


Introduction 

The production and consumption of tobacco have long been associated with significant costs to society. These costs extend beyond the immediate health impacts on individuals to include broader economic and environmental consequences. Despite the well- documented health and social costs attributed to tobacco use, the market for tobacco products often fails to fully account for these externalities, resulting in a market failure (Flor et al., 2021).

The production of tobacco generates various pollutants, including greenhouse gases, toxic chemicals and particulate matter, which contribute to air and water pollution, soil degradation, and deforestation.
The healthcare costs and productivity losses associated with tobacco-related illnesses impose substantial economic burdens on society (Hendlin & Bialous, 2019).

 In response to these challenges, innovative solutions have been developed to address the failing market for tobacco by internalizing the externalities associated with its production and consumption. 
This essay examines the problems, the attempted solution and whether this solution has proved successful in achieving both economic efficiency and environmental sustainability (Parrish, 2017).

Reasons for market failure 

Research suggest that an externality can be defined as the effect of when the production or consumption of a product affects someone else. Where this produces a negative effect, the products are known as demerit goods. This can be a negative or positive effect depending on how it affects others (Kenton, 2022).

The World Health Organisation (WHO) suggests that the tobacco epidemic kills around 8000 people per year. Alarmingly over 7000 of those deaths are contributed to smoking whereas over 1300 are caused by passive smoking or being exposed to second hand smoke (World Health Organization, 2023).

Studies show that these costs to society are not reflected in the cost of cigarettes and so cause an overconsumption of cigarettes from a societal perspective. The cost to society in England is around £17.04 billion per year, this research suggests, is £5 billion over the initial estimated costs of around £12.5 billion. These costs are due to loss of productivity due to sickness, workers dying at an earlier age and absenteeism for cigarette breaks in the workplace .These costs include £2.4 billion to the National Health Service (NHS) for treating illnesses associated with smoking or passive smoking. Social care costs associated with smoking related needs amount to £1.2 billion pounds (Action on Smoking and Health, 2022)
.

Research suggests that this major problem for society can be lessened by tackling the use of tobacco. It would help reduce fifteen types of cancer including lung, throat cancers and leukaemia (Khan, 2022).
Recent data states that one in four deaths are linked to smoking and could have been prevented (NHS, 2022).
The risks to health associated with smoking are often downplayed by manufacturers, this contributes to imperfect information in the marketplace (World Health Organization, 2023).

The addictive nature of nicotine in cigarettes make it very difficult for an individual to stop smoking and this can result in demand for the product even when people want to give up.
Research suggests that vulnerable people are more at risk to becoming addicted to cigarettes. People from lower socio-economic areas are shown to be more likely to smoke than those from other areas (Garrett et al., 2019).
The World Health Organisation, 2023 (WHO) suggests that approximately 80% of the world 1.3 million tobacco users are from low- and middle-income countries. Research suggests that the use of tobacco contributes to poverty in these areas as people use their money to buy tobacco instead of food and are unable to stop due to the addictive nature of nicotine (WHO,2023).
This can have a negative effect on efforts to try and combat smoking, where perhaps the price is increased due to taxation. This could have a detrimental effect on the very people it is aiming to help by making their finances even worse (Blakely & Gartner, 2019).

The environmental issues associated with smoking are primarily the air pollution, and the costs of littering. However, the filters or butts seep into soil and the waterways causing far wider reaching problems to the environment. These filters are made from, or contain cellulose acetate which is a plastic, nicotine, heavy metals and other toxic chemicals. Research states that these filters can stop growth in plants and can easily be mistaken for food by marine life (NatGeoUK, 2019). The environmental problems are demonstrated in (Appendix 1).

The negative externalities of cigarette smoking result in the marginal social benefits being lower than the marginal private benefits showing a social deficit as shown in the following diagram (Figure 1).
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Figure 1
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This figure shows that negative externalities are produced when someone is smoking, and the marginal social benefits are less than the marginal private benefits. 
This translates to the smoker or person receiving the private marginal benefits, not worrying about the effects on anything or anyone else but the benefits that they experience themselves.
[bookmark: _Hlk161747162]This means that the consumer will consume at the quantity Q1 where the marginal social costs are equal to the private benefits, rather than the socially desired level of Q* where the marginal social benefits are equal to the marginal social costs. The outcome of this is a welfare loss to society shown in the yellow shaded area.
This scenario is known as a market failure and can be defined in economics as a situation where market forces cause a reduction in societal welfare (Finch et al., 2020).
Research suggests that this could have a detrimental effect on society and would result in the Governments efforts in England to achieve a smoke free country by 2030, where only 5% of the population would be smokers an impossibility. Appendix 2 shows how the smoking trends are reflected of people stopping smoking, this demonstrates that the target would not be met until 2037. The rate at which people are stopping smoking he suggests needs to increase by 40% for that deadline to be met (Khan,2022).






Solutions for Improvement of Market Failure

To combat this negative effect of market failure on society there are some things which can be done to change the social effect and the environmental impact (Pettinger, 2020).
Khan, 2022, suggests that there could be a tax imposed on cigarettes to increase the price then the amount that people are buying or smoking should be lower. He further suggests that vaping could be offered as a substitute and Government could provide ‘Swap to stop’ free packs in deprived areas. He stressed however that young people should not be encouraged to try vapes if they don’t already smoke. Another deterrent to smoking is the position of cigarettes in a shop, in April 2012, the Government made it compulsory for every shop to keep cigarettes in a cabinet out of sight.  Research states that this could help deter smokers and would be smokers to want a cigarette. Educating people as to the adverse effects of smoking on the individual and anyone around them, and also the effects to the environment could have a positive effect on the person to be encouraged to stop smoking.(Health, 2012)






Solution 1 – Tax & Restricting use.


Research states that Tobacco taxes are the most cost-effective way to reduce tobacco use. If tax is increased by 10% research shows that the consumption of tobacco falls by about 4% in high income countries and falls to 5% in lower income countries (World Health Organization, 2023).

 The aim of this tax is to discourage smoking among younger people and smokers in general. By increasing the selling price of cigarettes its further aim is to reduce the demand. This reduction in demand could then lead to positive externalities such as reduced costs to the NHS and decreased environmental pollution from the waste associated with smoking; and the health problems associated with passive smoking (WHO,2025).
There are statistics which suggest that 5% of children aged 11-15 are regular smokers. More than 39% declared that they had started smoking before 16 years old. Research suggests that 300,000 under 16’s try smoking each year. This shows the importance of combatting this social problem
Research states that a year after the government introduced a ban on smoking in public places, there has already been a 12% reduction on hospital admissions for children with respiratory problems. (Kmietowicz, 2015).

The other advantage of imposing a tax on cigarettes would be increased revenue for the government. This money could then be spent on healthcare campaigns to encourage people to stop smoking.
This diagram  (figure 2) shows how the effect of imposing a tax on cigarettes can have a positive effect on society.



Diagram showing the effect of Tax on Cigarettes

[image: https://www.microeconomicsap.com/uploads/1/1/7/5/11758934/ib-economics-excise-tax-on-demerit-goods_3_orig.jpg]Figure 2



The results after the imposed tax on cigarettes.
The tax results in a higher cost to the smokers and a lower cost being received by the tobacco company, and at this higher price the allocatively efficient quantity of the cigarettes are being consumed and produced. Therefore the negative externality of the consumption has now been internalised.
Price
£

Research states that after this tax was imposed on cigarettes of approximately 5% the probable result would be a decline in consumption of 33.1% (Beard et al., 2022).


Solution 2 –  Educating people and providing information 


Educating people about the health risks and consequences of smoking can help reduce the externalities.
The education to raise awareness about the harmful effects of smoking on the individual and the health of other people include information on diseases such as lung cancer, respiratory complications and heart disease.
The passive smoking issue is another concern to be highlighted where family, co-workers and friends who are exposed to this second-hand smoke can also be at risk of lung cancer, respiratory complaints and heart disease.
Research suggests that educating people can lead to individuals being able to make informed decisions regarding their behaviour. This could make them more inclined to not smoke or at least show consideration to others who don’t smoke.
Support services who are pro-active in educating about cessation programs and offer resources to help cease smoking can lead to a decrease in the numbers of people who smoke. This in turn can reduce the externalities associated with smoking related illnesses and therefore costs to the health service.
[bookmark: _Hlk161737269]This education means that people are more likely to support policies such as smoke- free laws and tobacco control measures. This can encourage public support for campaigns to protect the environment and reduction of the social externalities of smoking (Khan,2022).
Khan,2022, further suggests that as Secretary of state for health and social care he will commit £70 thousand pounds in the bid to prevent smoking measures.
The WHO framework convention on tobacco control (WHO FCTC) established in 2023 introduced a treaty to help control the tobacco epidemic. Research suggests that there are currently 182 countries supporting this treaty.
This method of smoking prevention includes the encouragement of every NHS worker to promote the benefit of stopping smoking at every opportunity (Khan, 2022).
Benham-Clarke et al., 2021 suggests that the influence of education on individuals where education can play a role is by promoting awareness, influencing attitudes and encouraging individuals to make better choices. Policy holders can concentrate their efforts on communities where smoking rates are highest so that they can promote the use of education as a powerful tool in reducing tobacco related harm (Benham-Clarke et al., 2021).

The typical effect this will have if implemented is that the price of cigarettes will remain the same but the demand for cigarettes should fall. This can be seen in the following diagram. 






Diagram showing the effects of education on smoking
 [image: Picture]Figure 3






The results after educating people on smoking.

The results show that as demand decreases due to the educating of the individual in the dangers of smoking Qe decreases to Q* and the price falls from Pe to P* as the manufacturers reduce prices to reduce their excess stock of demerit goods.

Research shows that the rates of smoking during 2001-2016 was reduced by 10.8% due to stop smoking programmes. The attempts to quit had a higher success rate than those without the support and education of the support groups showing a 15.1% as compared to aa.3% in the groups without the cessation groups aids (Song et al., 2019).
This shows an positive success rate for the effect of education on cessation of smoking.


Solution 3 – Alternative solution- Nicotine Replacement Theory.

Providing alternative options to smoking can help reduce the social externalities of smoking by reducing health risks.
Products such as nicotine patches, gums, lozenges, electronic cigarettes and vapes are less harmful than cigarettes. Smokers who switch to these are generally thought to be at less risk than by traditional smoking. This would prove to be less demand on the healthcare service (Cao et al., 2015).

Research suggests that the emissions from e cigarettes are less harmful to people who are exposed to second hand smoke so this would result in cleaner air and protect the individual from exposure to by-products of nicotine (Cao et al., 2015).

There is research that suggests that electronic non-nicotine delivery systems (ENNDS) when used by children could be potentially harmful to health. This means that it is essential for the information on this potential hazard to public health to be related to individuals (Yoong et al., 2021).
 

Khan, 2022, suggests that the promotion of vapes as an alternative to smoking can be effective and not as dangerous to the passive smoker or the environment, he further states that even though they are not totally without problems, the alternative is worse.
Nicotine is an addictive substance, and this is the biggest problem when people are attempting to give up smoking. The use of chewing gum or patches are thought to help with the cravings and withdrawal symptoms allowing the smoker to be more successful in the attempt to give up.
This would result in the cost of cigarettes staying the same, but the demand would be less This is shown in the following diagram (fig.4).
[bookmark: _GoBack]Diagram showing the effects of Vaping on smoking
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Results after the use of vapes as an alternative to smoking.

Research states that vapes are used by around 2.8 million people as an aid to quit smoking. 1 millions of these are current smokers whilst 1.5 million have been successful in giving up the habit. This data suggests that vaping is highly effective as an aid to stop smoking (Selbie, 2018).





Conclusion 

This paper aimed to highlight the problems associated with the market failure of cigarettes and the negative externalities that were associated with such failure. These externalities include imperfect information, the addictive nature of nicotine, the market power of tobacco companies and the vulnerabilities of the lower socio- economic populations. These factors have all contributed to an overconsumption of cigarettes and the underestimation of the costs to society.
Research suggests that the scale of human, social and environmental impact of smoking is unacceptable and preventable.
The need to address these market failures requires government intervention using policies such as taxation, public education campaigns and the regulation of how, where and to whom these products are sold. This paper has looked at these measures and hypothetically shown the possible results of such campaigns. This demonstrates that by implementing these measures societies can mitigate some of the adverse effects of smoking and promote public health and wellbeing. 
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In a free market, third parties — whom are external to the market
— pay for any negative external costs. Those in society who are
experiencing the negative spillover effects of consumption such
as second-hand smoking (cigarettes) and traffic congestion
(cars), are not involved as consumers or producers yet they are
still being forced to pay a cost.

The additional benefit of consuming one more unit of a good or
service is the marginal private benefit. The additional external
benefit obtained or harm caused by consuming an extra unit of
a good or service is the marginal external benefit. Thus, MSB
= MPB + MEB. Thus, negative externalities of consumption
result in the MSB curve being below and to the left of the MPB
curve (see Figure 11 below).
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and cost ($)

Price, benefit

Welfare

Quantity of cigarettes
(packets)

Figure 11: Negative externalities of cigarette consumption: MSB < MPB

In Figure 11 above, it is assumed that there are no external
positive effects from cigarette consumption on third parties, only
harm. Each packet of cigarettes consumed affects others
through the unpleasant and harmful effects of second hand
smoking, and reduces worker productivity and adds to the
healthcare costs of society.

Thus, MPB > MSB. The individual consumer is aiming to
maximise her satisfaction and does not take into account any
external harm she is causing when consuming the next packet
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decreases, the important effect is that Qe decreases to Q*; and
(unimportantly) price reduces from Pe to P* as producers lower
their prices to reduce the surplus (excess supply) of the demerit
good. See Figure 12, below.
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Figure 12: Government regulations and advertising

. Advertising

Governments often run advertising campaigns in an attempt to
persuade consumers from purchasing a product. Anti-gambling,
anti-alcohol, and anti-smoking advertisements are examples of
advertising campaigns that can be observed in many countries,
especially developed countries. Other campaigns will attempt to
increase the demand for other goods such as public transport,
to reduce the demand for the substitute good (cars and roading
congestion and pollution).Just as with regulations, the aim of
such campaigns is to reduce the demand for demerit goods.

For example, health campaigns and advertisements that
demonstrate the harm cigarettes do will reduce the demand for
cigarettes. The demand curve will decrease from D1 = MPB
until it overlaps with D2 = MSB, the socially desirable level of
demand where the externality has been eliminated (internalising
the externality). As demand decreases, the important effect is
that Qe decreases to Q*; and (unimportantly) price reduces
from Pe to P* as producers lower their prices to reduce the
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Figure 14: An indirect excise tax on demerit goods
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