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Unit: Special Topics 
in Economics 

Lesson Title: The Economics 
Environmental  

"Who Pays the Price? Fixing Hidden Environmental Costs" 
 
Fundamentals Steps #1-3 1 Class Period 
 
Context  
Economics plays a vital role in addressing environmental issues such as climate change 
and species preservation and examines how economic activities impact the environment, 
focusing on externalities—spillover costs or benefits that markets often overlook. Negative 
externalities like pollution disrupt social welfare, necessitating corrective measures. Tools 
like Pigouvian taxes align production with optimal outcomes by internalizing environmental 
costs. Historical policies like the Clean Air Act and modern approaches emphasize 
quantifying environmental benefits to inform decisions. Unlike traditional analysis, 
environmental economics incorporates unmeasured factors to address societal 
challenges. By blending economics with ecological insights, economists craft solutions 
that enhance societal well-being, proving that economics benefits everyone. 
 
Lesson Outcomes 
By the end of the lesson, students will be able to: 

1. Understand the concept of externalities and their impact on environmental 
outcomes and market efficiency. 

2. Explore economic tools such as corrective taxes and policies to address 
environmental challenges. 

 
The Videos (linked to E4E videos) 
One E4E videos are integrated into this lesson plan. 
1. Core Video: The Economics of the Environment 

 
Classroom Activities (linked in document) 

1. Warm Up: Exploring Environmental Externalities Scenarios  
2. Apply learnings: Corrective Taxes 

 
 
STEP #1 Exploring Environmental Externalities 

Introductory Activity (15 minutes) 
 

Teacher Explanation: The purpose of this activity is to introduce students to 
how their school might be impacted by an environmental externality. Place 
students in groups of three. Without telling them the purpose, have them read 

https://econ4everyone.uchicago.edu/video/the-economics-of-the-environment/?siblings=%5b1734,1769,1748,1750,1752,1754%5d&syllabus_id=7&unit_id=special-topics-in-economics
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the scenarios below. Then, ask the class each of these questions, one at a 
time, giving them time to discuss each within their group before responding. 

1. What do all of these scenarios have in common? 
(people in your high school are being harmed, the people doing the harm aren’t 
bearing any “costs” of the harm) 

2. Are the people causing the problems directly affected by the negative 
outcomes? Why or why not? 

(Introduce idea that “cost” can impact people not engaged in economic activity – 
“negative externality”) 

3. Do the students and staff at your high school have any control over what’s 
happening in these situations? 

(Introduce idea of people who are impacted not being able to stop externality on 
their own) 

4. Who benefits in each scenario, and who pays the cost? 
(Encourages identification of external costs vs. private benefit.) 

5. If nothing changes, will the problem likely continue? Why or why not? 
(Leads students to think about incentives and accountability.) 

6. What might make the person or group causing the problem want to stop? 
(Guides them toward the idea of internalizing external costs.) 

7. If the people causing the harm had to pay for the damage, what might 
change? 

(Introduces the idea of a corrective tax or incentive realignment.) 

 
Scenario #1 A manufacturing plant located uphill from your high school regularly releases excess water 

runoff after heavy rains. This runoff pools at the edge of your high school's baseball field, 
making it soggy and unsafe for use. Several games have been canceled, and the team 
missed the playoffs due to too many forfeits. 

Scenario #2 A new shopping plaza opened near your high school, increasing traffic congestion during 
morning drop-off and afternoon pick-up. As a result, students are often late to class, and 
some have reported near-accidents while crossing the street. 

Scenario #3 A commercial building project near your high school involves frequent jackhammering and 
equipment noise. The sound travels into classrooms during testing periods, breaking 
student focus and lowering overall test scores. 

Scenario #4 A local factory emits a high level of air pollutants, especially during winter. Several 
students at your high school with asthma report more frequent attacks, and school 
nurses have noted a sharp increase in respiratory incidents. 

Scenario #5 New residential developments around your high school installed bright street 
lighting. The school's astronomy club, which once used the rooftop telescope, can 
no longer see constellations clearly due to light pollution. 

Scenario #6 A nearby fast-food restaurant attracts heavy lunchtime foot traffic. Students and 
community members often toss wrappers and bags onto your high school grounds 
as they pass by, forcing custodians to increase clean-up time and reducing the 
appeal of outdoor lunch areas. 
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STEP #2 Watch the Environmental Economics Video & 
Answer Comprehension Questions (10 minutes) 

 
The Economics of the Environment (6:35 min) 
 

In this video, Professor Christina Brown introduces environmental economics, 
emphasizing the impact of market choices on the environment through externalities—
spillover costs or benefits of economic activities. She explains how negative externalities, 
such as pollution, lead to suboptimal market outcomes and highlights tools like corrective 
taxes (Pigouvian taxes) to align production with socially optimal levels. Using the Clean Air 
Act as an example, Professor Brown shows how economists quantify environmental 
benefits to guide policy decisions, demonstrating how economics can address 
environmental challenges for societal well-being. 
 

Video Comprehension Questions 
 

1. Which of the following best describes an externality in environmental economics? 
a) A tax imposed on companies to reduce costs. 
b) A side effect of economic activity that affects individuals outside the transaction. 
c) A policy designed to maximize corporate profits. 
d) A law preventing the use of natural resources. 
 

2. What is the main purpose of Pigouvian taxes in environmental economics? 
a) To increase government revenue for infrastructure projects. 
b) To discourage companies from producing goods. 
c) To make firms account for environmental costs in their decisions. 
d) To promote unregulated economic activity. 
 

Answer key: b., c. 
 
 

STEP #3 Check for Understanding: Corrective Taxes and Regulations 
(15 minutes) 

 
Teacher Explanation: The purpose of this activity is to have students apply 
concepts learned in the video to the scenarios they discussed at the start of the 
lesson.  
1. Have students return to their groups of three.  

https://econ4everyone.uchicago.edu/video/the-economics-of-the-environment/?siblings=%5b1734,1769,1748,1750,1752,1754%5d&syllabus_id=7&unit_id=special-topics-in-economics
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2. Read the following: 
“Economists don’t assume every problem needs government action. Instead, they 
ask: what response leads to the most socially efficient outcome—a solution where 
the total benefits to society outweigh the total costs? Sometimes the answer is to let 
it be. Other times, we need to realign incentives—usually through a corrective tax or 
government rule.” 
3. Refer students to the Teacher Printable at the end of this lesson  
4. Here are the instructions: 

a. In your groups, revisit the six scenarios we discussed earlier. 
b. For each one, decide which of the three options—do nothing, tax/fine, or 

regulation/ban—is most socially efficient. 
c. Discuss your reasoning. Think about: 

a. Who is causing the harm? 
b. Who is being harmed? 
c. Is the harm big enough to act on? 
d. Would a tax change behavior? 
e. Would a rule be easier or more effective? 

5. When students are done, discuss their choices as a class. 
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TEACHER PRINTABLE  
STEP #3: Corrective Taxes and Regulations 


��� Your Three Options 

Option A: Do Nothing: “Sometimes the harm is too small to justify the cost of fixing it. If 
fixing the problem costs more than the damage it causes, doing nothing might be the most 
efficient option—even if it feels unfair.” 

Option B: Apply a Corrective Tax or Incentive: “If someone is causing harm to others, but 
wouldn’t stop on their own, we can add a cost to their behavior. A tax, fine, or penalty 
makes the person or company internalize the externality—meaning they feel the cost of 
their actions and have a reason to change.” 

Option C: Enact a Ban or Government Rule: “If the harm is severe or hard to control with 
prices, a clear rule or ban might be necessary. This could include things like banning 
certain emissions or restricting business hours.” 

Scenario Option 
#1   A manufacturing plant located uphill from your high school regularly releases excess 
water runoff after heavy rains. This runoff pools at the edge of your high school's baseball 
field, making it soggy and unsafe for use. Several games have been canceled, and the team 
missed the playoffs due to too many forfeits. 

 
 A   B   C 

#2   A new shopping plaza opened near your high school, increasing traffic congestion 
during morning drop-off and afternoon pick-up. As a result, students are often late to class, 
and some have reported near-accidents while crossing the street. 

 
A   B   C 

#3   A commercial building project near your high school involves frequent jackhammering 
and equipment noise. The sound travels into classrooms during testing periods, breaking 
student focus and lowering overall test scores. 

 
A   B   C 

#4   A local factory emits a high level of air pollutants, especially during winter. 
Several students at your high school with asthma report more frequent attacks, and 
school nurses have noted a sharp increase in respiratory incidents. 

 
A   B   C 

#5   New residential developments around your high school installed bright street 
lighting. The school's astronomy club, which once used the rooftop telescope, can 
no longer see constellations clearly due to light pollution. 

 
A   B   C 

#6   A nearby fast-food restaurant attracts heavy lunchtime foot traffic. Students 
and community members often toss wrappers and bags onto your high school 
grounds as they pass by, forcing custodians to increase clean-up time and reducing 
the appeal of outdoor lunch areas. 

 
A   B   C 

 


	💬 Your Three Options

