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ABSTRACT

“SMOKING IN RESTAURANTS: WHO BEST TO SET THE HOUSE RULES?” BY
David Henderson (Henderson 2007) is a comment on our paper “Smokefree
Laws Increase Restaurant Values” (Alamar and Glantz 2004) published in Con-
temporary Economic Policy. Henderson asserts that both our economic theory and
interpretation of our statistics are wrong. In asserting that our theory is not cor-
rect, Henderson asserts that “In restaurants, smokers do not impose negative ex-
ternalities on non-smokers because restaurant owner’s have well defined property
rights that cause them to internalize the costs and benefits of smoking.” This as-
sertion cannot be true. It is not possible for a restaurant owner to internalize the
cost of second-hand smoke on the health of the staff or the patrons. There is no
mechanism by which a restaurant owner can compensate a patron for any health
costs related to second-hand smoke, therefore it is not possible for the owner to
have completely internalized the costs of the externality imposed by the smoker.
This fact is one reason that the public has demanded laws to make restaurants
smokefree.

Henderson points to another paper by Dunham and Marlow (2000),
which was supported by Philip Morris Management Corp., as being a more cor-
rect analysis of the situation regarding the effects of smokefree laws on restaurant
profitability. In contrast to our paper, which was based on hard data from actual
experience, Dunham and Marlow based their analysis on a survey of restaurant
and bar owners about what the effects of a smokefree law might be. In particular,
the owners that were polled did not operate businesses in areas that are smoke-
free. Henderson (2007) claims that we do not put enough faith in these entrepre-
neurs’ views while discounting the likelihood that their opinions on smokefree
laws could have been unduly influenced by years of tobacco industry propaganda
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claiming that smoking restrictions hurt the hospitality business (Dearlove et al
2002). Unfortunately, the only information these entrepreneurs ever saw until re-
cently were data put out by the tobacco industry. When these entrepreneurs only
have the biased information given to them from the tobacco industry (without
being told that it is coming from the tobacco industry (Alamar and Glantz 2004))
how are they to know that the information is biased?

Finally, Henderson asserts that the interpretation of our statistical analy-
sis is not correct. Our analysis used a regression in which the dependent variable
was the Price to Sales ratio (P/S), where price is the price at which a restaurant is
sold and sales is the annual revenue of the restaurant. We found a positive effect
on this ratio when smokefree laws were implemented which we argue implies an
increase in the price of the restaurant. Henderson notes that because we use a
ratio, the positive effect could just as easily come from a reduction in sales as an
increase in price. While this is mathematically correct, Henderson ignores all of
the previous literature on the topic. In a review of all the current literature at the
time the our study was done, Scollo et al (2003) reviewed 97 studies on the eco-
nomic effects of smokefree laws. Of those 97, 21 were found to 1) use objective
data, 2) include all data points both pre and post implementation of a smokefree
law, 3) controlled for secular trends and randomization and 4) controlled for over-
all economic trend (Scollo et al 2003). None of these 21 studies found a decline in
revenue from the implementation of a smokefree law and in fact, the only studies
that have ever found a negative impact on revenues from the implementation
of a smokefree law are those studies funded by the tobacco industry. Our inter-
pretation of the positive effect on the P/S ratio from the smokefree law is based
upon this previous literature that finds no decline in revenue. If revenue does not
decline (Scollo et al 2003) and the P/S ratio increases, then the price itself must
increase.

Henderson (2007) does not accurately identify any problems either theo-
retically or statistically with our analysis. His criticism of our work is based on
extreme interpretations of economic theory and an incomplete knowledge of the
previous literature on the subject. The bottom line (Alamar and Glantz 2004) is
that the implementation of a smokefree law to protect the public from the dan-
gers of second-hand smoke increased restaurant values by a median of 16%. This
result is consistent with all other literature on the subject that has not been funded
by the tobacco industry.
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