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ABSTRACT

While the investment in environmental protection, such as pollution-
control equipment, can reduce the level of environment damage, it does
increase the firm’s costs. If there is no adequate incentive, the firm can
choose to avoid those costs and not to make the investment necessary for
environmental protection. Subsidy on investment in environmental pro-
tection and audit on pollution clean-up can be looked upon as important
measures for eliminating or reducing costly externalities generated by
optimizing economic firms. In this paper, we intend to examine the inter-
action between these two policy measures in order to bring to light some
policy implications.
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