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Introduction
In 2022, the UK's tobacco market generated £21.8 billion in revenue. By 2027, revenue in this industry is anticipated to reach £23.5 billion (Gelder, 2023). In the UK, smoking is one of the leading causes of illness and death and causes over 76,000 annual deaths, and thousands more suffer from severe illnesses (NHS, 2022). Since 1964, second-hand exposure to smoke has contributed to the deaths of roughly 2,500,000 people due to related health issues (CDC, 2022). These statistics highlight that it is crucial for governments to introduce firmer measures to reduce the risks and costs to society considering the rising numbers of illnesses and early deaths.
This essay will discuss the actions taken to mitigate the negative externalities of tobacco industry use in the UK and evaluate their efficacy. To comprehend the level of harm smoking is doing to society, it will be necessary to examine the harmful risks to society linked with health risks of primary and secondary smoking.
Before the government implemented indirect taxation and public health campaigns, it will be examined how the tobacco business failed to take the negative externalities into account. Illustrations are going to demonstrate this while offering an accurate representation of the market failure.
Analysis into the tobacco industry before the introduction of indirect taxes and public health campaigns will help to determine if these measures have decreased the negative consequences of smoking. This will be demonstrated by the use of reputable academic sources and references to diagrams that provide clarification.











Market failure of the tobacco industry

The extremely addictive substance in tobacco makes it a significant risk factor for a number of crippling medical illnesses. More than 8 million people lose their lives to tobacco usage each year. Additionally linked to poor health consequences, second-hand smoke exposure accounts for over 1.2 million annual deaths. Almost half of all youngsters' inhale tobacco smoke-polluted air, and 65,000 young people pass away each year from linked health issues (World Health Organisation, 2023). In the UK, there are roughly 6.9 million adult smokers, and Wales has a 15.5% smoking rate (Foundation for a Smoke-Free World, 2022). Unpleasant substances including methane and carbon dioxide are present in second-hand smoke. Around 2.6 billion kilograms of carbon dioxide and 5.2 billion kilograms of methane are released into the atmosphere each year worldwide due to smoking. This paints a clear picture of the contribution smoking makes to climate change alone. As was previously mentioned, second-hand smoke also offers indirect health dangers to other people and animals (Conserve Energy Future, 2023). People who have smoked in the past or those who smoke now are more likely to need primary health care than people who have never smoked. For example, the anticipated 2015 cost of smoking-related illnesses to the NHS was £2.6 billion (GOV.UK, 2017). In addition to bad health, smoking costs society a lot of money. Along with the direct medical expenses associated with treating diseases brought on by tobacco use, there are various indirect expenses, such as lost production, fire damage, and environmental impact from discarded tobacco products. The overall harm brought on by tobacco products far surpasses any financial gain from their production and sale (ASH, 2017).
The use of tobacco not only emphasizes its detrimental health impacts but also indicates the environmental pollution that is caused via the usage of releasing hazardous air pollutants, which can lead to market failure in connection to tobacco consumption. The consumption of tobacco has external effects on other parties, which makes it harmful as this creates negative externalities. When production and/or consumption of a product place external costs on parties outside of the market where there is insufficient remuneration, this is referred to as a negative externality. As a result of this, social expenses outweigh private costs (Tutor2u, 2018).
In addition to these harmful impacts, smoking has a detrimental impact on some UK individuals' household income since addiction feeds into the poverty trap. According to the findings of a research paper by Reed (2021), when tobacco spending is taken into account, the UK's poverty rate increases by almost 500,000 households. As well as harming individual health, tobacco also poses a threat to environmental health. When cigarette litter isn't properly disposed of, it enters the environment and contaminates water, air, and land with hazardous chemicals and leftover nicotine (Truth Initiative, 2021). With over 7,000 hazardous compounds that seep into our environment when tobacco products are discarded, they are the most polluted object on the globe. Our oceans, streets, parks, soil and beaches are all contaminated annually by an estimated 4.5 trillion cigarette ends. The pollution caused by plastic is additionally increased by items like cigarettes and smokeless tobacco. The second most common source of microplastic contamination in the world is found in cigarette filters (World Health Organisation, 2022). Richard Gersberg, a public health researcher at SDSU, examined the effects leftover cigarettes had on marine life and discovered that even one filtered cigarette butt contained compounds that may kill fish in a one-litre bucket of water (Jacobs, 2009). The material used to make cigarette butts is not biodegradable. A cigarette ends poison can seep into the earth for up to 14 years before it disintegrates. The cigarette butt then decomposes into tiny plastic particles that linger in the environment for an undetermined amount of time (Keep Britain Tidy, n.d.).
The marginal benefit to the consumer outweighs the marginal benefit to society in the case of smoking, which is considered as having negative externalities that are harmful to society.
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Figure 1: Negative externalities of cigarette consumption (AP Microeconomics, 2022).
The graphic in Figure 1 illustrates the negative externality of cigarette consumption; as the marginal private advantage does not account for the marginal social benefit, the marginal social benefit is lower than the marginal private gain. The negative externality is shown by the vertical difference between MSB and MPB. Q* is the point at which the marginal social benefit and marginal social cost meet and are said to be in equilibrium. However, as a result of the negative externality, there was overconsumption of products, as can be seen at Qe, which is considered a possible loss to welfare.

Methods to improve market failure
Solution one – Indirect Tax
Limited knowledge, market regulation, public goods, and externalities can all contribute to a market failing. Government action, such as new laws, taxes, and trade restrictions, can be used to resolve failings within the market (Ross, 2021). In 1973, in connection with the UK's admission to what is now the European Union, Indirect Tax was implemented in the UK (GOV.UK, 2017). The government introduced a tobacco tax escalator of 3% above inflation in 1993, and it increased to 5% in 1997. After the escalator was abandoned in 2001, taxes just rose in line with inflation until 2008. The tobacco tax increased by 2% in 2009 compared to inflation. The escalator was increased to 2% in 2011 and 5% in 2012 after being reintroduced in 2010 at a rate of 1% above inflation (Tobacco-Free Kids, 2012).
People can be forced to pay the full social cost by using indirect taxes. The external cost of smoking can be internalised by taxes on tobacco and cigarettes (Pettinger, 2023). Taxes only have an impact on consumption when smokers pay higher prices because of them (Tobacco Tactics, 2022). By doing this, the marginal social cost curve will be shifted higher to marginal social cost-plus tax. Utilising this control method will lower consumption to a productive level that is socially efficient, increasing the cost of cigarettes. The inflexible demand for cigarettes could be a drawback to this technique and prevent the indirect tax from being used to address some of the harmful externalities brought on by smoking. Inelastic demand describes an item or service's stable quantity when its price varies. When prices rise, consumers' purchasing patterns essentially stay the same, and when prices fall, those same purchasing patterns still hold true (Hussain, 2022). Cigarettes would be termed inelastic due to their addictive nature. To back this up, Huque et al (2021) states “Cigarette demand is inelastic, since smoking rates would decrease by 7.1% as a result of a 10% increase in price.”.
Evidence suggests that the most efficient and economical way to reduce tobacco usage is to drastically raise tobacco taxes and prices. Tax rises enhance government revenue while simultaneously reducing tobacco usage and improving health (World Health Organisation, 2021). At the low end, tax rises that boost costs by 20% could prevent more than 10 million premature deaths over the course of the following 50 years. Over 27 million deaths would become preventable by higher taxes that boost prices by 50% (Task Force on Fiscal Policy for Health, 2019). Increasing the cost of tobacco will decrease the prevalence of smoking and its negative effects.
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Figure 2: Indirect tax on cigarettes (AP Microeconomics, 2022).
In Figure 2, the effect of indirect taxes on cigarettes is presumably depicted. The red line in the image depicts a return to the level of output Q* that would be considered socially beneficial and a higher price for Pe. The consumption of cigarettes declines from Qe to Q* after an indirect tax on cigarettes is implemented. Even though the government would have reduced consumption from Qe to Q* to mitigate the negative externality, taxing will mean that consumers end up paying more for these items (P*) and manufacturers will be paid a lower price (PP).










Market performance after indirect tax on tobacco 
Results from a study conducted by Amato et al (2015) showed that the results regularly demonstrated a decline in cigarette demand after a price rise.
The current tobacco tax in the UK is £294.72 for 1,000 cigarettes + 16.5% of the retail price for cigarettes, £351.03 per kg for hand rolling tobacco, and £161.62 per kg for other smoking and chewing tobacco. This tax came into effect starting on March 15, 2023. In addition to these taxes, there is a minimum excise duty of £393.45 per 1,000 cigarettes (GOV.UK, 2023).
Because cigarettes were significantly cheaper prior to the government enacting an indirect tax on them, there was a stronger demand and a higher rate of cigarette use. As a result, the negative externality was much bigger. This means that the excess of consumers rose while the surplus of producers fell (Grew, 2021).
In the early to mid 1970s, tobacco products were subject to an indirect tax for the first time; since then, the rate has gone up. The next graph, Figure 3, shows the evolution of the UKs rates of smoking, which has steadily decreased throughout the years. Indirect taxes lower the supply of both goods, raising the equilibrium price and decreasing the amount demanded. These taxes are designed to make both customers and manufacturers pay the societal cost of the item (ASH, 2023).
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Figure 3: Smoking rates in the UK over the years (Office for National Statistics, 2020).




Solution two - Standardised packaging and negative advertising
Employing an unfavourable campaign and standardised packaging is a second approach to address the negative externality.  In the UK, standardised packaging was introduced in 2016 and since then has become a frequent tobacco control measure. Following the implementation of standardised packaging, numerous cigarette businesses filed a lawsuit against the UK, arguing that standardised packaging for tobacco products was immoral. The obstacle was overcome. Initial research indicated that standardised packaging would lessen tobacco products' allure and lessen young people's initiation into smoking. Additionally, it might improve the impact of health warnings on cigarette packaging and lessen its capacity to deceive customers about the negative effects of smoking (GOV.UK, 2022). Standardised cigarette packaging will make smoking less appealing to consumers and make it easier to communicate the dangers of smoking by emphasising the warnings about health risks. This will be done through visuals, large health warnings, and no more misleading information on the packets of cigarettes (Cancer Research UK, 2017).
The goal of this strategy is to increase public awareness of the serious negative effects that tobacco use has on society while also educating people about the dangers of smoking. This is going to lower the marginal private benefit by decreasing the joy associated with buying and using cigarettes. Although creating a public health campaign can be expensive, packs of cigarettes are frequently removed, opened, and used in public. Cigarette packaging serves as advertising in this way therefore the product would be advertising the negative effects itself (GOV.UK, 2016). As was previously mentioned, inelastic demand may be viewed as a hurdle in the way of this strategy's effectiveness because education and promotion may not be sufficient to cut down on cigarette use. 
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Figure 4: Government regulations on advertising for cigarettes (AP Microeconomics, 2022).
The above image in Figure 4 illustrates how a public health campaign would work by lowering the marginal private gain from advertising to reach the socially ideal point at the position where the black line leading to S = MPC = MSC and the red line meet. This would have no real impact on cigarette use reduction. Additionally, it will lessen the welfare loss brought on by the solution. Individuals' negative perceptions of smoking are influenced by public health campaigns, which shifts the marginal private benefit curve.










Market performance after standardised packaging on cigarettes
In May 2017, the UK fully embraced plain packaging for hand-rolled tobacco and cigarettes. The regulation mandates that all brand names, colours, and advertisements be eliminated from the packaging of tobacco products. Instead, the shape, colour and writing style of packaging must be standardised (University of Bath, 2023). Since requirements for clear packaging were implemented, cigarette sales have plummeted by roughly 20 million per month. Following the law's implementation, sales started to decline much more suddenly. In May 2015, monthly sales of cigarettes were over 3.29 billion, but by April 2018, they had dropped to 3.16 billion (Davies, 2020).
Figure 5, the image below, shows a timeline of the percentage of UK smokers who have given up smoking, as well as Tobacco Control Policies plotted on the graph of when they were introduced in the UK. Since 2017, the year that standardised packaging was fully implemented in the UK, there has been a steady decline in the percentage of smokers, which illustrates the good trend towards reducing the expenses associated with smoking's adverse impacts on the environment and on people outside the market.
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Figure 5: Adult smoking prevalence between 2002 and 2019 along with Tobacco Control Policies (GOV.UK, 2022)
After the full implementation of standardised packaging in May 2017, the drop in cigarette sales quickly increased to 20 million every month, whereby pre-standardised packaging the decline of cigarette sales was averaged at around 12 million per month (Dunne, 2020).
Professor Ann McNeill, the Deputy Director of the UK Centre for Tobacco and Alcohol Studies states in an interview conducted by University of Stirling (2017) that “standardised packaging may decrease smoking prevalence and enhance efforts to stop smoking. It also implies that standardised packaging may alter attitudes and beliefs about smoking”.
In the UK, 13.3% of those who were 18 years and older and made up roughly 6.6 million of the population smoked cigarettes in 2021. This is a decline from 14% in 2020 and also marks the lowest percentage of current smokers since 2011 (Office for National Statistics, 2022). As well as this, in 2018, 61.7% adults had given up smoking (CDC, 2022). These statistics illustrate how the government's approach to addressing negative externalities has pushed the consumption's negative externalities to the equilibrium point.











Conclusion
[bookmark: _Int_GD5n0RMq]To conclude this report, as a result of the societal costs and detrimental health effects that consumers have experienced, the tobacco business was posing an escalating risk to society. To alter consumer behaviour regarding smoking habits, the aforementioned solutions—tax, unfavourable advertising, and uniform packaging—were all put into place. Smoking-related illnesses and fatalities will decline as a result of less smoking in society, as well as the prevalence of cigarette usage. Additionally, there will be less harmful environmental effects, such as soil and water contamination, from the negligent disposal of poisonous cigarette ends. Since 2011, there has been a significant decline in smoking prevalence, demonstrating the effectiveness of the externality's strategies in the UK. Smoke-free regulations are one alternative that might be taken into consideration to lower the level of cigarette consumption, but it's still crucial that the UK imposes alternatives in order to prevent further harm to the environment and the health of people living in the UK.
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