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Professor Robert Foran 

Miami Dade College, Wolfson Campus 

School of Business 

 

Environmental Economics Lesson:   

What is a negative production externality? 

 

 General Education Goal(s)/Learning Outcomes For Microeconomics:  The 

general education goal of microeconomics includes the development of 

skills to evaluate and process numerical data and solve problems.  

Additionally, this lesson will promote skills among students to demonstrate 

knowledge of ethical thinking and its application to issues in society and 

describe how natural systems function and recognize the impact of humans 

on the environment. 

 Objective: The student will identify two or more examples of the presence 

of negative production externalities. 

 Competency:  At the end of this lesson, the student will identify negative 

production externalities and demonstrate knowledge of the skills to correct 

for the misallocation of resources (with a particular consideration for the 

environmental context).   

 Setting:  100 minutes, face-to-face class. 

 Required Resources:  Projector, screen, computer, and internet. 

Pre-Session Required Reading:   

 Externalities, Mankiw, Microeconomics, Chapter 10 

 When the Earth Hurts, Who Responds?, An Essay by Sarah A. Conn, 

Reconnecting With Earth, Session 5 

Key Terms: (15 minutes) 

 Welfare economics 

 Marginal analysis 

 Private Costs 

 Social Costs 

 Negative Externality 

 Market Failure 

 Corrective Tax 

 Transaction Costs 
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Key Points: (25 minutes) 

1. Welfare economic analysis illustrates three possible outcomes. 

 MB>MC 

 MB=MC  

 MB<MC 

2. Under allocation 

 MB>MC surplus will increase with more emphasis 

 MB=MC surplus is maximized 

 MB<MC surplus will increase with less emphasis 

3.  Welfare analysis depends on the inclusion of all costs in the production model. 

 Many firms externalize some production costs in the forms of air and water pollution. 

 In essence, they use natural resources without payments. 

 This means that MB only appears to equal MC. 

 In reality, MB<MC. 

4. The internalization of all costs will lift the supply curve upwards to the left. 

 The recognition of more costs will result in MB=MC at a smaller quantity. 

 Firms can be forced to recognize the costs. 

5.  Taxes that recognize the externality are referred to as corrective. 

 It is difficult to reach consensus on the value environmental use. 

 Corrective taxes increase the price of goods in the market place. 

6.  Environmental context examples include: 

 Coal fired electric generating plants often heavily pollute the air. 

 Nuclear plants often heavily pollute rivers and bays with high temperature discharges. 

7. Conclusion:  The environment is an economic resource. 

 This resource is typically used without consideration for impact. 

 Corrective taxes can be used to internalize the impact and reduce environmental resource use. 
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Video Activities: (35 minutes)  

 Play 8 minute video Yellow River Pollution --- China 

Available at https://www.youtube.com/watch?v=0kQMQNogezY  

 Play 2 minute video The Most Polluted River in North America 

Available at https://www.youtube.com/watch?v=036Uy5FhtA8 

 Play 25 minute video The World’s Dirtiest River 

Available at https://www.youtube.com/watch?v=Lr5PYFgXnYM  

Assessment/Group Activity: (25 minutes) 

 Divide students into groups of three. 

 Give each student a copy of the NYT article India’s Air Pollution 

Rivals China’s as World’s Deadliest.  This article is available online 

at https://www.nytimes.com/2017/02/14/world/asia/indias-air-

pollution-rivals-china-as-worlds-deadliest.html?_r=0 

 Instruct groups to estimate the value of the environmental damages 

caused by industries in these countries. 

 Instruct groups to devise a written tax plan to cover the 

environmental damages. 
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