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Abstract

We analyze the political economy of international climate policies in a two-country setup
with lobbying in each country.

We model the decisions of governments and lobby groups as a three-stage game. In the
first stage, governments decide whether to form an international market. An international
permit market is formed if and only if both countries agree to it. In the second stage,
governments decide about the amounts of emission permits which are issued to the domestic
firms. Governments are susceptible to the interests of lobby groups, as they maximize a
weighted sum of national social welfare and lobby contributions. Trading of permits takes
place in the third stage.

We show the effects of lobbying on international climate policies.



