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6. Conclusion

We analyse how environmental policies influence pollution, corruption, the economic growth rate, and welfare, using an R&D-
based growth model with dual regulation. We apply the Nash bargaining between firms and bureaucrats employed by Harstad and
Svensson (2011) to the present model. Then, we regard the government’s regulation motivation to be pollution reduction and
consider i) emissions permit trading and ii) endogenous changes in the number of polluting firms via innovation. We show the
following: A decrease in the grandfathered permit level stimulates the growth rate via an increase in the permit price, reduces the
pollution and corruption per firm, and results in improving a household’s welfare and worsening a bureaucrat’s welfare. By contrast,
a stricter environmental tax rate and penalty rate reduce the growth rate via a decrease in the permit price, increase the pollution and
corruption per firm, and result in worsening a household’s welfare and in improving a bureaucrat’s welfare. Thus, our findings
suggest that, under dual regulation, environmental tax evasion leads to improved social welfare.
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