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A Proof of Proposition 1

Let us define the northern firms’ incentives to relocate (I R):
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To show that a decrease in the dirty southern firms’ emission intensity reduces the

incentives to relocate, we have to prove that IR increases with u¢. Using
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B Proof of Proposition 2

Using mé = mg — m§, the incentives to relocate are given by:
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. 0 _OrSNn X—t 9 L argg Xt '
Using G2 = g = ~mdymers 204 G088 = gng = “agimens < 0, we get:
=2(r my,ms,mg —ms) —roy (ms+1,mg —ms,my —1)) ———
ams (rnn (my, ms, ms §) — réy (mg s G my — 1)) S

X+t

+2 (ryg (my,ms, mg —ms) —reg (ms+1,mg—ms,my —1)) ——.
(rns (my, mg, ms —mg) — rgg (mg s = Mg, My ))mg+mc+1

(m‘é +me) (X —t)

Using rny (my, mg, mg —mg) —rgy (mg +1,mg —mg,my — 1) = — o | and
rns (my,m§,mg —mg) —rig (m§+1,mg —mg,my — 1) = —%, we obtain:

S
8IR:_2 (m& +me) (X —t) X-t (md +m°) (X +1) X+t
aom§ mé +me + 1 mé +me + 1 mé +me + 1 my +mc+1

__4(mg+mc) (X2 +2) <0
N mé +me+1 '




D Proof of Lemma 2
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The subsidy affects the individual production and the northern price as follows:
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The effect of subsidy on the emissions is given by:
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