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I N T R U D A C T I O N

I n r e c en t d e c ad e s , t h e compe t i t i v e l and s c ap e i n many ma rk e t s a nd th e

me t hod s t h a t r e s e a r ch e r s u s e t o an a l y z e t h e s e ma rk e t s h av e changed

heav i l y. Taxe s , wh i ch have been h i s t o r i c a l l y u s ed a s r ev enue - r a i s i n g

measu r e s , c an a l s o b e de s i gn ed t o h e l p a ch i ev e h ea l t h - r e l a t e d ob j e c t i v e s .



MPOWER TOOL
A l though s i gn i f i cant p rogres s in combatt ing the tobacco
ep idemic has been ach ieved , consumpt ion o f tobacco
rema ins a ma jor p reventab le cause o f mor ta l i t y and
d i sab i l i t y Recent sta t i s t i c s show that tobacco i s re spons ib le
fo r approx imate l y 8 mi l l i on deaths and a cost o f US$ 1 .4
t r i l l i on to the g loba l economy annua l l y.The F ra m e w o r k
C o nv e nt i o n o n To b a c c o C o nt r o l ( F C TC ) , i n t roduced by the
Wor ld Hea l th Organ i za t ion ( W H O ) i n 2005 , s e t p o l i c i e s to
r e d u c e b o t h d e m a n d a n d s u p p l y o f to b a c c o p r o d u c t s . To
prov ide fu r the r p rac t i ca l gu idance to count r i e s tobacco
cont ro l , t ra n s n a t i o n a l to b a c c o c o m p a n i e s , m a r ke t s h a r e ,
m a r ke t t r e n d s i n i m p l e m e nt i n g t h e F C TC , t he WHO
i n t roduced the M P OW E R to o l .



MPOWER Tool
the WHO int roduced the M P O W E R To o l .

Mon i to r tobacco use ( M )

P ro tec t peop le f rom tobacco smoke ( P )

O f fe r methods to qu i t tobacco use ( O )

wa rn about the dangers o f tobacco ( W )

Enforce bans on promot ion and adver t i sements ( E )

Ra i se taxes to reduce consumpt ion ( R )



MARKET DEFINITION



MARKET  STRUCTURE 



MARKET CONCENTRATION
A l though the pub l i c hea l th emphas i s i s o f ten on the ab i l i t y
o f l a rge f i rms to in f l uence pub l i c po l i c y ra the r than on
othe r impac t s o f market concent ra t ion , h i gh leve l s o f
concent rat ion a re impor tant to market power and i t s
re l a ted impac t s on p r i c i n g , m a r ke t e nt r y, a n d c o m p e t i t i o n .
I n add i t i on , market concent ra t ion has p rov ided the ma jo r
c i ga re tte f i rms w i th h ighe r p ro f i t s that they have used to
suppor t i n tens i ve lobby ing , l awsu i t s , and othe r ac t i v i t i e s to
b lock , de lay, o r weaken tobacco cont ro l e f fo r t s . I n add i t i on ,
the incent i ve s to lobby aga ins t tobacco cont ro l po l i c i e s
inc rease when f i rms have la rge market sha res , s i nce a la rge r
sha re o f the ga ins then acc rue to those f i rms .



MARKET CONCENTRATION

s tandard ind i cato r o f market power

H e r f i n d a h l - H i r s c h m a n I n d ex ( H H I (

HHI<1500 as unconcent ra ted (un l i ke l y to have adve rse

compet i t i ve e f fec t s

1500≤HHI< 2500 as moderate l y concent ra ted (“ ra i se s

s i gn i f i cant compet i t i ve conce rns ” )

HH I> 2500 as h igh l y concent ra ted market power.



Types of Entry Barriers Relevant to the 
Cigarette Industry

The economic s and market ing l i te ra tu re has ident i f i ed four :

A d v e r t i s i n g

B ra n d P r o l i fe ra t i o n

Re ta i l S l o t t i n g C o nt ra c t s

L e ga l / Re g u l a to r y C o s t s

.



Advertising
Adver t i s i ng can c reate ent ry ba r r i e rs when market ent rant s
cannot read i l y take advantage o f the economies o f s ca le
that l a rge estab l i shed f i rms en joy in the i r ongo ing
adver t i s i ng or when past adve r t i s i ng has c reated brand
l oya l t y fo r ex i s t i ng f i rms . Wh i l e ex i s t i ng f i rms may produce
at a leve l where adve r t i s i ng economies o f s ca le have been
exhausted , ent rant s may f ind i t d i f f i cu l t to reach that leve l .
The economic s l i te ratu re i s m ixed on the ro le o f s ca le
economies in c i ga re t te adve r t i s i ng . B rown found adve r t i s i ng
economies ove r a w ide range o f c i ga re t te sa le s , e spec i a l l y
fo r new brands However, an ef f i c i ent s ca le may be more
d i f f i cu l t to reach in recent yea rs w i th more rap id l y
dec l i n ing demand .



Brand Proliferation
t h e dom i n an t c i g a r e t t e c ompan i e s h ave t a ken ad van ta g e o f con s ume r
f am i l i a r i t y w i t h t h e i r mo s t p opu l a r b ra nd s b y ma r ke t i n g s u b - b ra nd s .
I n d e ed , b ra nd p ro l i f e r a t i o n b y e s t a b l i s h ed f i rm s c a n c re a t e a n en t r y
b a r r i e r when b ra nd s a re d en s e l y p a c ked a c ro s s p ro du c t d imen s i o n s
( e g , men t ho l , l i g h t / l ow, f u l l f l a vo r, women - fo cu s ed , p rem i um , l ow -
c o s t ) . W i t h no ma r ke t n i c h e ava i l a b l e , i t i s mo re d i f f i c u l t f o r n ew
b ra nd s t o d i s t i n g u i s h t h emse l ve s f rom e s t a b l i s h ed b ra nd s a nd s ub -
b ra nd s . T h i s p h enomenon h a s b een i d en t i f i e d i n emp i r i c a l i n t e r -
i n d u s t r y s t u d i e s a nd va l i d a t e d by comp l emen t a r y t h eo re t i c a l
mode l s C i ga re t t e s h ave been a s s o c i a t e d w i t h s p e c i f i c p ro du c t
a t t r i b u t e s , s u c h a s n i c o t i n e and t a r c on te n t , l e n g t h , f l a vo r a nd
t h i c k n e s s . L a b e l i n g a nd ad ve r t i s i n g c a n a l s o c r e a t e d i f f e r e n t
p e r c e i ve d b ra nd ch a ra c t e r i s t i c s s e p a ra t e f rom p rodu c t a t t r i b u t e s ,
e g , e s t a b l i s h i n g M a r l b o r o a s a ma s c u l i n e b ra nd and p romo t i n g
V i r g i n i a S l im s a s a women ’s c i g a r e t t e . C i g a r e t t e s h ave b een fo und
mo re gene ra l l y t o b e d i f f e r e n t i a t e d a l o n g ho r i zo n t a l ( b ra n d
a t t r i b u t e s , s u c h a s l i g h t v s r e gu l a r, l e n g t h ) a n d ve r t i c a l ( p e r c e i v e d
qu a l i t y, s u c h a s p rem i um v s . r e g u l a r ) d imen s i o n s .



Brand Proliferation
I n concent ra ted markets w i th h igh ent r y ba r r i e rs ,
e s tab l i shed f i rms may engage in ant i compet i t i ve pr i c i ng to
inc rease the i r p ro f i t s o r to prevent market ent r y. To
max im ize pro f i t s , f i rms may engage in coord inated pr i c ing
th rough e i the r exp l i c i t o r tac i t co l lu s ion .5 In add i t i on , a
dominant f i rm or coord inated group of f i rms can a l so
tempora r i l y reduce pr i ce s to d i s courage othe r f i rms , a l ready
i n the indust r y or a s ent rant s , f rom undercu tt i ng co l lu s i ve
pr i ce s Wi th few f i rms , eas i l y detec tab le p r i ce dev ia t ions ,
re l a t i ve l y homogeneous produc t s , p r i ce in sens i t i v i t y by
consumers , and s ign i f i cant b rand loya l t y, the U.S . c i ga re t te
market i s pa r t i cu l a r l y vu lne rab le to coord inated pr i c ing .
The Supreme Cour t noted a lack o f “s i gn i f i cant p r i ce
compet i t ion among r i va l f i rms L i s t p r i ce s fo r c i ga re t te s
inc reased in lock - s tep tw i ce a yea r, fo r a number o f yea rs .



DISCUSSION
Theore t i ca l ana l yse s and emp i r i ca l ev idence f rom the
economics and market ing l i te ra tu re revea l substant i a l
marke t power by the ma jor f i rms in the c i ga re t te market .
Market concent rat ion has inc reased due to merge rs , ma jo r -
f i rm brand pro l i fe ra t ion , and the growth o f pa r t i cu l a r
b rands . In add i t i on , ent r y ba r r i e rs , e spec i a l l y re ta i l s lo t t i ng
a l l owances and brand pro l i fe ra t ion , have been substant i a l ,
and have protec ted market power. Wi th h igh market
concent ra t ion and ent r y ba r r i e rs , the l a rge , e s tab l i shed
f i rms have been ab le to engage in ant i compet i t i ve
prac t i ce s , such as co l l u s i ve pr i c i ng , p redator y pr i ce - cu tt i ng
and pr i ce d i s c r im inat ion . We have focused on the economic s
and market ing l i te ra tu re , bu t the ana l ys i s may be
supp lemented wi th re l a ted lega l l i te ra tu re and in fo rmat ion
g leaned f rom indust r y documents .



DISCUSSION
S tandard economic and ant i t ru s t ana l ys i s d i s favors market
power and market concent rat ion in favor o f more ac t i ve
compet i t ion that w i l l make produc t s more read i l y ava i l ab le
and a f fo rdab le to consumers . H o we v e r, m a r ke t p o we r i n
t h e c i ga re tte m a r ke t h a s b e n e f i te d t h e p u b l i c h e a l t h to t h e
ex te nt t h a t i t h a s i n c r e a s e d p r i c e s , t hereby reduc ing
smok ing leve l s and re l a ted hea l th outcomes . At the same
t ime , inc reased market power has enab led the more
estab l i shed f i rms to ta rget sma l le r f i rms by se lec t i ve l y
reduc ing pr i ce s and pro l i fe ra t ing b rands , and to pr i ce
d i s c r im inate by se lec t i ve l y reduce pr i ce to more pr i ce
sens i t i ve consumers . Wh i le these indust r y p rac t i ce s have
been recogn i zed in the pub l i c hea l th l i te rature , the
emphas i s appears to ma in l y re l a te to the i r impac t on
inc reas ing pro f i t s , wh i ch i s then channe led to lobby aga ins t
potent tobacco cont ro l po l i c i e s .



DISCUSSION
More genera l l y, the economic s l i te ra tu re cou ld he lp to
gu ide new tobacco cont ro l e f fo r t s to d i s courage market
concent ra t ion and market power where i t hur t s the pub l i c
hea l th (eg , by inc reas ing i t s ab i l i t y to pro tec t p ro f i t s ) and
to encourage compet i t i on when i t w i l l p roduce new pub l i c
hea l th ga ins (eg , by sh i f t i ng the market and smokers f rom
c iga re ttes to le s s -ha rmfu l tobacco -n i co t ine produc t s ) . The se
oppor tun i t i e s have expanded wi th the inc reas ing use o f
non -c i ga re t te n i co t ine de l i ve r y p roduc t s . I n pa r t i cu l a r,
un l i ke ear l i e r s tud ie s o f c i ga re t te demand , recent s tud ie s
ind i cate that consumers a re h igh l y re spons i ve to both
c i ga re tte and e -c i ga re t te pr i ce s , suggest ing that the
re l evant marke t may have expanded beyond just c i ga re t te s .



DISCUSSION
More genera l l y, the economic s l i te ra tu re cou ld he lp to
gu ide new tobacco cont ro l e f fo r t s to d i s courage market
concent ra t ion and market power where i t hur t s the pub l i c
hea l th (eg , by inc reas ing i t s ab i l i t y to pro tec t p ro f i t s ) and
to encourage compet i t i on when i t w i l l p roduce new pub l i c
hea l th ga ins (eg , by sh i f t i ng the market and smokers f rom
c iga re ttes to le s s -ha rmfu l tobacco -n i co t ine produc t s ) . The se
oppor tun i t i e s have expanded wi th the inc reas ing use o f
non -c i ga re t te n i co t ine de l i ve r y p roduc t s . I n pa r t i cu l a r,
un l i ke ea r l i e r s tud ie s o f c i ga re t te demand , two recent
s tud ie s , i nd i ca te that consumers a re h igh l y re spons i ve to
both c i ga re t te and e -c i ga re t te pr i ces , suggest i ng that the
re l evant marke t may have expanded beyond just c i ga re t te s .



DISCUSSION
S ince the 1960s , c i ga rette market concent ra t ion has
inc reased pr imar i l y due to merge rs and growth in the
Mar lboro brand . The market has h i gh ent r y ba r r i e rs , due to
adver t i s i ng , b rand pro l i fe rat ion and s lo t t ing a l l owance
cont rac t s ,wh i ch were encouraged by gove rnment
regu la t ions .The ant i compet i t i ve s t ruc tu re has led to h ighe r
p r i ce s beyond those f rom government tax inc reases ,
cons i s tent w i th tobacco cont ro l a ims , bu t wh i ch has fu r the r
enr i ched the ma jo r c i ga ret te compan ie s , i n c reas ing the i r
ab i l i t y to in f l uence po l i c i e s .Wi th the inc rease in
mu l t i p roduc t use and the int roduc t ion o f a l te rnat i ve
n i co t ine de l i ve r y produc t s , i t w i l l be espec i a l l y impor tant to
cons ide r the market s t ruc tu re o f re l a ted market s and the
ro le o f the c i ga re t te indust r y in shap ing those market s
th rough i t s ab i l i t y to exe rc i se market power.
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