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International Externalities in the Use of Pollution Policies

The paper is talking about how international trade policies can benefit the environments, emphasizing on pollution issue. Since each country have unequal interest in pollution and policies on this, other countries with higher power on trade and higher interests in this issue can stimulate and work together with those countries to enforce policies on pollution. By the way, there will be no need of cooperation between countries if each has own pollution policies. Moreover, some achievements in country welfare cannot be improve through cooperation, thus it must be done by local government under conditions;

1) All pollution externalities are local and do not spill over to directly affect welfare in other countries.

2) All countries are too small to affect world prices.

There are 4 components of country welfare which are producer surplus, consumer surplus, pollution externality and government budget.  Alan V. Deardorff assumes that the government may weigh the 4 components differently. In addition, he also proposes that the governments can and do maximize the national welfare function. 

Proposition 1: No policy Externalities: The local tax and global tax on pollution will be set optimally if three assumptions below are held. 
1. The countries are too small to affect world price

2. Pollutions are strictly local. 

3. Government weighs all four components equally. (If the weight on producer is more than the others three, local tax will be smaller than global tax.)

Proposition 2: Pollution spillovers: Local tax will be set too low which means that global tax is higher. 
2.1 There are pollution spillovers. (Global pollution > local pollution)

2.2 Countries are too small to affect world price. 

Proposition 3: Terms of Trade Effects: Exporting countries set tax too high whereas importing countries set tax too low. 
3.1 The countries are large enough to affect world price. (Main export and import countries)

3.2 No pollution spillovers (Global pollution = local pollution)

Furthermore, government may not be able to set the optimal tax since there might be corruption which benefits producers.  Thus, international cooperation is possibly more efficient in setting optimal pollution taxes. 

Comments 

We agree with this paper. Big countries have more impact on world price, so they are less worry about the taxation that would affect exports and also world price because they can sell the products anyway. Difference for small countries, even if they do not have spilled over pollution they have to tax small amount or they cannot compete with the world price. And finally it is back to basic though on marginal benefit. If the local governments see it is worth to enforce policies on environment, they would do. Thus, the benefit is not only come in form of more international trade contract, but also the blessing and acceptance of ecologist and environmental mover worldwide. But there is less possibility to reach this benefit because, as it said above, the country might be too small to effect any global change unless the policies on environment issue are counted to be a must-have policy of every country as part of the world. 
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