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Wage Subsidy Policies and Pollution in a Developing Country with Urban
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Abstract

This study derives the conditions under which rural and urban wage subsidies decrease
pollution emitted from the urban manufacturing and improve economic welfare in a
developing country with urban unemployment. Urban wage subsidy may reduce
amounts of pollutants when a dirty input is complementary to capital in the
manufacturing production. Moreover, it is more likely to increase GDP and economic
welfare in an economy where the urban population ratio is higher and the rural
technology exhibits stronger diminishing returns to labor. This study also examines the

consistency between urban wage subsidy and environmental protection policies.
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