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Abstract

Since the early 90s, after the implementation of various regulatory multinational agreements, debates
about the impacts of environmental quality on international trade and Foreign Direct Investment (FDI)
have been increased considerably. This article tackles this issue for 14 home countries and 39 host
countries for 6 Regional Trade Agreements (RTAS) over the period 1990-2011 by using gravity
models. We also used simultaneous-equation system of gravity models in order to investegate the two-
way linkages between trade and FDI in the presence of environmental degradation. Our main findings
suggest that the impact of the environmental degradation on trade is negative and significant only for
the static estimation. However, the impact of the environmental degradation on FDI is negative and
insignificant for both static and dynamic estimations. The results also show that there exists a
unidirectional causal relationship running from trade to FDI.
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