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Economic Issues
Forming a cartel is a lucrative business for the three cigarettes companies given the high profits earned through forming a cartel despite the fact that it is an illegal business. To remain competitive in the market, the firms should collude and regulate the prices and quantities produced in the market according to Tirole (1988). An agreement will be required on how to allocate output quotas to each company to minimize supply in the market and consequently increasing the prices of the cigarettes. Therefore, the cartel should come up with a formula for equitably allocating production quotas among the firms.  Further, forming the cartel will restrict competition in the market among the three companies. To achieve maximum profits, the prices of different cigarettes should be set higher than their marginal cost. The demand for cigarettes (luxury good) is price inelastic and thus, the higher prices would not significantly influence their demand. 
It is important to consider factors that would lead to the collapse of the cartel such as cheating, new entrants in the market, and the coordination. The profitability of cartel business encourages cheating on the level of production among member firms. Therefore, to remain successful, an incentive structure is required to punish or reward and monitoring the progress of the business. Appropriate coordination of the equilibrium is necessary for the cartel when different equilibria emerge in the market. Further, the profitability of the business is a factor that contributes to the new entrants in the market. Measures should be implemented to prevent such entries as discussed in the “legal” section. 


Legal Issues
Given the fact that the cartel business is illegal, the only solution is to collude with the authorities to protect the cartel. Unhealthy competition in the market is unwarranted, and consumer protection is a goal of any economy and government. Further, the government can regulate the price of the cigarettes by use of price ceiling, and this would affect the success of the cartel. Besides, the formation of cartels is highly punitive with an objective of promoting healthy competition in the market as well as the consumers according to Grossman (1996). Therefore, the business should engage with national or local government to protect the business in the form of corruption. To prevent new entrants, the business can collude the government to be granted legal cartel monopoly. Further, the government can introduce administrative or tax barriers to prevent other traders and new entrants in the industry. 
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