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= ~ WA HEE English Abstract

This research is one of the first papers
to discuss the trade effect of the voluntary
environmental agreements. We also study
the impacts of tax and environmental
standard combination on FDI. The model
in this paper also offers a framework to
analyze the influence of a country's legal
system on FDI.

A two-country, one-firm model is
applied. The firm chooses the production
location and pollution control effort to
total local

minimize the cost, The

government  chooses tax rate and
environmental standard to attract FDI and
thus to maximize the local welfare.

This paper finds that firms may still
engage in  voluntary  environmental
agreements in the absence of a threat from
the legislature for a stricter environmental
standard or a government subsidy. This
finding compares drastically to the existing
literature. ~ This is because the firm
voluntarily puts more efforts to reduce the
pollution probability and hence the expected

2

liability. In other words, we can

reasonably  explain  why  voluntary
environmental agreements are 'voluntary,
instead of being 'compulsory’, with such a
cost effectiveness framework.

If the liability in country / is equal to
the environmental damage, then its optimal
tax rate is zero. If the liability in country i
is less than the environmental damage, then
its optimal tax rate is strictly positive. The
government is earning a positive tax by
selling its environment. If the liability in
country 7 is higher than the environmental
damage, then its optimal tax rate is negative.
That is, this country is giving a subsidy to
inward FDI, offsetting the disadvantage of
high liability.

However, this country is

expecting a excess damage reward.

Keywords:

voluntary environmental program, poliution

foreign direct investment,

risk, tax competition, cost effectiveness
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