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Environmental Policies and Real Options — Some Problems of Negotiations on
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Abstract

To analyze multilateral pollution abatement policy actions against global pollution, this
study constructs a real options model considering the uncertainty of negotiations and
limits to pollution damage. Next, the study analytically determines the conditions
under which countries worldwide would agree on policies, leading to an expedition of
policy execution that would improve the welfare of countries through negotiations. In
addition, this study shows a promotion in decrease of uncertainty, increase in pollution
stock amount, and expedition of policy execution due to an appropriate distribution of
emission rights. Finally, this study confirms through simulation that the presence of

negotiations hastens policies.
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