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Overview

China, as the largest developing country, has tried to control its pollution problems through a number of stricter environmental policies since the late of the last century. However, some local governments are slow with cautiousness during the implementation of new environmental regulations. They concern that the stricter environmental protection may cause higher energy cost and unaffordable loss in exports and economic growth as the pollution haven hypothesis indicated. Therefore, it is necessary to study the effect of environmental regulation on exporters’ behavior, especially their exiting from international market.
Methods

Based on the data from Chinese City Statistical Yearbook and Industrial enterprise database for years 1998-2009, this paper analyzes how the TCZ policies influences the export exit behavior of firms with different ownership, export share and energy intensity in production. We use export exit as the dependent variable which is a binary to identify if a firm exit export markets in certain year and estimate the Probit model of firms’ export exit behavior to investigate if there a relationship between strict environmental regulation and export exit behavior:
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Secondly, we divide firms into different groups such as regular export enterprises and pure export enterprises, pollution enterprises and non-pollution enterprises, domestic enterprises and foreign enterprises (FDIEs), and estimate the above model again for different groups. Then, we test export exit behavior in TCZs with the DID (difference in difference) method. Lastly, we have robustness check.
Results

Our probit estimation shows that firms with older age, larger size, greater TFP, or higher wage level are less likely to exit the export market. But firms with higher capital intensity are more likely to quit the export market. These results are consistent with many existing studies. Our results also show that the pure exporters are less likely to exit the export market, but the energy intensive enterprises are more likely to do so. However, the implementation of TCZ policies has not significantly changes the export exit behavior of pure exporters and energy intensive enterprises. In addition, the effects of TCZ policy on FDIEs and non-FDIEs are in the same direction. We also find that, for non-FDI enterprises, energy intensive firms are more likely to quit export market than those are not energy intensive. However, this effect is not significant for FDIEs.
Our DID analysis shows that for all types of firms and all period, exporters in TCZs are less likely to exit export on average, for all types of exporters, the implementation of TCZ policies may reduce firms’ possibility of export exit.

Conclusions

We have two main findings: firstly, the stricter environmental regulation has not significantly caused more export exit in TCZs than in non-TCZs. Instead, no matter for FDI enterprises or non-FDI enterprises, pure export enterprises or regular export enterprises, enterprises in TCZ are less likely to quit export markets than enterprises in non-TCZ. Secondly, we find no evidence to support pollution haven hypothesis in China. Neither pure FDI exporters nor pollution intensive producers are significantly hurt by TCZ policy. However, we also find that the pollution control investment by cities have significant effects on pollution intensive producers’ export exit behavior. This indicates that the detailed environment protection policies for specific cities may be more effective than the policies uniform for all cities like TCZ policies.
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