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In 2022, the Office for National Statistics revealed through their research that “12.9% of people aged 18 years old and over, (around 6.4 million people) smoked cigarettes in the United Kingdom (Office for National Statistics, 2023). Smoking and the use of tobacco remains one of the largest health challenges in the United Kingdom. Smoking is the largest cause of death and illness, every year 76,000 people are dying from smoking or are living with smoking related illnesses (NHS, 2022). Over the past few decades, the number of people smoking in the United Kingdom has declined however, that decline has now seem to lose it momentum. 

This essay will look into the tobacco market. First, I will look at the market failures within the tobacco/ smoking industry, focusing on the negative externalities of the consumption and the solutions that have been put in place, before analysing to see how effective they are or have been. I will then look into the substitute products that are currently available in replacement of cigarettes and then examine whether it is a good replacement to the issues facing the tobacco industry.
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The tobacco industry is responsible for one of the world’s largest health problems. Research conducted by the World Health Organisation indicates that the tobacco epidemic is killing around 8 million people a year. An estimated “7 millions of those deaths are the result of direct tobacco use while around 1.2 million are the result of non-smokers being exposed to second hand smoke” (WHO, 2015).Further research from the WHO, states that 80% of tobacco users are from low and middle class income countries. Their reliance on tobacco and nicotine diverts households spending from essential items such as food and shelter to combat their tobacco addiction. 

The tobacco industry also has an effect on our environment. Not only in the process of production but also in consumption, Dr Ruediger Krech, Director of Health Promotion at WHO, states that “tobacco products are the most littered item on the planet, containing over 7000 toxic chemicals, which leech into our environment when discarded. Roughly 4.5 trillion cigarette filters pollute our oceans, rivers, city sidewalks, parks, soil and beaches every year” (WHO, 2022).

The tobacco industry has markets failures with regards to cigarette consumption, and in return creates negative externalities. Negative externalities of consumption are the external costs created by consumers while they are using the product or service, (Microeconomics, 2022). When a consumer decides how much of the product to use, they do not consider what external costs their consumption has on others around them. Cigarettes are classed as a demerit good. Demerit goods are products that create negative externalities when they are consumed, other examples are cars, fossil fuels and junk food. 

The consumption of cigarettes not only has health implications on its users, but also the people around them can become ill from second hand smoke or passive smoking. Passive smoking is when a nearby third party suffers the effects of someone consuming cigarettes. Similar to a case of someone driving under the influence of alcohol, passive smoking presents an ethical and practical concern to the tobacco companies, and they continually face criticism from charities and individuals because of the harmful effects of smoking (Indeed, 2022).

Below is a diagram that shows the negative externalities of cigarette consumption. 
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Image 1 – The Negative externalities of cigarette consumption (Microeconomics, 2022).

Figure one shows us that there no positive externalities from smoking only negative. When consuming cigarettes the negative externalities are produced. The difference between the MSB (marginal social benefit) and the MPB (marginal private benefit) gives us the external cost or negative externalities. The consumer does not think about the negative costs to society only the benefits that the cigarettes will have to them. Therefore, consumers will maximize their utility and consume to the quantity of Qe. This is where the MSC (marginal social costs) equal the MPB. Q* represents the optimal level of consumption meets the marginal social benefit. This then results in a ‘welfare loss’ to society shown in the yellow triangle.  







[bookmark: _Toc162642333]Method and Solutions to a failing market. 
[bookmark: _Toc162642334]Solution 1 – Taxation and Government Intervention 
There are many ways in which market failures can be corrected. One of solutions can be government intervention and taxation. The way this is done is by creating new laws, regulations, tariffs, subsides or a restriction on trading.

Taxation on tobacco products has been proven to be the most effective way to reducing the consumption of cigarettes. The purpose for the taxation is to make the cost to the consumer higher so that they may think twice about purchasing. A high taxation is a win win policy for the government as it hopes to help save lives by reducing the number of smokers and the effects of smoking to not only the consumer but to third parties, but they also gain a revenue from the taxation that can be spent on health and development priorities that in the long term will benefit society as a whole (WHO, 2015).

An excise duty on tobacco was first introduced in 1660, the current form of duty came into place in 1976 to mirror that of the European Economic Community (EEC) (Gov.uk, 2024). Currently consumers are charged a tobacco products duty each time they purchase a tobacco product. Following the 2024 budget, tax on cigarettes is set to rise in 2025 to £6.33 plus 16.5% of retail price per 20 pack of cigarettes (Politics.co.uk, 2024). This now means that almost 80% of a pack of cigarettes will be made up of tax. 

Producers and consumers would share the burden of the indirect tax imposed by the government. However due to the addictive nature of cigarettes consumers will ultimately bear the biggest burden. 
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Image 2 – An indirect excise tax on cigarettes (Microeconomics, 2022).

Image 2 shows us the effects of an indirect tax on cigarettes. The results of the tax mean the consumers pay a higher price for the product shown as P* and the lower price being received by the producers, PP. An introduction of a new or higher taxation means the quantity of cigarettes purchased by consumers falls, shown in the image as Qe and Q*. The remaining consumers still wishing to purchase the product can do so but at the higher tax point. The government would have addressed the negative externality by reducing the consumption of cigarettes. 

Research into the effects of taxation and smoking shows that in the United Kingdom in 2022, the proportion of current smokers was at 12.9% or 6.4 million people. Figures gained from the Census 2021, states that the was a 7.3% point decrease in current smokers in the UK compared with 2011, when 20.2% of the population where smokers (Office for National Statistics, 2023).

The Image below displays the information gained in the 2021 Census, showing the smoking prevalence continuing to fall in England and Scotland in 2022, unlike in Wales and Northern Ireland it remains constant. 
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Image 3 – Proportion who were current smokers, over 18’s in the UK 2011 to 2022 (Office for National Statistics, 2023).
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The second solution to the negative externality is advertising campaigns. The tobacco industry has been using advertising campaigns for many years to sell their products. Like many other industry’s having a celebrity or an inducement from a successful sporting star can often help the company differentiate from their competitors, help consumers to remember your advertisement which in turn can help increase sales in the short term and improve brand awareness in the long term. 

In the 1950’s and 60’s, smoking was portrayed as beneficial to people’s health, Hollywood icons such as James Dean where always seen on screen with a cigarette, and many brands in the United States ran advertisements such as ‘more doctors smoke Camels than any other cigarette”. The 20th century promoted smoking as a positive choice in adverts, sports, and other media outlets. For many years the tobacco industry seemed invisible. But, in 1994, potentially the largest class action suit in history was brought against the tobacco industry over the death of a man from lung cancer, it was then things started to change (Rodrigues, 2009). 


A government can regulate the tobacco industry to correct the negative externalities created by the consumption of cigarettes. For example, regulating that cigarettes can only be purchased by those over 18, and that it is currently against the law to smoke in an indoor public space such as restaurants, bars, or workplaces in hopes to reduce the demand for cigarettes. The image below shows the effect that government regulations and advertising have on the consumption of cigarettes. 
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Image 4 – Government regulations and advertising – (Microeconomics, 2022).

From the image we can see that the demand curve will decrease, D1 =MPB until it overlaps with D2 = MSB to the socially desirable level of demand. As demand for cigarettes decreases Qe to Q* and in turn the price reduces from Pe to P* so producers can offload their excess supply of stock (Microeconomics, 2022).

In 2003, the government in the UK placed a “comprehensive ban on tobacco promotion, which prohibited tobacco marketing through print and broadcast media, billboards, the internet, direct mail, product placement, promotions, free gifts, coupons and sponsorships” (Harris, 2006). They also created advertising campaigns to highlight the dangers of smoking, and created the ‘Stoptober’ campaign, where they encouraged smokers to join a mass quit attempt on October 1st, 2012. The campaign sees smokers sign up to quit smoking in the month of October, with help and support form online forums, stop smoking service, nicotine replacement and face to face appointments. Deputy Chief medical officer for England, Dr Jeanelle de Grunchy states that ‘Over the past 12 years Stoptober has helped over 2 and a half million people quit” (Department of Health and Social Care, 2023). Campaigns such as Stoptober have resulted in an increase desire to quit and awareness of the dangers in smoking.

The government over the last 30 years have been taking drastic action to reduce the consumptions rates of smoking in the UK. The have gained strong public support for their actions and are now taking it one step further and aiming to create the first smoke free generation. They intended to “bring forward legislation so that children turning 14 this year or younger will never legally sold tobacco products. This will prevent future generations from ever taking up smoking, as there is no safe age to smoke” (Department of Health and Social Care, 2023).
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For many years there have been many different substitutes to smoking cigarettes. Different stop smoking aids include nicotine replacement therapies, such as patches or gym, nicotine vapes or e-cigarettes and prescription only medicines (NHS, n.d.).

Smoking has become a very expensive habit, research conducted by Juul Labs, a e-cigarette producer, shows that “based on nine cigarettes a day a person could save more than £1,400 annually by switching” (Thomson, 2024). 

Research conducted by NHS England with regards to smoking and vaping with young people, shows that e-cigarette usage has increased. 
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Image 5 - E-cigarette prevalence - (NHS, 2022)
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In conclusion, the tobacco industry had many market failings prior to the UK government stepping in and creating solutions to combat the negative externalities created by the industry. The solutions put forward by the government were created to change the consumer behaviour and decrease the demand for cigarettes. With a decrease in the demand, the hope is that overall, the cost to consumers not only in pounds but their overall health and to those around them will dramatically improve. Creating a smoke free environment will have positive impact on the health of the consumer, their loved ones and reduce the likelihood of their children taking up smoking in the future. Tobacco products aren’t just a threat to the consumer health, it is a serious threat to our environment. A reduction in people smoking means less toxic smoke in the air that we breathe and less impact on soil and water pollution from disused cigarette butts. 

The UK’s government future plans to create a smoke free generation is the next step to create a world where smoking is no longer a market failure, as the market might not exist. 
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Figure 12: Government regulations and advertising
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Figure 11: Negative externdlities of cigarette consumption: MSB < MPB
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Figure 14: An indirect excise tax on demerit goods




