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Emission Tax, Pollution Abatement Equipment, and Capital Movement

Yasuyuki Sugiyama

In this paper, we consider a small country with foreign capital inflow. The country produces
two final goods and a pollution abatement equipment. The foreign capital is used in the
production of the equipment and the one of final goods. Then we examine the effects of a
raise in emission tax and an increase in foreign capital inflow. Our comparative static results
are contrary to those of the specific factor model where pollution is treated as an input into
the production of final goods. Concretely, we obtain the following results: (I) An increase
in foreign capital inflow reduces total pollution. Hence, if the level of emission tax is lower
than the marginal damage, an increase in foreign capital inflow improves the welfare of the
country. (I) Since an increase in emission tax raises the rental rate of the foreign capital, and
reduces total pollution, the optimal tax level which maximizes the welfare of the country is

lower than the marginal damage.
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