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Cross-Border Externalities and Trade
Union

Wei-Chuan Yang', Deng-Yang Chou™", and Cheng-Liang Chen™"

This paper constructs a 3-country, 2-firm oligopoly model which
consists of a home country with no production, a low-polluted north
country, and a high-polluted south country. Trans-boundary pollutions to
the home country are presumed. Optimal tariff and social welfare are
analyzed under the following four cases: 1. the home country impose
differential tariff, 2. union tariff to obey the most favored nation principle,
3. trade union with the north country, 4. trade union with the south
country. In addition, the effects of increasing pollution tax by the north
country, improved technology of pollution-abatement, and cross-border
pollution increase on the profit and social welfare are studied. The results
indicate that if the north firm’'s abatement ratio is more sensitive to the
pollution tax, then the north country will likely improve welfare by north
government's raise of pollution tax. As for the south country, the profit will
be improved under uniform tariff situation and decreased under the other
cases. For the home country, if environmental quality is considered in the
welfare function, the welfare will be increased most by imposing
differential tariffs, secondly by adopting uniform tariff, thirdly by free trade
with the North, and least by free trade with the South.

Keywords: cross-border pollution, trade union, most favored nation,
welfare analysis

Assistant Professor, Department of International Trade, National Taichung Institute of
Technology.
" Professor, Department of Economics, National Chung-Cheng University.
o Master, Graduate Institute of Business Administration, Da-Yeh University.



