
Assignment 1: Economics of Sustainability


Introduction

This assignment will be analysing the negative externalities of consumption and I have chosen cigarettes and tobacco. There is a tobacco business in almost every nation. The Big 4 operate local subsidiaries all over the world in addition to smaller tobacco corporations operating in certain nations or regions. For instance, British American Tobacco South Africa is a regional affiliate of BAT, which has its corporate offices in the United Kingdom. Other companies, such as farmers, processors, logistics companies, and much more, also contribute to the tobacco industry's business, even though these large companies are the most visible. (Watchdog, 2022)

More than 8 million individuals die each year because of the tobacco industry, along with 600 million trees, 200 000 hectares of land, 22 billion tonnes of water, and 84 million tonnes of CO2. Smokeless tobacco, e-cigarettes, and other products all contribute to the accumulation of plastic pollution. The second-highest source of plastic pollution in the world is found in cigarette filters, which include microplastics. (Organisation, 2022)

Tobacco and cigarettes have been an addition for individuals for many years. They are the causes of many illnesses and diseases like cancer individuals can be exposed to from tobacco and cigarettes. The reason for this choice for the assignment is because of past experiences of individuals being affected from different health conditions from the aftereffects of Tobacco and cigarettes on their body. 

Tobacco harms your health whether it is smoked or swallowed. Acetone, tar, nicotine, and carbon monoxide are just a number of the dangerous ingredients included in tobacco products. The molecules individuals breathe can have an impact on their lungs and other organs in the body. The effects of smoking on individual’s body systems and ongoing complications can be long-lasting. In addition to increasing an individual’s risk of certain health conditions over the course of an individual’s lifetime, such as glaucoma and cancer, smoking has other immediate health consequences as well. (Hobbs, 2023)

Market Failure in the Tobacco Industry

The Tobacco industry is always changing from tobacco, cigarettes and now vaping. Cigarette manufacturers such as Philip Morris International and other tobacco companies are among the world's most profitable companies, selling the world's most deadly legal product. Child labour and renewable energy are among the issues they promote prominently as part of their corporate social responsibility programs. Their commitment to smoke-free living has even led them to admit that smoking is hazardous. (Savedoff, 2017)

As a result of smoking, individuals, and those around them bear a number of negative externalities. It is important to note that the cost price of a cigarette does not take into account the costs of poor health, the addictive nature of the product and the potential harm to others that passive smoking may cause. In the 1950s, medical professionals were aware of the dangers of smoking. Government action against smoking, however, was sluggish because of the prevalence of smoking, its addictiveness, and support from a strong business looking out for its own interests. (Finch, 2020)

Not only does smoking cause illnesses on individuals it can cause issues for pregnant women if they continue to smoke while they are pregnant. According to US statistics, cigarette smoking and exposure to tobacco smoke cause about 480,000 premature deaths each year. A total of 36% of premature deaths on this list are caused by cancer. 39% are caused by heart disease and stroke, and 24% are caused by lung disease. In comparison to non-smokers, smokers are about three times more likely to die from heart disease. (Institute, 2017)
 
Not only does smoking cause bad effects on individuals it also effects environment very badly for example, the Carbon emissions are also contributed significantly by the tobacco industry through deforestation. It takes approximately 15 packs of cigarettes to produce one tree, which means the tobacco industry cuts down 600 million trees every year. Forest loss has caused up to 20% of annual greenhouse gas emissions since the 1970s, causing an estimated 1.5 billion hectares of lost (mainly tropical) forests. (Industry, 2022)

Since tobacco is typically grown in monocultures, pests and illnesses can more easily infect the crop. To sustain a crop yield that can make a living wage, farmers must use vast quantities of fertilisers, herbicides, and pesticides. In addition, tobacco farmers' health is also endangered by the widespread use of pesticides. An estimated 11,000 agricultural workers die each year as a result of pesticide poisoning. (Tactics, 2022)

A cost experienced by a third party as a outcome of an economic transaction is also called a negative externality. The producer and consumer are the first and second parties in a transaction, and third parties are any person, group, owner of property, or resource that is indirectly affected. (Online, 2020)

Positive externalities typically benefit from, and negative externalities typically cost individuals. One more well-known negative externality is pollution. Companies and industries could implement manufacturing practises that could have a negative impact on the environment in an effort to reduce costs. While this could lower manufacturing costs and raise earnings, there are costs made by the government which affect the environment and society all together. (Kindness, 2022)
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Figure 1: Negative externalities of smoking cigarettes

Figure 1 shows a diagram the negative externalities of smoking tobacco. The marginal private benefit does not mirror the marginal social benefit which means the Marginal social benefit is underneath the marginal private benefit. The diagram shows the vertical difference from both MSB and MPB which shows the negative externality of smoking tobacco. Q* constitutes where the level of individuals consuming cigarette products and the MSB meets the marginal social cost which is acknowledged as the equilibrium. In spite of that due to the negative externality of goods where individuals are over consuming at Q1 which is identified as a potential welfare loss. 

Methods to improve market failure.

Method 1: Negative advertising on tobacco packaging 

The first solution I would like to suggest would be the advertising for cigarette packaging. From 2003, tobacco packaging in the EU must carry prominent warnings in text. Research in science, behavioural, and psychology has led to revisions and rewording of these warnings since they were first introduced. The contents of cigarette packets must also contain colour photographs and other illustrations. (Chakravarti, 2022)

Despite the difficulty of conducting this type of research, there is little evidence that standardised packaging will alter actual smoking behaviour, but it is likely that owing to these changes in attitudes and beliefs, some smokers will think twice about their smoking behaviour and, crucially, may be discouraged from taking up smoking by some of the 200,000 children who start smoking every year. (Maynard, 2016)
With packaging on cigarettes and tobacco packaging provided a statement to how bad smoking is, packaging on vapes and e-cigarettes need to change to discourage individuals especially young individuals that see vapes with fruity flavours and want to try it which encourages more young individuals to smoke and risk their health. Using cartoon characters and naming their products after sweets are among the promotions health experts recommend that e-cigarette makers avoid using to appeal to children. Under-18s are being lured into vaping by "totally inappropriate marketing techniques," UK public health doctors warn. It is demanding the prohibition of the use of cartoon images such as those used for "slushies", an ice-filled soft drink popular with children, to identify e-cigarettes and the e-liquids that they use. (Campbell, 2021) 

Changing the packaging on e-cigarettes and vapes would discourage individuals to use these products would be very costly which is maybe why the government haven’t introduced this yet however if they used the money, they make from the tax they put on these products maybe it would work to reduce how many tobacco, cigarette and vapes individuals buy. 
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Figure 2: Cigarette quantity through negative packaging

This figure shows how the advertising on tobacco and cigarette packaging to reduce the use of these products shows by moving the marginal private benefit through advertising techniques to meet the new market equilibrium on the diagram. This would help the public health campaign introduced to reduce the consumption of cigarette products and promote the health risks of these products on individuals and educate young individuals to not use these products. Using the negative externalities of advertising on cigarette packaging moves the marginal private benefit curve inwards. 

Several years after plain packaging regulations and tougher taxes were introduced, cigarette sales have dropped by about 20 million every month, researchers have found. A steeper decline in sales followed the implementation of the legislation. In May 2015, individual cigarettes sold for almost 3.29 billion, but in April 2018, just 3.16 billion. (Davies, 2020) 

The study above shows that this type of packaging being shown has reduced the amount of individuals buying cigarette and tobacco products which shows the government should use this packaging on vapes and e-cigarettes. 

Method 2: Indirect Taxation

Taxes on tobacco generate over £11 billion for the government, or 1.2 percent of total tax income. By the end of the decade, the U.K. wants to have less than 5% of its population as smokers. According to a study, the majority of Britons favour a complete ban on the sale of cigarettes. The research may support the view of some politicians and health professionals that public opinion is reaching a "tipping point," much like it did when the U.K. banned smoking in bars, restaurants, and other public places in 2006 and 2007. (Reporter, 2023)

The Office for National Statistics reports that in January 2023, the average cost of a package of 20 cigarettes was £12.84. An average packet of 20 cigarettes will cost £14.39 at 18:00 GMT on Wednesday due to the hike in tax rates announced in the Budget. The minimum excise duty will increase by RPI + 3%, while the rate on all hand-rolling tobacco products will increase by RPI plus 6%.  (Adams, 2023)

For the UK government, taxing tobacco is a significant source of cash. The government received around £10.7 billion in 2022, or 1.2% of all taxes collected. 6.6 million individuals in the UK now practise the habit. The government is anticipating that steep price increases would reduce the number of smokers in the country to fewer than 5% by 2030, marking the UK as "smoke free." (Flanagan, 2023)

With Taxation of tobacco and cigarettes in the UK while the cost-of-living crisis going on could decrease the number of individuals to buy tobacco, cigarettes or vapes. As stated, above we have seen the price of how much tax has increased on these products. A major increase in cigarette taxes results in fewer children starting to smoke and more adults quitting, and at the same time, it generates a sizable amount of income to support crucial health and tobacco control programmes. (association, 2022)

In order to prevent vulnerable groups, especially youth, from employing tobacco products, tobacco taxes should continue to increase over time. A significant portion of tobacco tax revenues should be used to fund programs promoting tobacco prevention and quitting, thereby further protecting communities from its adverse effects. Taxes are a particularly powerful technique for preventing young cigarette consumption. In the 12- to 25-year-old age group, changing prices is more likely to affect youth and young adults than adults, and health economists estimate that raising the price of cigarettes to $10 per pack would reduce the number of smokers by 4.8 million. (Initiative, 2019)

In this day and age, we see more and more young individuals smoking tobacco, cigarettes and vaping e-cigarettes. Any kind of smoking is a risk to any individual’s health with the amount of nicotine in these products. Young individuals are smoking these products especially vapes in school or when they have been out drinking. Vapes have a variety of different flavours these days which does encourage young individuals to use these products from flavours like Cola, Blueberry raspberry and double apple and many more. There was a significant jump from 1% to 57% in the proportion of 18-year-old vapers who used disposable e-cigarettes during the same period. Teenagers who do not smoke are being targeted for e-cigarette marketing instead of smokers who wish to quit. (Eardley, 2022) 

[image: Chart, bar chart

Description automatically generated]
Figure 3: E-cigarette prevalence, by cigarette smoking status.

This diagram above shows the usage of e-cigarettes from young individuals. As shown above it shows that individuals who have tried smoking once are more likely to use a e-cigarette compared to a regular smoker. It is estimated that only 1% of pupils who have never smoked regularly use e-cigarettes. There has been a more than double increase in regular smokers who use e-cigarettes; from 29% in 2018 to 61% in 2021. (NHS, 2022)
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Figure 4: Indirect taxation

Figure 3 demonstrates the effect indirect taxation has on cigarettes and similar products. The red line MSC= MPC + Tax shows the price increase affecting the quantity of cigarette packets bought Qe to Q*. The government putting the price of tax onto the purchase of cigarettes will mean customers will pay a higher price for their cigarettes which might encourage individuals to quit smoking however the government would need to cover the negative externalities present from Qe to Q*. 

Country comparison

Many different countries have different approaches to their solutions to reduce tobacco and cigarette use across the world. More than half of all the world's population today lives in a country that has implemented at least one of WHO's six tobacco control recommendations - four times more than a decade ago. In spite of this, 2.6 billion people remain unprotected by tobacco control policies, and are possibly harmed by tobacco use health-wise and economically. (Branigan, 2019)

As a result of the new rules, the smoking rate fell by 0.5% among 700,000 people in Australia. Evidence from several previous studies that has demonstrated that uniform packaging diminishes the promotional appeal of cigarette packets supports these conclusions. According to projections from Cancer Research UK, there would be 257,000 fewer smokers in the UK if smoking rates saw the similar decline. (UK, 2017)

Conclusion

In conclusion, the tobacco and cigarette industry are failing in many different ways prior to the negative externalities placed within the UK due to taxes and social costs. The price increase for taxes and the advertising on packaging as introduced to change behaviours of individuals who use these products and educate young individuals of the risks involved by using any type of these products. 

Above it was stated how bad tobacco is for the environment and what it does to the farmers who must produce it in different countries. In the past of the government bringing in laws and legislation to reduce the use of tobacco for example smoking areas being outside it hasn’t reduced the usage of tobacco products in these recent years but the industry bringing more products with nicotine out like vapes which can be worse than smoking cigarettes or tobacco use, educating individuals does need to change.  E-cigarettes and vapes were introduced to reduce the number of individuals smoking tobacco and cigarettes however the use of flavoured vapes has caused controversy due to the number of young individuals using these products because of school trends or being encouraged by their friends to vape. 
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