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Trade Liberalization, Pollution Tax and

Social Welfare—The Comparison between

Bertrand Competition and Cournot

Competition with Product Heterogeneity

*

Horn-In Kuo®, Tsaur-Chin Wu™, Min-Hsien Yang™

This paper uses Bertrand competition and Cournot competition models
with product heterogeneity to revisit the impact of tariff concessions on the
optimal pollution taxation and social welfare. First, when the products are
complete heterogeneity, the result of Bertrand competition is consistent
with that of Cournot competition, whereas when the products are
incomplete heterogeneity, the result of Bertrand competition is different
from that of Cournot competition.  Second, regardless of Bertrand
competition or Cournot competition, when the products are complete
heterogeneity, a decrease in a tariff leads to an increase in the optimal
pollution taxation. Conversely, when the product heterogeneity becomes
smaller, the effect of tariff concessions on the optimal pollution taxation is
ambiguous. In addition, when the products are complete heterogeneity or
incomplete heterogeneity, the effect of tariff concessions on the social
welfare is ambiguous. Third, in most cases, it is obvious under Bertrand
competition that a decrease in a tariff leads to increases in both the optimal
pollution taxation and social welfare compared to Cournot competition.
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