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externalities create inefficiencies as the firm would maximize its profits

if it produces at ( Qp , Pp ) ,
but producing at this point the firm will

cause the social cost to increase as more pollutions are released .

( more cost to society ) . Therefore , the firm should produce at ( Q
*
, p
*
)

to protect the social welfare and reduce the dead weight loss .

b) the policies that may reduce deadweight loss could be :

1) imposing tax 0h consumer , when the government imposes
tax on consumer , the consumer price will increase leading the

consumer to consume less and causing MB to shift downward
.

Hence ,
D WL will be reduced as price increases .

2) establishing regulations to reduce the demand for cigarette
5414 95 establishing greg prohibiting the sales of cigarettes along the river
to reduce water pollution .

this will cause the consumer 's consumption to shift left

from Qp to Q
*
.

So DWI will be reduced as g result of the decrease

in consumer 's demand .

3) Reducing consumer 's consumption by informing consumer about the

negative impacts of cigarettes on both environment and consumer 's health


