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Introduction
The essay will take a look at the cigarette industry in America. The United States was surveyed to see their total revenue for tobacco products sold and they were the second largest in the world. (Statista, 2024). The total market size of the USA was $106.4 billion of tobacco products alone (Statista, 2024). Cigarettes can be very harmful to society and the environment around them. These can also be called marginal social costs which take place after an individual consumes a cigarette. There are also long-term and short-term damages to smoking a cigarette for both society and the individual. Some of the damages to society include but are not limited to secondhand smoke, environmental impact, and health care costs (Gerson, 2005). Smoking a cigarette can cause damage to the user which can include damaged lunges, harmed reproductive system, cancer, and many more (Williams, 2005). Given the previous damages and health concerns mentioned before that cigarettes cause it is important that solutions are put in place to reduce or eliminate the damages. 

This essay will break down the solutions implemented to face the negative externalities of consumption. Witch in this case will be focused on cigarette consumption in the United States. As well as a closer look into the tobacco industry and its failure and negative externalities. Solutions to these negative externalities will also be provided along with useful diagrams and images to help demonstrate what is happening to the MSC, MPC, MSB, and MPD.


Market failure 
The United States has approximately 28.3 million adults consuming cigarettes and an excessive 16 million live with illness from smoking (Current cigarette smoking among adults in the United States, 2023). Of these Americans who have illnesses, nearly half a million die from smoking (American Lung Association, 2024). Secondhand smoke is one of the indirect costs that society faces because of the consumption of cigarettes. Secondhand smoke is nothing to take lightly as it can cause serious harm and can even be fatal for some individuals (Besaratinia et al., 2008). The cost of a cigarette does not account for damages faced by secondhand smoke. Moreover, a regular consumer of cigarettes is likely not to take into the social and environmental costs that are included when they purchase a packet of cigarettes. Another cost that society faces that is not factored into the cost of a cigarette is air pollution. Similar to secondhand smoke air pollution can damage the environment around someone who is smoking. Air pollution is a source of toxins which can lead to cardiovascular disease and other harmful diseases (Mallah et al., 2023). This can also risk respiratory, heart, and lung-related illnesses through exposure to air pollution from smoking (World Health Organization, 2019). The damages and illness can be different depending on how much pollution an individual is exposed to at one time or over several different times.  (World Health Organization, 2019).

There are other negative effects that come with the consumption of cigarettes including addiction which can quickly lead to damaging a household's income. The tobacco inside of the cigarettes is addictive and will have a consumer hooked. Leading them to keep purchasing more to keep their needs fulfilled (Huang et al., 2024). Once someone has been hooked it will lead to the consumer purchasing more cigarettes which will likely lead the individual down a road where they need to find more money to purchase the cigarettes. 

Other costs that are not factored in are the health care costs in the United States. The healthcare system has spent 170 billion dollars on cigarette related illnesses per year (Xu et al., 2015). There is a range of different expenditures that could be included in the above amount but more importantly, nearly half of the total spending has been lost because of productivity due to smoking (Xu et al., 2015). The lost productivity and resources expended on the matter could have been expended elsewhere if this had not been an issue. The large government spending can be seen as a burden on the government and can also put pressure on budgeting that has not been accounted for. Cigarettes are also the second most found item on the beach on coasts globally in 2021, and volunteers cleaned up over 1.1 million cigarette butts (Fleck, 2023). Smoking cigarettes is also the leading percentage (80%) of cancer in the United States that adults in America believe as of 2020 (Statista, 2022). 

Furthermore, litter can also be seen as an unaccounted-for expense that society pays for. As a result of smoking a cigarette, it is often that the smoker would leave their bud in the ground. This can most commonly be seen outside a bar or restaurant as it is populated with remains of cigarettes all over the ground around the door or covered area outside. Along with the cigarette remains on the ground, a cigarette takes many years to decompose fully into the ground (Bonanomi et al., 2015). It may also take longer depending on what type of surface that the cigarette is on. As a result, there could be better disposable places in locations that commonly have cigarette remains on the ground.

To add to the litter on the ground, cigarettes can also raise a different concern with toxins in the ground. As mentioned above once consumed there is a small part of the cigarette that is often left behind leaving the toxins that remain in the cigarette to be released into the ground below. Approximately 4.5 trillion cigarette ends are left behind each year around the world (Slaughter et al., 2011). Because of the large amount of waste, there are also 4,000 chemicals exposed to the environment and ecosystems that surround it (Slaughter et al., 2011). The new chemicals that are being exposed can damage the environment and ecosystem as they are not equipped to handle the chemicals. This will leave an impact on the future environment on living organisms within it.

The negative externalities of a cigarette can be better illustrated in the diagram below. Where there is a gap between the social and the private benefits illustrated below.
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As the title may suggest the image above demonstrates the negative externality of smoking. The gap between MSB and MPB is why there is a negative externality in the first place. In other words, the social costs from smoking cigarettes are less than the private costs that are faced. Q1 and P1 represent the current equilibrium and where the current price and level of consumption are respectively. On the other hand P* and Q* represent the ideal equilibrium because that is where the MSB (marginal social benefits) and MSC (marginal social costs) meet.


Solutions to market failure - Negative marketing
The first solution to the negative externality is negative marketing. Some examples of this include putting a picture of damaged lungs on the packaging, hiding packs below the counter, or using dull colors to attract less attention. Using consistent packaging of tobacco products with graphic images and health warnings on all products across the country will discourage the consumption of cigarettes. Cigarette pack modification highlights key risks involved because packaging changes and warnings may reduce consumption (Stone et al., 2023). The idea behind changing the packaging is to give consumers a better understanding of what they are doing to their bodies by consuming cigarettes. This would then get the marginal private benefits line to shift downwards because there would be less gratification for consumers buying and using cigarettes. Moreover, there may also be an effect on society from this because they may become more educated on the damages and health risks that come with cigarettes. When changing the packing and affecting the market in an industry as large as tobacco it is going to be expensive. An idea of the costs this will have can be indicated by the diagram below.
[image: A diagram of a market

Description automatically generated]
The diagram above represents the government regulations to remove cigarettes. The diagram shows what would happen if the marginal private benefit downwards and how that would have an effect on price and quantity. This will also show marginal private benefit getting closer to the allocative efficient point which will also reduce the welfare loss. The implementation of changing packing will affect the negatives of cigarettes leading to a shift in the marginal private benefit curve.


Affects after changing packaging on cigarettes
The United States lags behind when looking to change the packaging of cigarettes to graphic images for health warnings (Honderich, 2019). Even though the United States may have been late it still was able to lower the appeal of cigarettes in young adults through the use of warning pictures on packs (Johnson et al., 2021). By reducing the appeal for cigarettes, the marginal private costs will begin to drop, reducing the negative externality. The USA brought in a major change to cigarette packaging on March 17, 2020, the U.S. Food and Drug Administration required new warnings on cigarette packaging (Office of the Commissioner, 2020). Changing the packaging for cigarettes had an impact on the overall consumption of cigarettes. The US market for cigarettes has been declining. for a number of years and the implementation of cigarette labels has had an impact on consumption. 
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(Richter, 2024)
The image above illustrates the cigarette industry since the sixties with a look at consumption over time. With rising health concerns with regards to smoking the graph illustrates a positive progression towards decreasing smoking.


Solutions to market failure – Indirect Taxation
United States government implemented a tax on cigarettes in 1921 Iowa was the first state and in 1969 North Carolina was the final state to add the tax (Lynch & Bonnie, 1994). The taxation will discourage consumers from consuming less as the price per unit will increase. The idea behind implementing the tax was to reduce overall consumption which would eventually shift the marginal social benefits curve upwards. Once consumption reaches the socially efficient point then the overall price for cigarettes will increase because consumers have purchased less. However, if demand does not change over time as the price has increased then the consumer pattern can be possibly seen as addictive. If demand changes when the price changes then this will prove the demand is inelastic. Additionally, taxation on cigarettes will provide money to the government to also provide additional support when looking to find more solutions to the negative externality at hand.
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The diagram above illustrates what taxation on a negative externality of consumption in this case cigarettes would look like. Qe to Q* represents the reduced consumption with the implementation of taxes. The socially optimal level of output meets at points P* and Q* by reducing the quantity and increasing pricing it will reduce the negative externality.


Affects after cigarette taxation
A study was done from 2000-2019 looking at the relationship between cigarette prices and consumption patterns over time, the results illustrated that more expensive packs equated to a reduction in smoking cigarettes and the likelihood to quit smoking (Le & Jaffri, 2022). The study above is a clear indication that raising cigarette prices will reduce overall consumption. Taxation on tobacco more specifically cigarettes would show a 3.5% reduction in cigarette smoking adults and 334 million dollars saved healthcare expenditures over the next 20 years (Maciosek et al., 2023). When the price rises consumers do not want to buy the product because increasing the price of cigarettes is the most successful reduction method for cigarette consumption, as a 10% increase in price can lead to an estimated 3-5% reduction in total cigarette consumption (Economic trends in tobacco, 2023). The examples above illustrate the effectiveness that taxation has on reducing overall consumption of cigarettes reducing the negative externality present. 
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(McCarthy, 2018)
The diagram above focuses on a time horizon that follows the implementation of cigarette taxes. On the Y axis, it represents the percentage of the population smoking cigarettes in the United States and the bottom shows the time horizon. With a gradual drop off of overall smokers, this could illustrate that taxation has reduced the overall number of smokers in America.


Solutions to market failure – Substation 
With the tobacco industry having the most expensive overall cost due to substance abuse in the United States something must be done (Statista, 2021). As illustrated by the diagram below, with all figures representing millions of US dollars in the year 2020.
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(Statista, 2021)
Another possible solution could be nicotine pouches. They go by many different names but the main one is nicotine pouches. These pouches have lower toxic compounds than smoking cigarettes and may act as a replacement for smoking cessation (Jackson & Holliday, 2023). Those who consume nicotine pouches can get sufficient nicotine to help cravings from smoking cigarettes (Stanfill et al., 2021). Another obvious thing to point out is because nothing is being smoked by the consumer there will be zero air pollution from consuming the product. This would get rid of second-hand smoke and all related illnesses that come with it.
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(Newman, 2024)
The diagram above shows the overall reduction in selected toxins by switching from smoking cigarettes to nicotine pouches. Nicotine pouches as an alternative to smoking cigarettes with similar if not the same amount of nicotine the user will sure be satisfied and lowering the overall consumption of cigarettes. This will lead to the quantity falling to the allocative efficient point.


Conclusion
In conclusion, the cigarette market was failing and a negative externality was present when smoking. The United States have implemented the solution to reduce the overall consumption of cigarettes by changing consumers' behavior and the overall price of the product. With the reduction of smoking, there will be millions of dollars saved due to the reduction of smoking related illness (Statista, 2021). With the reduction, there will also be improved air quality and lowered respiratory, heart and lung related illness (World Health Organization, 2019). There would also be a reduction in the amount of cigarette butts found and the beaches on coasts globally will become less populate with cigarette butts (Fleck, 2023). Along with some of the provided solutions, there has also been a substitute for cigarettes and that is nicotine pouches. With less toxins, no smoke while consuming, and the same nicotine content the pouches offer an excellent substitute for cigarettes (Stanfill et al., 2021). The solutions for the externality that are provided above have been proven to work to reduce the overall consumption of cigarettes in the United States. 
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