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Introduction
When addressing market failures due to negative externalities, the tobacco industry stands as an perfect example. The consumption and production of tobacco products have long been associated with significant external costs, ranging from detrimental health effects to environmental degradation. This essay talks about the challenges posed by the negative externalities of tobacco consumption, showing how regulatory measures have been implemented to rectify market failures. 
Statista, 2024, tells us that this year they predict the worldwide tobacco products market to generate a revenue of £742.1bn with cigarettes holding the largest share with a market volume of £656.7bn. The tobacco industry, while profitable for producers, has substantial costs on society that are not reflected in market prices. These costs are primarily in healthcare expenses to treat tobacco-related illnesses, loss of productivity due to illness, premature death, and environmental pollution from tobacco cultivation and cigarette waste.
This analysis looks at how the tobacco industry ignores the harm its products cause, leading to the need for government action like taxes and health advertisements. It will first examine how the industry overlooks the wider costs of smoking demonstration though diagrams showing the market failures resulting from this neglect.
It will then be assessing how indirect taxation and public health campaigns have influenced the tobacco industry. Through analysing what happens after these, the aim is to determine if they've successfully reduced the harmful effects of smoking in the industry. Drawing from a wide range of credible sources, including academic texts and articles, this investigation will use illustrative diagrams to ensure a thorough grasp of the topic.

















Tobacco Market Failure 
Market failure occurs when the system of prices and markets, which is supposed to efficiently allocate resources, doesn't support activities that are considered beneficial or prevents activities that are harmful. These judgments are based on what is considered ideal for the well-being of society (Marciano, 2015). The market failure of the tobacco industry primarily stems from the presence of negative externalities, which are costs imposed on third parties who are not involved in the production or consumption of tobacco products. 
There are many negative health externalities of tobacco consumption. It is linked to a number of adverse health effects, including lung cancer, heart disease, respiratory illnesses, and is the biggest cause of death in the UK (NHS, 2024). These health consequences impose significant costs on society in terms of healthcare expenditures. In England alone, the NHS has estimated that smoking related illnesses costs them up to £2.6 billion a year (NHS, 2022). In some cases, health effects of smoking, limit many individuals to engage in work. If both current and former smokers never smoked altogether, the collective income could potentially increase by 1.9%, resulting in a significant £19.1 billion annual boost to the UK economy according to the International Longevity Centre UK, 2021. Smoking-related illnesses limit individuals' ability to work further exacerbates the negative externality. When people are unable to work due to health issues caused by smoking, it leads to productivity losses and a decrease in overall economic output.
Berridge, 2024, says in the 19th century, public health efforts largely overlooked the health risks of smoking, with minimal discussion on its dangers. Instead, the focus was on its perceived benefits, particularly its ability to relieve stress. Negative externalities occur when the consumption or production of a good or service imposes costs on third parties who are not directly involved in the transaction. Therefor even non-smokers are affected by tobacco consumption through exposure to second-hand smoke. The centres for disease control and prevention says that there is no safe level of exposure to second-hand smoke. 
The World Health Organization (WHO) disclosed insights in 2022, into the profound impact of tobacco on both the environment and human well-being. The organization emphasizes the urgent need for measures to hold the industry accountable for its detrimental effects. Annually, the tobacco sector exacts a heavy toll: over 8 million human lives, 600 million trees, 200,000 hectares of land, 22 billion tonnes of water, and 84 million tonnes of CO2 emissions. The WHO is urging policymakers to acknowledge cigarette filters as single-use plastics and to consider implementing bans to protect public health and the environment. Furthermore, the financial burden of cleaning up discarded tobacco products rests with taxpayers, rather than the industry accountable for the littering issue (World Health Organization, 2022).  A report by the Truth Initiative in 2023, showed that in 2021, beaches and waterways worldwide saw the cleanup of 1,134,292 cigarette butts, ranking them as the second most prevalent form of litter globally, surpassed only by food wrappers.
If someone consumes more than one unit of tobacco, the extra benefit is called the marginal private benefit (MPB). However, there are often other effects, like benefits to others or harm to the environment, that come from your consumption. These effects are called marginal external benefits (MEB). So, the total benefit or harm to everyone, including both private and external effects, is called the marginal social benefit (MSB) (AP Microeconomics, 2022). 
When there are negative externalities from consumption, the MSB curve shifts down and to the left compared to the MPB curve. This means that the total benefit to society is less than what individuals think they're getting, because they don't consider these negative impacts when making their decisions.
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The above figure shows that there are no external positive effects from cigarette consumption on third parties, only harm. Therefore, MPB > MSB This means that the individual consumer only considers their own satisfaction (Marginal Private Benefit) and doesn't think about the harm their consumption might cause to others (Marginal Social Benefit). The consumer aims to maximize their satisfaction (utility) by consuming more until the point where the benefit they get from consuming one more cigarette equals the cost (price) of buying that cigarette.
However, because cigarettes harm others, the overall benefit to society is less than the benefit to the individual. So, MSB < MPB is in which the benefit to society is less than the benefit to the individual. The ideal level of consumption for society as a whole is less than what individuals consume on their own. This is because the total benefit to society would be higher if people consumed fewer cigarettes. In a free market, the price of cigarettes is typically too low, so people end up buying and consuming more than they should. This results in a loss of welfare for society, represented by the yellow triangle (AP Microeconomics, 2022). 










[bookmark: _Hlk162625425]Methods to Improve Market Failure 
Method One – Indirect Taxation
Indirect taxation, like taxes on tobacco products, can help improve tobacco consumption. Action on Smoking & Health in 2012 released a ‘tax success story’ for the United Kingdom, they stated that from 1992 to 2011, cigarette prices in the United Kingdom rose by over 200%. Over the same period, cigarette sales decreased by 51%, while government revenue from tobacco taxes went up by 44%. Additionally, the percentage of adults who smoke dropped from 27% in 2000 to 20% in 2010.
Raising taxes on tobacco has proven to be the best and most affordable method for lowering smoking rates, reducing how much tobacco people use, preventing new smokers, and lessening the differences in smoking rates between different groups. The World Health Organization considers tobacco taxes a crucial tool for controlling tobacco use, and in the UK, tobacco prices are some of the highest globally (Partos TR, Hiscock R, Gilmore AB, et al, 2020).
By increasing the price of tobacco products through taxes, consumption tends to decrease. Higher prices discourage people from purchasing cigarettes, particularly young people and those with lower incomes, thus reducing overall tobacco use. Higher tobacco taxes create financial incentives for governments to implement and enforce tobacco control policies, such as advertising restrictions, smoke-free laws, and education campaigns. These policies complement taxation efforts and contribute to further reductions in tobacco use.
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In the figure above it shows, after the tax is added, a new balance is reached where the Marginal Social Cost (MSC) intersects with the demand curve (MPB). This leads to consumers paying a higher price (P*) and producers receiving a lower price (PP). At this higher price, the ideal amount of the product is being made and used, considering its impact on society. So, the harm caused by consumption is now accounted for within the system.


Method Two – Advertisement 
Negative advertising campaigns and standardized packaging for tobacco consumption has had an effect of tobacco consumption. The regulation of tobacco marketing has been acknowledged since 1965, when the Government banned cigarette advertisements on television. Then, in 1991, the Broadcasting Act of 1990 was used to eliminate tobacco product advertisements from television, cinema, and radio. In 1998, another European Directive, called for the cessation of all tobacco advertising and sponsorship by July 30, 2006 (Parliament.uk, 2000).
Plain packaging legislation took effect on May 20, 2016. The University of Bath researched showed, that despite the tobacco industry efforts to safeguard its sales during the transition period, the implementation of plain packaging alongside the introduction of the MET led to a notably accelerated decrease in monthly tobacco sales, along with a decline in company profits (University of Bath, 2024).
Before the legislation was put in place, Dentistry, 2020, says that researchers found that following the implementation of the legislation, there was a decline in sales reaching 20 million per month. As this ban came into place, the National Library of Medicine conducted some research and found that participants reported, warning images causing high levels of fear mostly showed smokers suffering from various cancers, like larynx and lung cancer, and diseased body parts. This aligns with past research indicating that images of cancer-stricken smokers are impactful in shaping perceptions of smoking risks and harm. So, an image of a smoker with larynx cancer could deter current smokers from smoking and discourage potential new smokers from starting (J Public Health Res, 2021). The ban followed on with another ban on menthol and flavoured cigarettes by 2020 this was a big move to stop something harmful that the tobacco industry sells says (Hunt, 2016).
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As research has shown, advertisement can lower the desire for tobacco consumption. In the figure above you can see this shifts the demand curve from the original level (D1) to a new level (D2), which aligns with the socially desired level. This means the harm caused by smoking is now considered in the demand. As demand drops, the quantity bought (Qe) decreases to the ideal level (Q*), and prices (Pe) fall too as producers adjust to less demand.
Method Three – Ban in Public Places
In July 2007 a ban was put in place for smoking in enclosed spaces and then 2015 we saw the ban of smoking in cars carrying children. The British Heart Foundation said that after this legislation was out in place many people tried to stop smoking. In their medical journal they saw on the following year that there were 1,200 less hospital admissions for heart attacks and are confident that it is down to the fewer smokers which also contributed to better air quality (British Heart Foundation, 2024). Not only did this impact peoples health but “40% of businesses reported a positive impact on the company, compared with 3% reporting a negative impact” (ASH. Action on smoking and health, 2020). This ban has shown that its made a significant difference and had shown the compliance to the law has been consistently high. By making it an offence it became easier to adhere to as fixed penalty notices were given to people smoking in smoke free places.


Tabacco Consumption Future
Statista, 2022, reports that the total amount of tobacco consumed has decreased over the years. This decline over the years suggests that the solutions implemented, such as tobacco taxes, health campaigns, and smoking cessation programs, have been effective to some extent. Looking ahead, continued efforts in tobacco control will be essential to sustain and further accelerate the decline in tobacco consumption. A ‘Green Paper’ on preventative health published by the government back in 2019, states that it wants England to be ‘smokefree’ by 2030, once the percentage of adults smoking falls under 5% they say this target will be met (UK Parliament, 2023). 
The Truth Initiative says that the tobacco industry is accountable for tobacco waste, another externality of its consumption, going forward they want to see polices in place to protect the environment as people move from cigarettes to e-cigarettes we should be changing to facilitate the safe disposal of both products (Truth Initiative, 2023). 
Prime Minister Rishi Sunak in October 2023, proposed a legislation to stop children born on or after 1st of January 2009 to legally buy cigarettes. There is no evidence to show how effective this will be but it has had to be acted upon with urgency, but it would effectively increase the legal smoking age by one year annually until it covers the entire population to help them reach their ‘smokefree’ generation goal. 
The NHS supports the legislation, they say that 83% of smokers start when they are in their teen years and the addiction level of nicotine makes it harder for them to quit later on. The plans help protect the future generations (NHS, 2024). 
The benefits of becoming a ‘smokefree generation’ will help in many ways. All the negative externalities will disappear, people health will improve, easing the pressure on the NHS, there will be less waste, less air pollution and many more benefits. 

Conclusion
We have seen that the tobacco consumption is declining year on year which has shown the importance of the various measures that are already in place. Although all these efforts to reduce tobacco consumption have been effective its clear that continued action is needed to sustain and accelerate the decline. 
The goal of achieving a ‘smokefree generation’ is to significantly reduce tobacco consumption. Investing in public health campaigns that raise awareness about the dangers of smoking and promote smoking cessation services can encourage individuals to quit smoking. Addressing emerging challenges, such as the rise of new tobacco products like e-cigarettes, requires ongoing research and policy development. Collaboration between governments, public health organizations, healthcare providers, educators, community leaders, and other stakeholders is vital for the success of tobacco control efforts.
Achieving a ‘smokefree generation’ offers so many benefits. By implementing evidence based strategies and collaboration, everyone can work towards a future where tobacco related harm is significantly reduced. 
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Figure 14: An indirect excise tax on demerit goods
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Figure 12: Government regulations and advertising
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igure 11: Negative externalities of cigarette consumption: MSB < MPB




