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There are three ways usually discussed to reduce the amount of an activity
generating negative externalities: a rule which sets an upper bound to this activity, a
compulsory proportional reduction for everybody of the activity or a tax on it. Much of
the analysis of the choice and the level of the instrument is normative, namely what
would be the optimal policy tool to maximize social welfare. Generally speaking taxes
are superior to quantitative limits because they allow individuals to optimize over the
cost of paying the tax or reducing the activity and also because taxes generate
revenues.

(Alesina, A.F. and F. Passarelli, 2010, Regulation versus taxation, NBER
Working Paper No. 16413, p.2.)
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