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ABSTRACT

In this paper, we discuss the endogenous formation of climate coalitions in an issue-linkage regime. In par-
ticular, we propose to build a link to the issue of preferential free trade. Trade privileges exclusively granted
to members of the climate coalition work as an incentive mechanism for countries to join in. A multi-stage
strategic trade framework is used in which coalition (fringe) countries can dispose of a policy set comprising a
discriminatory import-tariff on dirty goods as well as producer emission permits traded on a common (local)
permits market. A fairly novel modelling of the preferential free trade area is incorporated which is at the core
of our approach. We find strong support for the claim that trade liberalization can promote relatively large
and effective climate coalitions compared to the single issue regime. As a policy implication, negotiations on
international climate treaties and free trade arrangements should be interlinked.
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