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The new economics of smoking 
Jon Guest 

This resource provides answers to the ‘Questions and activities’ set in the article ‘The new 
economics of smoking’ by Matthew Gobey in the September 2015 issue of ECONOMIC REVIEW 
(pp. 28–31). 

Give an example of how consumer choice can be influenced by information. 
An interesting example is the way that food is labelled, i.e. how the content of fat, salt and sugar is 
displayed to the customer. For example, some studies have found that people ate more chocolate 
when they were told it was low-fat because they believed that it would contain less calories. The food 
industry has always opposed legislation that would force companies to display content in a consistent 
manner. They have instead tried to maintain some control over the way the content of food is 
displayed to the customer. 

Using a diagram, explain why imposing a tax on a product for which demand is 
price inelastic may be ineffective. 
 

 
 
When a per-unit tax is imposed on the producers, the supply curve shifts to the left (from S to S + tax). 
With an inelastic demand this leads to a relatively large increase in price (P1 to P2) but a relatively 



 

Philip Allan Publishers © 2015 www.hoddereducation.co.uk/economicreview 

 

small decrease in the quantity consumed (Q1 to Q2). Hence the tax is an ineffective way to change 
peoples’ behaviour but would raise a large amount of money for the government.  

Identify the externalities associated with smoking.  
Externalities exist when there are costs and benefits from a transaction that affect third parties (other 
consumers or producers) who were not directly involved in that transaction. In other words there are 
external costs and/or external benefits. When people smoke (i.e. consume the product) it can have a 
negative impact on other people around them. Some of these external costs of consumption identified 
in the article are: 

• general dislike of the smell and impact of breathing in second-hand cigarette smoke 

• negative impact on health from inhaling second-hand smoke, i.e. lung-related illnesses such 
as asthma and cancer 

• health damage caused to an unborn baby from a pregnant mother smoking 

• emotional pain caused by seeing family members die at a young age 

Another possibility that is not referred to in the article is that the production of cigarettes might cause a 
negative externality. If the production process causes emissions or pollution then there could be 
external costs of production.  
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