 2010 (only in
Russia did smoking increase).”

Figure 1: Tobacco Consumption in Select OECD Countries
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But while wealthy countries have seen significant reductions in rates of
smoking, rates have been growing in poorer countries. A recent survey of
tobacco use in 16 of the largest poor and middle income countries published in
The Lancet found that approximately 41 percent of adult men and five percent of
adult women in those countries smoke.*

The World Health Organization estimates that smoking was responsible for 12
percent of all deaths globally in 2004.” Such concerns motivated the
establishment of a Framework Convention on Tobacco Control (FCTC) in
2003,** the objective of which is:

... to protect present and future generations from the devastating health,
social, environmental and economic consequences of tobacco consumption
and exposure to tobacco smoke by providing a framework for tobacco
control measures to be implemented by the Parties at the national, regional
and international levels in order to reduce continually and substantially the
prevalence of tobacco use and exposure to tobacco smoke.”

The FCTC includes various measures intended to reduce demand for tobacco
products, including: tax and price policies (Article 6), restrictions on smoking in
public places (Article 8), regulations concerning the contents and emissions of
tobacco products (Article 9) and requirements concerning
manufacturers/importers obligations to disclose these contents and emissions
(Article 10), labelling requirements (Article 11); public education concerning
the impact of tobacco consumption (Article 12), bans on tobacco advertising
(Article 13) and smoking cessation programs and other measures intended to
reduce habitual tobacco use (Article 14). It also includes various actions
intended to reduce the supply of tobacco, including: actions to reduce illicit sales
of tobacco (Article 15), prohibitions on sales to minors (Article 16) and
provision of support for economically viable employment alternatives (Article
17).

Plain Packaging

Over the course of the past decade, activists called for further restrictions on the
appearance of cigarette packs, going well beyond what is required by the
FCTC.* In particular, they have argued for a combination of graphic images
(showing diseased lungs, mouth cancers and the like) and reduced prominence
for brands—known as “plain packaging”.
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The use of graphic images has been mandated by the governments of Australia,
Belgium, Brazil, Canada, Chile, Egypt, Jordan, Latvia, Malaysia, Mongolia,
Peru, Romania, Singapore and Turkey and the United Kingdom. So far,
however, only Australia’s government has gone so far as to require that no brand
identifiers be permitted other than the name, which may appear only in a small,
standardized font. Section 3 of Australia’s Tobacco Plain Packaging Act 2011
sets out its objects and intentions:

(1) The objects of this Act are:
(a) to improve public health by:
(1) discouraging people from taking up smoking, or using
tobacco products; and
(i1) encouraging people to give up smoking, and to stop
using tobacco products; and
(ii1) discouraging people who have given up smoking, or
who have stopped using tobacco products, from relapsing;
and
(iv) reducing people’s exposure to smoke from tobacco
products; and
(b) to give effect to certain obligations that Australia has as a
party to the Convention on Tobacco Control.
(2) It is the intention of the Parliament to contribute to achieving the
objects in subsection (1) by regulating the retail packaging and
appearance of tobacco products in order to:
(a) reduce the appeal of tobacco products to consumers; and
(b) increase the effectiveness of health warnings on the retail
packaging of tobacco products; and
(c) reduce the ability of the retail packaging of tobacco products
to mislead consumers about the harmful effects of smoking or
using tobacco products.*’

Given the harm caused by consumption of tobacco products, those seem like
noble goals and good intentions. But noble goals and good intentions are not
enough to justify the introduction of a policy; there must also be strong evidence
(at the least a balance of probabilities) that the policy will achieve the stated
objectives in a proportionate way and without excessive adverse effects.

Proponents of the new regulations, such as the Cancer Council of Victoria, argue
that plain packaging has three principal benefits (which more or less coincide
with the three stated aims of the regulation as given in paragraph (2) above):
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(1) It reduces the appeal of smoking to young people: “Research shows that
when young people view packs stripped of colours and logos, they
believe cigarettes: are less appealing; won’t taste as good; are of lower

quality; are smoked by people who are less stylish and sociable.”*®

(2) It reduces “deception about the harmfulness of cigarettes”: “research
shows smokers believe cigarettes in lighter coloured packs taste
smoother, deliver less tar and are safer than other cigarettes. This is not
true. Plain packaging would stop tobacco companies being able to use
these false associations to their advantage.””

(3) It strengthens the impact of graphic health warnings, which “have been
proven to help smokers quit but the tobacco industry uses pack design to
undermine their impact. Plain packaging would ensure graphic health

. . . 30
warnings remain prominent.”

But does plain packaging actually achieve these aims? The following sections
examine each in turn.

Does Plain Packaging Reduce the Appeal of
Smoking to Consumers in General and Young
People in Particular?

There is good evidence that consumers associate the colors and logos on
packages—of cigarettes and other consumer goods—with particular brands.”'
And consumers associate particular brands with specific sets of attributes (such
as taste, style and quality).”* So, if packages are stripped of colors and logos, the
brand will be less readily identifiable to consumers and, hence, will be less
likely to bring to mind its associated attributes.

It stands to reason, then, that consumers will have weaker associations with a
brand if the colors and logos are not present. And it would not be surprising if
consumers were to find cigarettes sold in packs without their usual colors and
logos less appealing, as seems to be the case.” But one cannot necessarily infer
from this that the removal of brand attributes from cigarette packages will make
smoking itself less appealing.”* That would only be true if the main reason for
smoking is the consumer’s association with the particular brand and its
attributes.
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The primary purpose of a brand and associated marketing efforts is to
differentiate and make distinctive one product from other similar products (as
leading brand consultant Stuart Agres puts it, “A brand is a set of differentiating

»3%) Nonetheless, since the purpose

promises that link a product to its customers.
of advertising is to increase public awareness of a product, it seems plausible
that advertising of branded products might increase overall consumption of a
class of products (i.e., it might increase not only the market share of the product
but also the total size of the market). This is especially likely to be the case
when consumers are not very familiar with a product class; by contrast, in
mature markets where consumers are generally familiar with the product class,
advertising primarily serves to differentiate and make distinctive one brand from

another.*

A number of studies have found evidence of a positive impact of advertising on
aggregate demand for cigarettes, but work by economists John Bishop and Jang
Yoo suggests that the effect is much smaller than the impact of changes in
income and the price of cigarettes.’’ Specifically, Bishop and Yoo found that the
main reasons for increased consumption of cigarettes in the United States after
the 1920s were increases in personal income and reductions in the cost of
cigarettes (due to improvements in the productivity of tobacco and cigarette
manufacture). Meanwhile, they found that taxes on tobacco products had the
effect of reducing consumption.

In an important and highly cited study, economists Khosrow Doroodian and
Barry Seldon extended Bishop and Yoo’s analysis to show that while
advertising had a net positive effect on overall tobacco consumption in the U.S.
between 1952 and 1963, after that it had no statistically significant net effect.’®

This general result has been confirmed in numerous studies. For example,
economists Craig Gallet and Rajshree Agarwal, using a more sophisticated
methodology, found the effect of advertising on aggregate cigarette demand
gradually turned from positive before 1961 to insignificant thereafter.’’

These findings from individual studies are reinforced by a very careful meta-
analysis undertaken by economist Jon Nelson, which combined analyses from
dozens of previous studies and found that the most important factors influencing
the decline in smoking in the US were: health reports in 1953 linking smoking
with lung cancer, the 1964 Surgeon General Report™ (which concluded that
tobacco increases the likelihood of dying from various diseases), and anti-
smoking advertisements from 1967-70 that were broadcast without charge to the
producers (which included the American Cancer Society) under the FTC’s
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“fairness doctrine.” *' By contrast, Nelson found that the 1971 ban on broadcast
advertising did not have a significant impact on rates of smoking.

In the Australian context, economists Peter Bardsley and Nilss Olekans noted in
a 1999 paper on the subject that “Over the past 35 years, price (including
tobacco taxes), real income, and demographic effects explain most of the
variation in tobacco consumption [in Australia]. Advertising by tobacco
companies has had a relatively small direct effect on consumption. Work-place
smoking bans and health warnings on cigarette packs have had a relatively
minor impact, while antismoking advertising and bans on electronic media

advertising have had no detectable direct effect.”**

The logical conclusion from this research on the economics of demand for
cigarettes is that once the market for cigarettes matures and, more importantly,
once the public becomes aware of the harm that could result from smoking
cigarettes, the effect of advertising has mainly been to differentiate one brand
from another.

If, in the context of a mature market in which smoking is widely understood to
be dangerous, advertising of cigarettes does not significantly affect aggregate
demand, it seems implausible that other forms of marketing, let alone mere
product brands could do so. This is emphatically nof to say that even in mature
markets, advertising and other product promotions have no effect on demand for
cigarettes. Rather, it is that the effect on aggregate demand is insignificant
compared to other factors, such as the social acceptance of smoking, the
rebelliousness associated with doing something that is illegal (for underage
youth), the pleasure associated with handling a tiny burning object, the desire to
obtain a “hit” from nicotine, and so on.* (Some of those seeking to reduce the
public health impacts of tobacco seem to assume cigarettes have no intrinsic
appeal. Unfortunately, this is simply not the case, as anyone who has ever
smoked will attest.) In other words, it is most unlikely that product brands are
the main or even a significant reason people initiate or continue to smoke in
OECD countries. And if brands are not an important reason why people smoke,
it is unclear how efforts to diminish the appearance of brands on products—in
and of itself—could result in a reduction in smoking.

So, it may well be true that forcing cigarette manufacturers to package their
products in plain packs will result in consumers having fewer pleasant
associations with the individual brands. But since people mostly don’t initiate or
continue to smoke due to brand association, the main consequence will be that
consumers will care less about which brand they smoke. Thus, consumers will
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make choices based on other factors, especially price. Other things being equal,
then, we would expect plain packaging laws to result in a shift away from
higher-price brands towards lower-price cigarettes—including those sold
illegally.

Does Plain Packaging reduce the “deception
about the harmfulness of cigarettes”?

A survey in the U.K. found that Marlboro packs with a gold logo were rated as a
lower health risk by just over half of adult respondents and easier to quit by just
under a third of adult respondents compared to Marlboros with a red logo.*
These associations likely result at least in part from the way such brands were
marketed historically: it is noteworthy that among younger respondents, fewer
than 30% thought that the gold packs had a lower health risk.*’

It is not obvious, however, that eliminating the differentiation between these
brands would either reduce the number of people who take up smoking or
increase the number who quit. The mere fact that people who consume certain
brands of cigarette are under a particular misapprehension regarding that brand’s
relative safety says nothing about their behavior were that brand to be
eliminated. Would people quit more easily if they didn’t think there was a less
risky option? Would fewer people initiate smoking because they no longer
perceive that there is a brand that is less risky?

Unfortunately, incorrect beliefs about the characteristics of cigarettes cannot
simply be legislated away. If cigarette producers are forced to remove color and
logos from their packs (as they have been in Australia), some consumers might
even believe that all cigarettes are safer. After all, if the government’s intention
is to make a product less harmful, wouldn’t that be a logical inference? More
likely—and more worryingly—smokers who continue to believe that cigarettes
sold in light-colored packs are safer (and/or otherwise better) may seek out light-
colored packs of cigarettes sold illegally—which would definitely be
counterproductive.
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Does Plain Packaging Strengthen the Impact of
Graphic Health Warnings?

Some experiments seem to indicate that the removal of brands might increase
the effectiveness of health warnings for light smokers and adult non-smokers. A
2011 study carried out in the U.K. presented images of plain and branded packs
of cigarettes to adults on a computer screen and monitored their eye
movements.*® The researchers found that occasional (non-daily) smokers and
non-smokers paid more attention to the health warnings on plain packs than on
branded packs, while no difference was found for daily smokers. A follow-on
study with youths aged 14—19 found that “weekly smokers” tended to pay more
attention to the warnings when presented with plain packs than when presented
with branded packs.*’ In that follow-on study, non-smokers paid more attention
to the health warnings regardless of whether the packages were plain or branded.
The authors note, this “may reflect their decision not to smoke”—though that
does not explain why non-smoking adults paid more attention to the warnings on
plain packages than on branded packs. By contrast, as with the study that
involved adults, daily smokers tended to avoid looking at the health warnings on
either pack.

On the basis of this evidence, “plain” packs might be expected to induce some
occasional smokers to reduce the amount they smoke, or even quit. But as
psychologist and Guardian science correspondent Suzi Gage (a member of the
same research group that undertook the eye tracking experiments) comments: “If
plain packaging will lead teens who experiment with cigarettes to look at the
health warnings more, it's possible that this would translate in to them being less
drawn to smoking. However, this is a slight leap from these findings, as

participants were not asked about their views on warnings.””**

Unfortunately, work by Dr Tim Holmes, an expert in visual perception and eye
tracking, suggests that Gage’s tentative conclusion does go too far. Holmes
sought to replicate the adult study as part of a research exercise with some of his
third year psychology students at the University of London’s Royal Holloway
College. Although his results have not been published in a peer-reviewed
journal, they bear repeating, in part because Holmes is an expert in the field of
visual perception and the use of eye-tracking devices, whereas the lead
researchers who worked on the other studies are not,”” and in part because his
reported findings are so startlingly different from those of the other studies. In a
blog post, Holmes notes, “we were surprised to observe two interesting results:
the non-smokers looked at the warning messages much less than the other
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participants, and there was no difference between plain and branded package
designs in the amount of time spent looking at the warning message.”>° He also
notes that there was “no change in risk perception as a result of viewing the
stimuli.”' He concludes: “Now, it’s great that the right people are looking more
at the warning message, but if this doesn’t result in an increased risk perception

then surely the messages aren’t doing their job!”*>

Holmes offers some suggestions as to how the warning messages could be made
more salient (e.g. by reducing the contrast of the brand images and moving the
warning message to the top). But some experts have warned that poorly thought
through packaging and labelling requirements could backfire on regular
smokers. Noting that in surveys, a large proportion of regular smokers typically
say that they intend to quit and many say they have tried to quit, Drs. Robert
Ruiter and Gerjo Kok of the Experimental Health Psychology Group at the
University of Maastricht point out, in a letter to the editor of the European
Journal of Public Health, that “Smokers express a stronger intention to quit after
a fear-arousing message compared to a non-fear arousing message. However,
when asked about their priorities, quitting had actually become a lower priority
compared with other health behaviours. Even more ... smokers allocated less
attention to high as opposed to low threatening messages.””” Ruiter and Kok
argue that smokers perceive the warnings as highly relevant but in light of their
past failure to quit, react defensively to fear-arousing messages. These
“[d]efensive reactions serve to get rid of the fear, not necessarily the threat,”
according to Ruiter and Kok, and they conclude by arguing that “[p]olicy
makers should thus be reluctant to introduce cigarette warning labels and should

. . . . .. 54
instead focus on more effective interventions and policies.”

What about former smokers? The evidence suggests that former smokers tend to
relapse in response to stressful events, though to some extent this may confuse
cause and effect; immediately after quitting, former smokers report higher levels
of stress; over time, stress levels decline; meanwhile, relapsing itself appears to
trigger stress.” A likely explanation for this is that quitting requires willpower,
i.e., a conscious effort to overcome one’s impulses.”® Over time, the impulse to
smoke declines, so the willpower necessary to control it declines. Former smokers
seem to be most susceptible to relapses in the early stages of quitting—i.e., when
the willpower required to control their impulses is greatest. During that phase and
especially at times when willpower is depleted (e.g. when a person is tired,
inebriated or otherwise has low blood glucose),”’ affective triggers, such as a
friend lighting up, tend to increase the likelihood of relapse.”® But once an ex-
smoker has effectively given in to temptation and decided to buy a pack of
cigarettes, it is unclear how the presence or absence of branding on the pack
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makes any difference. Nor is it clear what impact the graphic warnings will have;
they might plausibly act to discourage relapse, or they might initiate a defensive
response, reaffirming the decision to relapse (per Ruiter and Kok’s observation).

On the basis of the foregoing, then, it could reasonably be said that prior to the
introduction of Australia’s Plain Packaging Act, it was unclear whether plain
packaging would discourage youths who are experimenting with cigarettes from
becoming more regular smokers; if such an effect exists, it would probably be
weak. Meanwhile, to the extent that plain packaging increases the salience of the
larger graphic warnings (if indeed it does), it is possible that the impact on
current smokers might be counterproductive, as they may become less inclined
to quit. Meanwhile, for former smokers who have given in to the urge to smoke,
it is unclear whether the absence of brand imagery and color on cigarette packs
would have any impact on their subsequent actions.

In addition, by reducing the saliency of brands to consumer decisions regarding
the choice of cigarettes, the Plain Packaging Act is expected to have shifted
demand toward less expensive brands, including those sold illegally.

The Impact of the Plain Packaging Act

So, what has actually happened in the year since the introduction of plain
packaging in Australia? A study conducted during the initial phase-in of plain
packaging in Australia corroborated earlier findings that smokers perceived
cigarettes in plain packs to be less satisfying than cigarettes in branded packs.
Encouragingly, as with some earlier similar studies,’” it also found that smokers
were more likely to think about and prioritize quitting.®’

The good news is that there is some evidence of an increase in motivation to quit
among some smokers: a recent study found that calls to Quitline, a free smoking
cessation hotline, increased by nearly 80% after the introduction of plain
packaging and have continued.”' Meanwhile, before and after surveys of
smokers at outdoor cafes, restaurants and bars found that fewer packs were
oriented face up and more were being hidden by other objects after the
introduction of plain packaging than before.®”

Unfortunately, however, four other studies—two based on surveys of smoking
habits, one an analysis of illicit tobacco, and one a report on tobacco seizures—
offer a less sanguine picture.
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The first study, by London Economics (with funding from tobacco company
Philip Morris) looked at changes in smoking rates using data from a survey by
Ipsos Observer that was undertaken in three waves. ® The first wave occurred in
July and October 2012, before the new packaging law came into effect. At that
time, packs of cigarettes were still branded but were required (under a law
dating to 2006) to have graphic health warnings on 30 percent of the front and
90 percent of the back. During that wave, 20.4 percent said they were daily
smokers, 2.1 percent said they were weekly smokers, and 2.3 percent said they
smoked but less than weekly; meanwhile, 29.6 percent said they were ex-
smokers and 45.6 percent said they never smoked.

The second wave was conducted in March 2013, four months after the new
packaging laws came into effect. During this wave, 19.5 percent of people said
they were daily smokers, 2.0 percent weekly, and 1.9 percent less than weekly;
meanwhile, 29.8 percent said they were ex-smokers and 46.8 percent said they
had never smoked. In the third wave, conducted in July 2013, 20.0 percent said
they were daily smokers, 2.1 percent weekly, and 2.2 percent less than weekly;
meanwhile 29.1 percent said they were ex-smokers and 46.6 percent said they
never smoked.

These surveys indicate that there has been no statistically significant change in
smoking prevalence among adult Australians over the course of the year to July
2013.%* That is worrying because it suggests that an almost continuous
downward trend in smoking prevalence that began in the 1950s for men and
1970s for women may have slowed and possibly even paused. The figure below,
based on data from the Australian Bureau of Statistics National Health Survey,”
shows the decline from 2001 to 2011-12.*°

Figure 2: Smoking Prevalence in Australia, 2001-2012
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The second study was conducted by a group of psychologists led by Dr. Sarah
Hardcastle, who sought to examine the impact of plain packaging on the
behavior and beliefs of smokers. They undertook an online survey of 198
smokers one month before and then again 6-8 weeks after the introduction of
plain packaging. The study has not yet been published but Prof. Simon Hagger,
one of the study’s co-authors summarizes the main findings as follows:®’

* Packaging had no effect on brand preference or taste. This contradicts
research that plain packaging may reduce the appeal of cigarettes.

* Although threat was increased, participants denied or underplayed either
the severity or susceptibility of the threat.

* Health warnings appeared to have the opposite effect: some were keen to
smoke more in defiance.

* There was active avoidance of health warnings due to the threatening
nature.

* Smokers became desensitized to the messages and images, with little
effect on actual smoking.®®

So, on the basis of this research, it seems that plain packaging has made the
health warnings more threatening to smokers, but—as predicted by Professors
Ruiter and Kok—they have responded by engaging in defensive measures,
including covering up the health warnings, with little if any impact on quitting
(some have even indicated an intention to smoke more).

The third study, undertaken by KPMG (with funding from several tobacco
companies), documents the amount of tobacco sold in Australia. From 2000 to
2012, legal sales of tobacco declined steadily, from 18.8 million kilos to 15.3
million kilos.®” In the past year, the decline in legal sales has continued, albeit
more slowly, to 15.1 million kilos in the year from July 2012 to June 2013.7

But that is not the end of the story. KPMG then goes on to estimate the amount
of tobacco sold illegally in Australia. Using a study of 12,000 discarded packs
collected in 16 towns and cities across the country (undertaken by
MSiIntelligence), combined with several forms of validation, KPMG inferred
that illegal sales accounted for approximately 2.3 million kilos of tobacco in
2013, up from 2.1 million in 2012.”" As a result, KPMG estimates that total
tobacco consumption has remained constant.
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Figure 3: Illicit Tobacco Consumption in Australia
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Moreover, KPMG estimates that the proportion of illegal sales coming from
contraband—much of which is in the form of finished cigarettes that are not
legally sold anywhere in the world, known as “illicit whites”—has increased by
80% since 2012 and now accounts for more than half of illegal sales and about
7.5% of all sales.’”” Previously, most illegal sales were in the form of loose
tobacco. At the same time, the price differential between legal cigarettes and
illicit whites has risen dramatically since 2010, suggesting that the supply of
illicit whites has increased. The obvious conclusion is that highly effective
smuggling organizations are now bringing millions of kilos of finished cigarettes
into the country.

KPMG’s assessment is corroborated by the fourth study: the 2012—13 annual
report of Australia’s Customs and Border Protection Service, which details a
significant shift in the types of smuggled tobacco being detected, as shown in
Figure 3. Detections of loose tobacco averaged 220 tonnes/year from 20067
to 2010-11, but in 2011-12 and 2012—13 were about 20% below that (averaging
180 tonnes/year). By contrast, detections of illicit cigarettes averaged about 70
million per year from 2006—7 to 2010-11, but in 2011-12 they were double that,
and in 2012-13 they were nearly three times the previous average. Moreover,
the number of seizures has increased, which may in part reflect additional efforts
on behalf of the customs officials but probably also reflects increased effort on
the part of smugglers. Given that the penalties for smuggling tobacco were
increased in 2012,” smugglers would be expected to have taken additional
measures to avoid detection, so the increase in amounts smuggled has likely
increased at a higher rate than the increase in amounts seized.
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Table 1 Customs Tobacco Seizures 2006-07 to 2012-13

Year Number of Loose tobacco Illicit cigarettes
detections (tonnes) (millions)
2006-07 19 67 42
2007-08 58 287 107
2008-09 33 180 50
2009-10 42 311 68
2010-11 55 258 82
2011-12 45 177 141
2012-13 76 183 200

Source: Australian Government: Australian Customs and Border Protection Service,
Annual Report 2012-2013, p. 91
http://www.customs.gov.au/webdata/resources/files/ACBPSAnnualReport2012-13.pdf,
accessed 3/6/2014, and Australian Government, Annual Report 201011, Australian
Customs and Border Protection Service, Canberra, 2011, p. 55, Available at:
http://www.customs.gov.au/webdata/resources/files/879316AUSCUSwebpdf.pdf,
accessed 3/6/2014.

In part, the rise of the illicit white reflects a shift in consumption habits away
from high-priced brands to low-priced brands, which began as a response tax
increases. In 2010, Australia’s government introduced a 25% increase in tax on
tobacco products. As a result, low-priced branded cigarettes rose from 24% of
sales in 2007 to 36% in the first half of 2013 (a 50% increase). In the first half of
2013, demand for low-priced brands rose from 33% to 36% of the legal cigarette
market. Since there has been no change in tax levels over the past year, the most
likely explanation for this recent shift is the introduction of plain packaging.
This is consistent with the expectations noted above: as consumers’ associations
with brands are diminished by plain packaging, their choices will increasingly
be driven by other considerations, especially price.

Figure 4 shows that most of the increase in consumption of illicit whites has
occurred since the introduction of plain packaging. For a person who no longer
cares much about which brand of cigarette he is smoking, illicit whites make a
good deal of sense. They sell for about half the amount of legal cigarettes and
actually have the appearance of being branded: the top selling illicit white is
called Manchester, which has approximately 1.2 percent of the total tobacco
market.” (Of course the producers of illicit whites are unable to enforce their
“brands” through the use of trademark protection—though they may enforce it
through the use of force—so have less incentive to invest in maintaining

quality.)



Smoking, Plain Packaging and Public Health | 19

Figure 4: Australian Empty Pack Survey Results: Illicit Whites
Consumption of Selected lllicit White Brands as a Percentage of Total
Manufactured Cigarette Consumption
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One particularly worrying facet of this problem is the impact on youth smoking.
The group most impacted by high prices is the young, who tend to have lower
incomes. In principle, high cigarette prices discourage members of this group
from taking up smoking, but the availability of much cheaper illicit whites
means that price effect is less of an issue.

Worse, under-age smokers are even more vulnerable to illicit whites. Since it is
illegal in Australia to sell tobacco products to anyone under 18, people under
that age wishing to smoke will seek out alternatives. Previously, that would have
meant finding a corrupt retailer or an adult who would buy on the under-age
smoker’s behalf. But now that criminal gangs are manifestly selling illegal
whites in large quantities, presumably through networks of street dealers, those
under-age smokers have a more reliable source available to them.

Meanwhile, illicit whites tend to display few if any health warnings (since they
are illegal anyway, the manufacturers have little incentive to include such
warnings), so smokers are less likely to be exposed to the graphic warning
labels. If these illicit cigarettes are predominantly being smoked by young
people (including those under age), then the very people who are most likely to
be dissuaded by graphic warnings are less likely to be exposed to those graphic
warnings. It is even possible that young people experimenting with smoking are
less exposed to health warnings than they would have been had the plain
packaging laws not been introduced. That would be a truly perverse outcome.
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Conclusions

In sum, the introduction of “plain packaging”—i.e., the mandatory removal of
brand identifiers—appears to have done little to reduce demand for tobacco
products in Australia. Indeed, it seems to have coincided with a halt in the
previous decades-long decline in such demand. It has also coincided with an
increase in consumption of “illicit whites.” There is no evidence that it has
reduced rates of smoking, relapses, or smoking initiation (its three main
purposes). To the extent that young people were previously being discouraged
from smoking by warning labels on cigarette packs but are now purchasing
illicit whites, the law may have resulted in an increase in young people
transitioning from occasional to regular smokers.

While the introduction of “plain packaging” may have shown some promise in
principle, it seems, on the basis of the evidence available, that its unintended
effects have far outweighed any benefits. Other countries considering the
introduction of plain packaging would be well advised to delay any such
decision until its impacts in Australia are better understood.
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