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Theoretical Discussion of a Small Open Economy When Two Externalities
Co-exists

—Empirical Evidence on Open Land in Cote d'lvoire

CHEN Ji-yong, TANG Xiao-yu

Abstract: Most countries, especially less developed countries are affected by three externalities: trade
policy, imperfect environmental property rights and production pollution. By using a production function
which can accurately depict the imperfect property rights, we find that, when imperfect environmental
property rights and production pollution co-exist, this case falls into a standard "second-best" category. That
is, pollution control policy and property right improvement should be coordinated. Based on that, we further
propose the two supervision systems: static system and dynamic system. In the static system, the firms in
the resource sector are assigned short-term property rights, while the government considers the overall
social values of the resource; in the dynamic system, the firms in the resource sector get long-term property
rights, thus each of them will consider their own shares of the resource's social value respectively. Which
system is better depends on the different conditions. Empirical analysis on open land in Cote d'lvoire reveals
the existence of "Tragedy of Commons" and provides a partical test on our theory.

Key words: environmental property rights; production pollution; externalities; small open economy

J&A% 8 A1 2007-05-12

@A HukF, 252 Hd, RRXXFRFH5EEFRAE, HEAFF, BRT, ARXXFLZFHTESER
AR A

! Krueger, A., M. Schiff, and Valdes, A. (1988), “Agricultural incentives in developing countries: measuring the effects of

sectoral and economy-wide policies”, The World Bank Economic Review, 2:255-272

2 Lopez, R. (1997), “Environmental externalities in traditional agriculture and the impact of trade liberalization: the case of
Ghana’. Journal of Development Economics. 53:17-38.

% Copeland, Brian R.; Taylor, M. Scott (1999), “Trade, Spatial Separation, and the Environment”, Journal of International
Economics , v47, n1 (February 1999):137-68

4 Zhao, Jinhua, (2000), “Trade and environmental distortions: coordinated intervention”, Environment
and Development Economics 5:361-375.

> Copeland, Brian R.; Taylor, M. Scott (1999), “Trade, Spatial Separation, and the Environment”, Journal
of International Economics , v47, n1 (February 1999):137-68

® McConnell, Kenneth E. and Strand, Ivar E. (1989), “Benefits from Commercial Fisheries When
Demand and Supply Depend on Water Quality”, Journal of Environmental Economics and Management
17:284-292

" Lopez, R. (2000), “Trade Reform and Environmental Externalities in General Equilibrium: Analysis for
an Archetype poor tropical country”. Environment and Development Economics 5: 377-404



