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Abstract

We investigate the effects of the importing country’s
tariff cuts on the environmental policies of two competing
exporting countries in a third market model. By building a
two-stage game, we find that when the firms engage in a
Cournot duopoly game, tariff cuts increase the exporting
countries’ pollution taxes. However, the increasing pollution
taxes imply higher subsidies to the firms and result in more
pollution emissions. In a Bertrand duopoly case, tariff cuts
also increase the exporting countries’ pollution taxes,
indicating that the governments raise the export taxes on
the firms. Moreover, we demonstrate that in both Cournot
and Bertrand competition, trade liberalization will enhance
world welfare, but degenerate the exporting countries’
environments and lower the importing country’s welfare.
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