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Piecemeal Reform of Tariffs and Environmental
Taxes and Economic Welfare in a Small Open Economy

Akihiko YANASE

Abstract

This paper builds a general equilibrium model of a small open economy with many
private goods, many pollutants and one public consumption good. It is assumed that
pollution emissions are caused by production process of private goods and the public good
is financed by revenue from tariffs and/or emission taxes. Attention is focused on
piecemeal reform of trade and/or environmental taxes to be welfare-enhancing. Since
there exist three sources of inefficiency (pollution, trade protection and public production),
a change in tariffs and/or environmental taxes affects welfare of the economy via changes
in these distortions both directly and indirectly. Due to the more complex interactions
induced by policy change(s) than those discussed in the existing studies, we should impose

additional conditions for improving welfare of the economy.
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