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[bookmark: _Toc1839402557]Introduction
This report aims to examine the tobacco industry and the negative externalities created by the consumption of cigarettes focusing on the United Kingdom. Tabacco use generates significant social costs including NHS healthcare spending reduced productivity and exposure to second-hand smoke. External costs have led to the market failure, with failure to allocate resources efficiently resulting in overconsumption. 
The United Kingdom has addressed these with the implementation of regulatory measures to reduce exposure and internalise part of the externality. This report aims to outline how the market was failing prior to intervention supported by data on health and economic impacts, evaluation of the effectiveness, and economic diagrams to illustrate the nature of the market failure and impact of the policy response.
[bookmark: _Toc876882132]Industry Selection

The Tabacco plant was originally grown by indigenous communities for the purpose of ceremonies, medicine and cultural uses, with explorers encountering it on expeditions it was brought back to Europe where demand grew. The profitability of the plant meant producers would use Tabacco in trades with Europe and America competing for control the industry grew into a structured commercial system involving farmers, merchants and manufacturers, (Billings, E. R. 2022). Up until the ninetieth centaury Tabacco was consumed through chewing tabaco and pipe smoking, in 1881 that all changed with the invention of the cigarette machine leading to mass production, (Nerd, 2026).
The earliest scientific evidence written by Sir Richard Doll and Sir Austin Bradford Hill in 1950 suggested that smoking was linked to lung cancer, however it wasn’t until 1962 where the Royal College of Physicians published a report that the government took it seriously. Three years later the government acted by banning cigarette advertising, this was the first major piece of control legislation around Tabacco, (Jain, L. (2024). 
Smoking generates a significant externality due to the social costs of Tabacco consumption, (Verma, D. 2024). Direct and indirect inhalation of smoke drains the National Health service, smokers experience higher costs of purchasing cigarettes, the health consequences and respiratory illnesses while nonsmokers are harmed through exposure to second hand smoke, (Kawachi, H, et al, 2023). Economic productivity is said to be reduced through increased sick leave and premature morality while also effecting environmental damage with widespread littering and clean-up costs. With this in consideration in 2007 Wales set the standard for the United Kingdom with The Smoke – Free premises regulation 2006, (Gov, 2006). This legislation has since been implemented across Europe and parts of the USA.



[bookmark: _Toc818229923]Market Failure
Market failure occurs when the industry does not allocate resources effectively leading to the harms caused from tobacco consumption, where the social costs is greater than the private cost faced by the consumer, (Moselle, B., et al, 2010). When the price mechanism is unable to allocate resources efficiently, a socially unsatisfactory level of production results, which is known as market failure. Due to the market pricing only accounting for the costs borne by producers and consumers, the marginal private cost, ignoring the larger costs imposed on society and third parties, with the private market routinely overproducing cigarettes. The marginal social cost is created adding in these expenses to the market private cost. The market equilibrium produces more consumption than is socially efficient since MSP>MPC resulting in a deadweight welfare loss.
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Figure 1: (Le Fort, B. 2019).


While the lower marginal social benefit takes into consideration of the broader effects in healthcare expenditures and second-hand smoking the marginal private benefit represents smokers' personal happiness, (Hampsher-Monk, S. C. et al, 2024). Point A is the point at which smokers believe it is optimal, leading to overconsumption Q1, while point C is the point where costs and benefits are balanced, leading to lower consumption Q2. The negative externality that results in a deadweight loss if smokers satisfaction exceeds any social harms is represented is represented by the gap ABC between marginal private costs and marginal social cost, (Hemel, D. J. 2023) 
Second hand smoke creates health risks for worker, customers, the public and venerable group such as children and people with health conditions, thus creating a negative externality. These external costs are not reflected in the market price. Each group bear the negative externality through illness, discomfort and long-term health risks these costs are not included in the market price of cigarettes causing a market failure. Meilissa, Y., et al, (2022), argues that smoking in Indonesia contributes to major health and economic problems through direct cost with money spent on healthcare for smoking related disease and indirectly with work illnesses, missing work and early deaths. The total economic cost of smoking is equal to 1.16-2.59% of the country GDP while also spending 91.8% of the national health agencies deficit. While according to Callum, C., et al, (2011), the cost of smoking cost the NHS 2.7 billion 56% of the deficit for the year. However, this rate had significantly reduced from the 1996 levels which would have cost 13% more, this shows that falling smoking rates have already produced significant savings. Although it is how that negative externalities from smoking are evident, Laux, F. L. (2000), argues that smoking represents a market failure due to smokers not fully internalising the true costs of the behaviour. She suggests that the biggest cost of smoking is borne by smokers themselves not just the public with these costs ignored and underestimated due to the addition. 








[bookmark: _Toc2109012575]The Policy Solution

Frazer, K. et al (2016), reviewed seventy-seven studies across twenty-one countries to compare evidence of improved health due to the inside smoking ban. There is consensus that there is strong evidence suggesting a reduction in heart attacks, coronary events and cardiovascular hospital admissions with fewer deaths from smoking related diseases with the biggest improvements are seen in non-smokers. Strassmann, A., et al, (2023), supports that Danish and Swedish residents have improved lung functions while also suggesting that smoking behaviours in Denmark saw a decrease in smokers with more women becoming ex-smokers. Montes de Oca, et al, (2024), reports of the same reductions in Chile of deaths related to cardiovascular disease. Nagelhout, G. E., et al, (2011), implemented a study using data from large national surveys to research the effects of the smoke free laws in workplaces, pubs, restaurants and hospitality venues, with regards to smoking behaviours. Their suggested findings showed patterns of reduced smoking rates, more smokers quit and non-smokers were protected at work and in social settings. However, it's suggested that hospitality bans have had a smaller and more limited effect with insignificant reduction in smoking and quit attempts were less, it's also suggested that social and behavioural patterns were linked with people with a higher education responding to the workplace ban and people visiting bars responding to the hospitality ban. Together these articles and studies suggest that smoke-free workplace laws and smoke free hospitality laws have a measurable impact on smoking behaviours. In contrast, Burton, A. M. (2025), examined how smoking bans in bars effect alcohol consumption and smoking and proposes that alcohol consumption increased by 5% increase and smoking did not significantly reduce suggesting that the ban did not achieve its goal. The Department of health and social care, (2025), shows that statistics in 2024, 10.4% of adults were smoker lower than the previous three-year average of 10.9%. 

[image: ]Figure 2: Smoking in England. (2025)
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Figure 3: Smoking in Wales, (2026).
Both these graphs display year on year estimated prevalence with high variability and smooth trends for both England and Wales. While analysing these graphs there are significant feature differences with sample sizes, stability, confidence intervals, trends and interpretations. However, along with previous research it is fair to say that there has been a reduction in smoking although it is unclear whether it is a direct effect of the smoking ban. 
[bookmark: _Int_FuqyQJkd]It is evident that there is a partial reduction in negative externalities since the smoking ban especially those linked to second hand smoke. However, there isn't an elimination of the externalities due to the broader social costs of smoking. Liang, L. A. et al, 2016, reports that children exposed to second ha after 2008 second-hand smoking in Bavaria fell from 14.3% in 2004 to 7.2% in 2012 almost a 50% reduction. There was also a decline in at least one parent smoked from 12.8% to 4.9%. However, there was an increase in smoking being displaced into home from 80.5% to 87.8%, suggesting a shift in social norms towards protecting children. Strassmann, A., et al, (2023), demonstrates within their study in Denmark and Switzerland that the smoking ban worked due to a reduction in smokers, lung exposure had dropped with improvements growing over time. Introduction in the ban earlier in Denmark has shown higher improvements, lung function improved through FEV1 with 26ml in the first year and 88ml in the consecutive year. Also, forced vital capacity tests showed increased lung function from 80ml to 126 in the years after the ban. 
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Figure 4, (Ap Microeconomics, 2022). 
The reduction of the marginal social benefit curve is a direct implication of society valuing each unit less than before. With the harmful use of cigarettes the government often try to reduce the Marginal Sociall benefit by making smoking less convenient and less socially acceptance, this leads to the demand curve shifting left meaning that people want less of the product. The smoking ban reduces the marginal social benefit of smoking several ways, not being able to smoke indoors, in pubs, workplaces leading to the benefit of each cigarette falling. Social norms shift with less satisfaction from smoking around other, (Simpson, J., & Despain, L. 2019), smoking in designated areas reducing opportunities to smoke decreases the benefit of smoking shifting the marginal social benefits downwards, (National Cancer Institute, & World Health Organization. 2016). With the lower exposure to second hand smoke society benefits more from less smoking meaning the social value of reduced smoking increases. 
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Evidence shows that smoking bans have played a role in reducing negative externalities associated with tabaco consumption. Demonstration of consistent improvements across multiple countries with second-hand smoking exposure falling, lung function improvements in both smokers and non-smokers and declines in smoking rates. Through this research indication leads us to lean towards the smoking ban being successful in reducing the social costs that smokers impose, practically in hospitality venues, public spaces and workplaces. 
Smoking restrictions through this research shows there is a lessoned harm, however, they do not address the broken market. With disparities in exposure, especially among children from low-income families with smokers not incorporating the long-term health and social implications of their behaviour. As a result, the ban serves as a partial remedy bringing consumption closer to the level of social efficiency without removing external costs. 
Together the evidence points to the smoking ban as an important and successful public health measure. However, combining this with other policies such as taxes, quitting support and education could create an effective environment to reduce the social and economic harm caused by smoking.
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