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Abstract

Given fiscal decentralization and governors’ promotion mechanism in China,
through theoretical analysis and empirical research, this dissertation tries to figure out
the local government tax effort impact on environmental pollution, then research the
relationship between background of governors and environmental pollution, at last,
study the impact of political connections on enterprises environmental behavior.

First, based on model from Keen and Kotsogiannis (2002), the dissertation
constructs a general equilibrium model including four parts of producer, consumer,
local government and central government to analyze the local government tax effort
impact on environmental pollution and its spillovers given Chinese fiscal
decentralization. The following conclusion are obtained: (1) In the model including
central government and local government, lower tax-collecting effort will induce
more capital inflow, and more pollution emission. On the contrary, higher
tax-collecting effort will induces capital outflow. (2) There is pollution spillover, the
supply of capital is lack of elasticity in short term, higher tax-collecting effort will
induce more pollution emission in other areas. In long run, two factors determine this
tax-collecting effort spillover effect: capital flow and pollution negative externalities.
(3) Given tax-collecting effort of other local governments, higher tax-collecting effort
in one local government will reduce the total investment, then reduce the pollution
emissions. Relying on the Chinese panel data of 271 cities during the period
2003-2010, the dissertation do empirical tests using sys-GMM estimation method,
finding that higher real tax rate will induce lower pollution emission; real tax rate’
impact on environmental pollution is much bigger and more significant in central and
western part of China.

Secondly, the dissertation prose several following theoretical hypothesis. (1)
Different personal characteristics of local governors will determine their behavior of

environmental pollution. Governors promoted from local and governors who have
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central government working experience will lead to more serious environmental
pollution. (2) The negative effects on the environment will be weakened if the
officials who have the central government working experiences are appointed as the
local government governor. (3) Officers with central government working experience
will bring more negative impact on environmental pollution in region with high GDP
per capital. Relying on the data samples of 35 mayors and 30 governors from 35 large
and medium-sized cities and 30 provinces in China from 2003 to 2010, the paper
investigate the impact of local officials’ personal characteristics on regional
environmental pollution, finding that empirical results are consistent with the
theoretical hypotheses.

In addition, political connections and enterprises environmental behavior are
discussed, and makes the following theoretical hypothesis: (1) Enterprises with
political connections of governments will have negative influence on enterprises
environmental behavior. (2) This negative influence is bigger in secondary industry
than primary sector and tertiary industry. Relying on the data of 630 non-financial
listed companies from the CSMAR database in 2013, the paper use Logit model and
Ordered Logit model to analyze the impact of political connections on enterprises
environmental behavior. We find that the firms with political connection are less
inclined to reveal environmental information. They are also less incentive to report
environmental information according to GRI. This negative influence of political
connection on environmental behavior is more significant in secondary industry.

Based on these theoretical and empirical finding, we draw the conclusion that
fierce and disorder competition between local governments induce worsening
environmental pollution. Under decentralization mechanism, local governors are
motived to choose the policy to spur local economy. Without title of tax policy,
tax-collecting effort play a vital role in attracting investment. The paradox that high
real tax rate and low tax-collecting effort exist is common. The combination of
promotion incentive and economy develop-oriented mechanism promote growth, but
growth has its social costs such as environmental pollution. At the meantime, via

political connections, firms capture local government officers who have the rights to
\



manage firms’ pollution, and therefore get as much pollution privilege as possible. At
present, the key to reduce pollution can not only be limited to spending more on the
eco-friendly technology or pollution control. The policy implication of this
dissertation are stated as followed: (1) Reforming the method of economic
development and the political incentive system, bring the pollution control factors into
official promotion assessment mechanism, reduce the weight of the economic growth
in assessing the local officials’ performance, optimize the local government behavior.
(2) Establish market-oriented mechanism of pollution control, prohibit the rent
seeking between local officials and firms. (3) Release the information of environment
enforcement law and enterprises emission. Accelerate the adjusting paces of the
industrial structure. (4) Making the market play the vital role in asset allocation.
Encourage enterprise to innovate to protect environment. (5) Protect the public’s right
to know, to participate, and to supervise. Initiate an all the people activity, raise the

environmental protection consciousness.
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