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The subject of this paper will discuss the measures that have been put in place to mitigate the negative externalities of consumption in the tobacco industry in the United Kingdom, as well as the effectiveness of these efforts. The negative risks to society connected with smoking's health concerns will be investigated, as well as the pollution of harmful air pollutants, in order to get a better knowledge of the degree of the damage smoking causes to society. The tobacco business and its disregard for the negative impacts that its products have on society will be examined in this presentation. In order to address these concerns, it will also look at how the government uses public health initiatives and indirect taxes. 
To improve understanding of the market failure, illustrative diagrams will be utilised to demonstrate this. An evaluation will be carried out on the tobacco industry following the implementation of indirect taxation and public health advertisements to ascertain the extent to which these measures have successfully mitigated the adverse consequences of smoking in the industry. 

(Statista, 2023) In 2023 the United Kingdom market for tobacco products is projected to generate a staggering US$29.3 billion in sales by 2024. In England alone, smoking-related illnesses resulted in 1.28 million adult hospital admissions in 2000. In 2019/2020 saw a 1.99 million increase in this. This is the greatest number within the given time frame, according to (Stewart, 2022) 
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(Care, 2023) stated Tobacco butts are a persistent kind of dangerous plastic pollution. When they become littered, they don't break down naturally. Rather, they leak extremely harmful and carcinogenic materials into lakes, rivers, soils, and the ocean. Tobacco products already generate chaos during production and usage, and now their afterlife only makes it worse. (Earth Day, 2024) mentions, it can take up to 10 years to completely degrade a cigarette butt during that time cigarette filter which contains nicotine and other harsh chemicals have gone into the ground. 
(David Finch, 2020) stated the cost of smoking a cigarette does not include the expenses associated with the addictive nature of the product, its detrimental effects on health, or the potential harm it may do to others through passive smoking. Tobacco has a negative impact on the environment, climate change, and the illicit trade, according to (UICC, 2024). Tobacco use is a major contributing factor to many types of cancer. Smoke inhalation claims the lives of 1.2 million people annually, whereas direct tobacco consumptions claim the lives of 8 million people worldwide. Because of tobacco use, the global economy is burdened with an estimated 1.4 trillion dollars spent on health care each year. 
(Eldridge, 2024) A negative externality refers to the situation when a business causes harm to another party without assuming financial liability for the damage caused. Negative externalities are a key concept in environmental economics because pollution has substantial costs that are incurred by other parties. 
According to (Machacea, 2014) Because of the detrimental externality they induce, cigarettes are harmful for society. The reason for this is that no one pays compensation for the indirect effects of cigarette consumption on other parties. When it comes to cigarettes, the benefits of smoking are felt more by the individual than by society as a whole.
There is other negative externality that are affected by tobacco. (Public Health England) reported Addiction to smoking can result in poverty and loss of income. Furthermore, it can lead to a lifetime of inequity by increasing the likelihood that children from low-income homes will smoke as adults. High smoking rates are linked to negative markers like unemployment, mental health problems, and low educational attainment. 
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Figure 1 Negative externalties of smoking cigarettes

The negative externality of smoking is illustrated by the diagram in Figure 1, where the marginal social benefit (MSB) is below the marginal private benefit (MPB) due to the MPB's failure to represent the social benefit. The negative externality is shown by the vertical difference between MPB and MSB. The level of equilibrium is represented by Q*, which is the point at which the marginal social benefit and the optimal amount of consumption meet. The overconsumption of products at Q1, which is recognised as the potential welfare loss, is a result of the negative externality.
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Failures in the market can be addressed by government involvement. The UK government imposed tobacco taxes in 1976 in reaction to an undesired rise in the use of dangerous tobacco products, as stated by (Commons, 1976).
According to (Tobacco Tax Success, 2012), the price of cigarettes climbed by more than 200% in the UK between 1992 and 2011, while the government's revenue from tobacco sales soared to 44%. The government's excise revenue rose from 5.9 billion to 8.5 billion throughout that period. (Clark, 2023) mentions tax has risen to 10.3 billion in 2022 to 2023. 

(Pettinger, 2016) mentions, Smoking has numerous adverse external effects, resulting in a social cost that surpasses the private cost. Raising taxes will result in a decrease in demand. Consumers often fail to accurately assess the financial implications of smoking, disregarding the detrimental effects on their personal well-being and the potential for addiction to cigarettes. 
Due to tobacco's addictive nature, demand for the product is inelastic, meaning that as prices rise, less demand is created, which results in higher tax receipts. According to (Hussain, 2022) Inelastic demand refers to a situation where consumers' purchasing behaviour remains relatively constant when there is an increase or decrease in price.
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Figure 2 Indirect tax on cigarettes

Following the imposition of the tax, the location of the intersection of the demand curve (MPB) and the MSC represents the new equilibrium. Due to the tax, producers (PP) receive a lower price and consumers (P*) pay a higher price. At the higher price, the allocatively efficient quantity of the good is produced and consumed. As a result, consumption's negative externality has been internalised.
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According to (Lauren Revie, 2023)  In 2022, there were approximately 6.4 million smokers in the United Kingdom. The lowest number since 2011. 
According to (Daniel Nuttman, 2024) , a pack of cigarettes will now cost £16 due to an increase in tobacco duty. Because of annual inflation, the typical pack of 20 cigarettes increased in price from £1.55 to £14.39. The government makes a lot of money from the tax on tobacco. The government is expecting that by raising the price, fewer people will purchase Cigarettes. 

(Dunne, 2020) mentions Cigarette sales have significantly decreased as a result of higher taxes; in the UK, the underlying rate of reduction in tobacco sales nearly doubled following the implementation of the indirect tax. 
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Figure 3 – Smoking Prevalence 

(NHS, 2019)  Various health issues have been linked to smoking. Since 1996, when the government intervened to try to increase public knowledge of the dangers of smoking, Figure 3 above illustrates a consistent downward trend. The government has imposed strict prohibitions on smoking in cars with children, vending machines, and public areas. 
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The implementation of a negative campaign served as the second remedy for this negative externality.  In the UK, tobacco promotion was banned completely in February 2003. This included advertising tobacco products through print and broadcast media, billboards, the internet, direct mail, product placement, promotions, free gifts, discounts, and sponsorships according to (Harris, F et al,.)

According to (Gov, 2021), packaging regulations are crucial in lowering the allure of tobacco products to consumers. The cigarette pack needs to be dark in colour, without any shine, and it needs to include a graphic warning about general health risks associated with smoking. (Ash, 2019) notes that cigarette advertisements are no longer permitted. Studies reveal a decrease in youth smoking rates following the tobacco marketing prohibition. Since 2012 for large shops and 2015 for small shops, it is against the law to display tobacco items at the PoS in the UK.
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Figure 4 - Negative advertising campaign 
This figure illustrates the potential effects of cigars. Using advertising to shift the marginal private profit downward and reach the socially optimal point. This would not actually lower the amount of cigarettes consumed. 
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In mid-2017, (Hiscock, R. et al.,) reported that the government has put in place two policies that might deal with these pricing tactics. Its capacity to do so is threatened by standardised packaging, which lessens exposure to branding and imagery that promotes smoking while also making health warnings stand out.
(Moodie, C. et al., 2019) notes that after Australia in December 2012 and France in January 2017, the United Kingdom became the third nation to fully implement standardised tobacco packaging in May 2017. 

Tobacco sales have significantly decreased as a result of tax rises and standardised packaging. This decline dropped to 20 million each month after the law went into effect. The report also projects a 13% decline in the tobacco industry's net revenue, from £231 million to £193 million. According to (Bissett, 2020)
(Revie,L et al., 2022) stated the percentage of smokers in the UK as of 2021 was 13.3%, or 6.6 million individuals. At 14.0% of the population, the percentage of smokers has decreased statistically significantly since 2020. The newest data shows a 6.9 percentage point drop in current smokers compared to 2011 (20.2% of the population), continuing the trend of declining smoking prevalence.
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(Huang, J et al.,) E-cigarettes are a good replacement that is in high demand due to competition. Since their launch ten years ago, e-cigarette use has increased dramatically as a result of the general public's assumption that they are a safer option than traditional tobacco products. According to (BBC, 2018) the majority of e-cigarette users are former smokers who are trying to quit. 
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Figure 5 - E- Cigarette 

The diagram above indicates that there was a 10% increase in e-cigarette users from 2.9 to 3.2 million between 2017 and 2018. However, around one-third of smokers have never tried one.

In comparison to regular cigarettes, e-cigarettes are 95% less dangerous for human consumption, according to (Public Health of England, 2015). This demonstrates the advantages of e-cigarettes and their capacity to lessen the financial strain on the NHS caused by smoking-related costs. 
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Figure 6- E- cigarette Market

(Newswire, 2023) stated the diagram above shows that, It is anticipated that the UK e-cigarette market will expand by USD 1.37 billion between 2022 and 2027. One new trend in the UK e-cigarette business is the popularity of private-label brands. To capitalise on the increasing demand, several large merchants in the United Kingdom have focused on introducing their own branded e-cigarettes. Product innovation also gives providers a competitive advantage over rivals and boosts sales of their goods.
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(World Population Review, 2022) stated that Nauru a small island state in Pacific Ocean, has the highest smoking rate in the world at 52.1% and the smoking rate for the least amount of smoking is Nigera at 3.3% 
(Al Jazzeera, 2003) The first public smoking ban was established in 1729 when Shabdrung Ngawang Namgyal, the warrior monk who founded modern-day Bhutan, forbade tobacco use in government facilities. By the end of 2003, Bhutan intends to have made smoking illegal throughout all 20 of its districts.
(World Health Organization, 2021) mentions The Gambia had some of the lowest cigarette costs in all of Africa in 2012. The nation decided to increase the price of cigarettes with cooperation from the WHO. The country's implementation of an even more ambitious plan to boost tobacco taxes in the ensuing years was made possible by its successful implementation. Consequently, the amount of revenue produced in 2018 was about three times higher than in 2011. The greatest level of cigarette taxation is currently proudly met by Sri Lanka, where taxes on the most popular brand amount to 77% of the sale price. The main source of revenue for Sri Lanka is a particular excise tax, which is a levy imposed on a subset of goods according to their quantity, such as the quantity of cigarettes or the weight of tobacco. This tax was gradually raised in order to reduce the cost and consumption of these lethal products. In 2016, Colombia has the second lowest price of any Western Hemisphere country for cigarettes. A larger tax reform on cigarettes was raised from 2016 (COL$700 per pack) to 2018 (COL$2,100 per pack). Following 2019, there would be a yearly real increase of 4%.Excise tax revenues, which support universal health coverage (UHC), nearly doubled in addition to a 34% decline in cigarette usage by 2018.
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Finally, because of the societal costs and detrimental health effects that smokers have to deal with, the tobacco industry was failing even before the UK put measures in place. The measures taken to alter consumer behaviour include tax that can be utilised to calculate the costs associated with externalities. With a significant decline in smoking prevalence, it is clear that the externalities' solutions have been effective in the UK. It is crucial that the UK implement future solutions to prevent further harm to the environment and the health of British inhabitants, even though there are alternative options that may be taken into consideration to lower the level of cigarette consumption, such as smoke-free regulations. With the reduction on smoking within the society there is a decrease in health condition that came from smoking.  In recent years, the popularity of e-cigarettes as a substitute for traditional cigarettes has increased in the market. This is due to the imposition of regulations on cigarette solutions, resulting in a positive impact on the health of consumers. While e-cigarettes are not entirely without risk, they pose only a minimal fraction of the hazardous risks.
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Essential statement: The other way to internalise a negative
externality of consumption is to place an indirect excise tax
on the good or service. This will not decrease the demand
for the demerit good, however the higher price will
decrease the quantity demanded for the demerit good, to a
quantity equivalent to that achieved when MSB = MPC.
The excise tax shifts the MSC left to a point where it
intersects with MPB directly in line with the efficient market
equilibrium.

consumers continue to purchase the product and pay the tax;
see Figure 13 below|

MSC = MPC + tax

S=MPC

Price, benefit
P and cost ($)

o
@

rarket equilibrium

D=MPB

Q:<«— Q. Quantity of cigarettes
(packets)

Figure 14: An indirect excise tax on demerit goods

The new equilibrium that is achieved after the tax is imposed is
that of the intersection of MSC and the demand curve (MPB).
The tax results in a higher price being paid by consumers (P*)
and a lower price being received by producers (PP), and at the
higher price the allocatively efficient quantity of the good is
being produced and consumed. Thus, the negative externality
of consumption has been internalised.

Essential statement: The allocative efficient point of
consumption is where MSB = MPC. One way that negative
externalities of consumption can be internalised by
decreasing the demand for the product and shifting MPB
left to where it overlaps the MSB curve. This can be
achieved through advertising or government regulation.
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