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Introduction 

Research suggests that tobacco is a demerit good and causes many negative externalities. These negative externalities refer to the way in which the action of smoking affects third parties in various ways and are not recognised as a problem by the actual smoker (Admin, 2020).
This paper will examine the externalities associated with the tobacco industry, it will explore how these affect people and the environment. It will attempt to describe how they can be managed to make a healthier environment for everyone.
It will show with the aid of graphs how this external negative extremity has no social benefit and only marginal benefits for the actual smoker, it will further examine how this condition will result in a market failure.
It will explore how methods of combatting this problem can help address it. The effect of these interventions will then be examined, and a conclusion will be drawn.
Market Failure

Market failure can be defined as the outcome of an inefficient market condition. Using the theory of externalities this market failure can generate environmental damage. A negative externality can be described as the effect of the production or consumption that affects a third party outside the market (Stephen Eldridge, 2023).


Research suggests that smoking is the cause of many diseases that are preventable and can lead to premature death. It has an economic impact too where it can cost society enormous amounts of money in work related problems and hospital admittances (Ekpu & Brown, 2015).

Externality 1 - Health Costs

Smith, 2024, from Cancer Research UK states that there are at least 20 additional people a day are being diagnosed with cancer caused by smoking than there was 20 years ago. It shows an increase of 17% since 2023.
[bookmark: _Hlk193893825]Dr Ian Walker, chief executive of Cancer Research UK suggests that 6 people every hour are being diagnosed with cancers related to smoking. This equates into around 57,600 cases per year (Smith, 2024).
Karis Betts, 2024, agrees and suggests that Smoking remains to be the biggest cause of sixteen types of cancer in the UK. Many of these include lung cancer, breast cancer and bowel cancer. 
Research has stated that the cost of smoking to our society is much higher than previously thought. An assessment of the social cost of smoking conducted in January, 2022, commissioned by the charity Action on Smoking and Health (ASH) showed the total of £17.04 billion for England each year, the previous estimate being £12.5 billion.
This higher estimate is a result of the addition of new criteria which includes the impact of smoking on productivity and adds a huge £13.2 billion to the overall figure of costs (ASH, 2022).




.  
Externality 2 - Environmental Impact

Research suggests that from the cultivation of the tobacco crops to the cigarette butt, the lifecycle of a cigarette has an enormous effect on the environment (Team, 2024).
The cultivation of tobacco plants requires vast amounts of land, this can result in the destructions of forests to make way for the land. This deforestation has a detrimental effect on the worlds eco- systems.
The act of smoking releases toxic pollutants into the air and this contributes to air pollution. If the smoking is done inside then the effects are worse, especially if the ventilation is inadequate.
There is also the air pollution caused by the actual manufacturing of the cigarette. This process also causes toxic waste as offcuts of tobacco, plastics and other harmful chemicals are left after production. This waste must go to landfill and is not biodegradable especially the materials used to make the cigarette filters.  
These filters or butts are not always properly disposed of after the cigarette is smoked, and many pollute the land and end up in the waterways (Team, 2024).

The following chart shows how cigarette smoking has a detrimental effect on the environment.
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Externality 3 – Reduced Productivity
Absenteeism is one of the biggest ways smoking impacts a business’s productivity. Research suggests that smokers average a 31% higher sick leave rate compared to non-smokers.
Lost productivity or presenteeism, when workers are in work but not working to their full potential can also be caused by smoking. The most common is the ‘cigarette break’ (Shrestha et al., 2022). 
Yung & Agyekum‐Mensah, 2012, agree and suggests that in the construction industry the average worker took up to 73 minutes a day on ‘cigarette breaks’ (Shrestha et al., 2022).
There are other ways in which smoking can be detrimental to a business such as increased property insurance, claims against the company for exposure to second-hand smoke.



Externality 4 – Social
There are many negative social externalities associated with cigarette smoking. The cost of the product is now higher than ever and can cause financial difficulties for people on low incomes.
Society in general have become aware of the risks of passive smoking so this can lead to discord in the home.
Although discriminating against a smoker in a job application is illegal, in practice research suggests that the number of employers who look on this discretely as a negative is quite widespread (Marron, 2017).

This graph shows the effect of these negative externalities and how it results in market failure.
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This graph demonstrates how the supply curve shows the costs of producing the cigarettes (S). The demand curve (d) shows the private benefit to the smoker. The social cost is reflected by the (SMB) and shows the real cost to society and the environment.
Q2 represents the optimal level of consumption, and the social benefits meets. The marginal social cost is recognised as the equilibrium. Due to the negative externality of smoking there is an over consumption, shown at Q1 which is shown as a welfare loss.

 Solutions for Improvements of Market Failure

Research suggests that there are certain measures that can be adopted to combat the externalities that can be responsible for the economic effect of smoking.
The UK Government have stated that the best way to combat a problem is to prevent it starting in the first place and so they advocate ‘Prevention is better than a cure’ (Gov.uk, 2024).
The main purpose is to put in preventable measures now so that it will save the Government money in the future on health costs.
Solution 1 -   Legislation & Regulation
Research suggests that an effective way to combat smoking is to introduce legislation, this can be done in numerous ways, one of which is to raise the age of potential smokers.
Kirby, 2024, emphasises the importance of encouraging smokers to stop smoking and suggests that
 “Raising the age of sale of tobacco products will be one of the biggest public health interventions in living memory, establishing the UK as a world leader.
“It’s vital that this Bill is re-introduced at the King’s Speech, passed and implemented in full so the impact of smoking is consigned to the history books.”
This bill would also make public places smoke and vape free. Advertising vapes would also be banned so that there is no encouragement for children to start smoking.
Research suggests that this will only encourage ‘black market’ sales, but to combat this the Government includes a new retail licensing scheme for tobacco, vapes and any product containing nicotine.
There will also be an introduction of a £200 penalty notice which would enable trading standards to impose an ‘on the spot’ fine to anyone not adhering to the bill. 
The following graph shows the impact taxation could have on smoking, as explained, the social costs of smoking is higher than the private costs. To combat this the true social cost is charged so it would cost smokers more to smoke. This in turn could act as a deterrent and stop some people smoking.

Graph showing how imposing a tax on cigarettes can help the market
[image: tax-on-negative-externality]









Graph showing the resulting effect of taxation on cigarettes
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This graph shows a fall in the rate of people smoking as the price of cigarettes rises. This shows that a tax on cigarettes and nicotine does have an effect on smokers and help address the problem.

Solution 2 - Support for cessation & community initiatives

Smith,2024, suggests that trying to stop smoking is a difficult task and it requires support to be successful. He further suggests that it may take several attempts to find a workable method for the individual as no two people are the same.

Public Health authorities suggest that for a cessation programme to work within a community it should follow the protocol of prevention, cessation support and policy changes.
The prevention programme should include promoting the health risks associated with smoking, and emphasising and educating school children of the detrimental effects of cigarette smoking.
Stop Smoking’ services should be easily accessible and include counselling services to encourage and support would be quitters.
On line support should also be available with chat rooms of previous smokers explaining and encouraging, as well as applauding the advantages of giving up smoking.
The partnership with local pharmacies should be encouraged and nicotine replacement therapies should be explored.
Throughout the community, and in conjunction with the local council, smoke free areas should be put in place. Community based groups should be encouraged to engage in the plans so that they too can voice their ideas to help in the program (Public Health England, 2019).


Graph showing the results of smokers after the pharmacy intervention program
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                                                                    (Condinho, Ramalhinho and Sinogas, 2021)

This graph shows the effect of pharmaceutical intervention on smokers. The results show that success was higher in patients who took pharmaceutical therapies as well as consultations either face to face or by telephone. This correlates with other successful cessation programs which encouraged contact with health professionals for support (Condinho, Ramalhinho and Sinogas, 2021).

Solution 3 - Environmental Regulations

The third method of encouraging people to stop smoking is to impose environmental regulations.
Calo and Krasny, 2013, suggest that although there have been many predictors of tobacco use, environmental influences are also an important factor in controlling and preventing the use of tobacco.
The Health Act 2006, states that smoking in public spaces and workplaces are prohibited. This environmental change was implemented to encourage people to stop smoking and also to protect the non-smoker from inhaling second hand smoke (Gov.uk, 2006).
The introduction of the Tobacco advertising and promotion act meant that cigarettes could no longer be openly displayed on the back counter of shops. They now had to be stored in a cabinet with a closed screen so smokers would not be tempted to impulse buy (Department of Health, 2011).
In 2016 the packaging of tobacco products had to be changed. They were now to be standardised and plain, the warning signs were to be more prominent and there was the introduction of graphics to emphasise the risks (gov.uk, 2016). (Appendix 1).

The use of public health campaigns has been instrumental in encouraging the cessation of smoking. The ‘Stoptober’ initiative encourages people to give up smoking during the month of October. Research shows that a major factor in helping a person stop smoking is to enhance their self-esteem. This campaign helps people gain confidence with the help of family and friends to be able to successfully quit smoking (Department of Health and Social care, 2022).
Yang et al., 2011, carried out a study to explore the correlation between environmental restrictions and smoking cessation in China. The results showed a substantially higher level of quitters at 715 people as compared with an unsuccessful 405 people. This showed that the implementation of environmental tobacco control policies was successful.

Solution 4 – The introduction of Substitutes

Research suggests that another solution to the smoking crises is the introduction of substitutes.
E-cigarettes and Vaping has become quite commonly used in an attempt to help with the cessation of smoking.
These are electronic devices that heat a liquid containing nicotine, flavourings and other chemicals to create an aerosol that users inhale.
The research states that although these devises contain nicotine they do not contain the harmful tar and chemicals associated with tobacco smoking (Brown and Balk, 2020).

The level of nicotine can be gradually reduced by the user, eventually leading to cessation.
[bookmark: _Hlk164178015]There are some negative reports that suggest that the flavourings and marketing strategies for these vapes are encouraging children who have never smoked to start vaping, and possibly encourage them to move on to smoking (Pym and Watkinson, 2023).



Conclusion

This paper aimed to show the negative externalities associated with the tobacco industry, and the reasons for its market failure. It further examined the effect of implementing different types of intervention.
The discussion shows that there is a strong negative externality associated with cigarette manufacture and use.
Research has shown that the best method of intervening in this act of smoking is to continue to impose taxes on tobacco products and this will hopefully lead to numbers of active smokers falling. 
There are positive results from the other interventions such as community initiatives and environmental restrictions. The use of vapes have shown to be a positive effect on cessation of smoking but it remains to be seen whether that will open another health problem in years to come on the effects of vaping and the need to introduce vaping cessation programmes.
These initiatives are showing a positive result in the cessation of smoking. Time will tell whether it will continue to be successful and so have a positive effect on health and the health services, and in turn have a positive effect on the economic and social marketplace.
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