
CHAPTER 16 

The Environment and 
Sustainable Development 



Impact of economic activity  
on the environment. 

 Natural Resources = fundamental ‘capital’. 

 Sustainable Development.   

 Carrying Capacity of the earth. 

 Drawing down of resources vs future generations. 

 Mismanagement of even renewable resources. 

 Externalities: aka spillover costs, neighbourhood effects. 

 Side effect of production process experienced by 3rd party. 
 Negative = Cost:  Oil spill, traffic congestion, toxic waste, noise… 

 Positive = Benefit:  New recreational area after mining, property value 
increase next to new highway. 
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Link 

https://www.theweathernetwork.com/news/articles/a-massive-chunk-of-antarctic-ice-is-about-to-snap-off/77897


Marginal Cost analysis 

 If a firm bears ALL the costs, the supply line shifts left.  
It acts like any other cost of production price increase. 

 If the ‘socially responsible’ firm decides to internalize 
ALL costs the Polluting competitor wins. 

 Therefore need: 
 Good government intervention. 

 A fair way to cost the externality. 

 New analysis:   

Company that ‘does it right’ creates a 
Competitive Advantage 
Example: Fairtrade, American Apparel…. Text page 
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Solving the Dilemma 

 Subsidies:  
 Sometimes used to incent firms to act. 

 Example:  Society pays for firm to install ‘scrubbers’ on their smoke stacks. 

 Taxes: 
 Pigouvian tax. p366 

 Tax for the firm to internalize the externality. 

 Problem: 
 Lake still being polluted.  Tax revenue doesn’t go to fix the lake. 

 Difficult to calculate. 

 Regulation 

 Tort Law:  Class-action lawsuit.  Erin Brockovich.  Should we watch it!? 

 Pollution Credits:  (Carbon Tax) 

 Came out of Kyoto Protocol (1997).   

 Firms meet targets or face fines.  BUT, they are tracked on a points system and 
can trade points with other firms.  This way firms tackle the easy to fix problems. Text page 
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Page 372, Q6.  Environmentally conscious firms at a disadvantage.  Why? 

After you answer the question, consider that this text was written in 2002.   

Would this still be a valid question today?   (Hint:  maybe) 

 

Find some examples of firms that are pushing a CA based 

on being environmentally responsible. 


