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Abstract

With rapid development of global economy, world trade expands dramatically,
however, environment quality in different countries and global environment
deteriorate greatly. Conflict between trade liberalization and environmental protection
becomes apparent and intensifies increasingly. From reality of Chinese economy,
China’ s total import and export has ranked third in the world and export ranked first
in the world. In addition to the rapid growth of trade volume, China’ s foreign trade
also presents a significant charateristics, that is, processing trade occupies an
important position in trade patterns. The development of processing trade reflects
China has been integrated into the international vertical production chain and
continues forward to the process of “world factory” . Meanwhile, China’ s natural
resources and environment have suffered a great deal of damage. The rapid growth of
chinese economy and trade is still not out of resource-based growth paths. As the
world’ s largest developing country, this paper focuses on following important issues.
Under open economy, what” s the intrinsic link among trade liberalization, economic
growth and environmental pollution? Does the process of trade liberalizaiton in recnet
years lead to continued deterioration of China’ s environmental quality? Does
outsourcing activity measured by processing export and import that China undertakes
from developed countries actually deteriorate or improve environmental quality? Does
China have comparative advantage in producing pollution-intensive goods which
leads the way to becoming a polluting haven, or does China, as the Factor Endowment
Hypothesis predicts, export labor-intensive goods while import from developed
countries capital-intensive goods which are always pollution-intensive? Combined
theory with empirical analysis, this paper studies environmental costs and benefits in
the process of China’ s foreign trade.

This paper composes of seven chapters. Chapter one is the introduction which
clarifies background and significance of entire paper, research ideas, logical
framework and organization of content, research method and possible innovative point.

Chapter two is literature review which focuses on environmental effects of trade



liberalization and environmental Kuznets curve hypothesis (EKC), North-South trade
relationship with pollution haven hypothesis (PHH) and factor endowment hypothesis
(FEH), Outsourcing and environment, emission embodied in trade.

Chapter three is a theoretical model of trade liberalization, economic growth and
environmental pollution. Firstly it introduces environmetal factor based on H-O theory
model, builds a general equilibrium framework of pollution supply and demand and
explores how the changes of exogenous and endogenous factors lead to changens of
equilibrium pollution levels. Through introduction of trade liberalization factor, it then
considers scale effects, composition effects and technique effects of trade
liberalization on environmental quality under two different environmental policy
regimes (rigid and elastic policy). Secondly, this chapter examines intrinsic link
between economic growth and environmental pollution levels, namely theoretical
background of EKC. Thirdly, this chapter investigates inherent economic logic of
PHH and FEH, which focus on two problems—how does factor abundant differences
interacted with environmental policy differences determine trade pattern of
pollution-intensive products? Under circumstances of factor endowment determining
trade patterns, how to amend the conclusions from pollution haven model?

Chapter four is a theoretical model of heterogeneous firm, outsourcing and
environmental pollution. It develops a heterogeneous firm model with environmental
regulations and the possibility of outsourcing. In equilibrium we have two types of
firm. Firstly, firms that produce domestically and pay abatement costs on the level of
pollution emitted as part of the production process (abatement firms). Secondly,
outsourcing firms that outsource part of their production process thereby reducing the
need to pay abatement costs at home (outsourcing firms). Model result shows that
more stringent regulations incur higer total and marginal abatement costs meaning that
a firm is more likely to outsource.

Chapter five empirically analyses the link between trade liberalization and
environmental pollution based on provincial panel data. Firstly, it constructs two
instrumental variables, which is trade openness and per capita income, based on
bilateral gravity model and traditional theory of economic growth in order to solve
endogeneity problem in estimating single-equation model. Then it uses panel data of
China’s 30 provinces frome 1997 to 2006 to measure combined effects of trade

liberalization on major pullutants in China and to test whether EKC hypothesis holds

VI



in China. Secondly, based on existing theorectical analysis and considering dynamic
effects, it constructs a dynamic panel data model with a lag dependent variable and
uses panel data of China’s 30 provinces from 1997 to 2006 to quantify scale effects,
composition effects, technique effects and their elasticity of trade liberalization on
three main pollutants. It also tests whether PHH or FEH holds in China.

Chapter six empirically analyses the link among trade liberalization, outsourcing
and environmental pollution based on panel data of China’s 36 industrial sectors.
Firstly, it explores pollutions embodied in China’s foreign trade and pollution terms of
trade under different trade regimes (general trade and processing trade) baded on
input-output model. The result shows China’s processing trade is significantly cleaner
than general trade. Secondly, it builds a theorectical model which examines the link
between outsourcing activity (measured by processing export and import) and trade
pollution intensity based on Copeland and Taylor(2003) and Feenstra and
Hanson(1996). Then it empirically tests the effects of undertaking outsourcing activity
from developed countries by China on domestic environmental pollution. The result
shows outsourcing behavior significantly reduce pollution intensity of China’s import
and export.

Chapter seven is conclusions and policy recommendations. It summarizes main
conclusions and put forward policy recommendations to promote sustainable

development of China’s foreign trade and environment.

Keywords: Trade Liberalization; Outsourcing; Environmental Kuznets Curve
Hypothesis; Pollution Haven Hypothesis; Factor Endowment Hypothesis
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