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ABSTRACT

With trade liberalization, countries with strict environmental regula-
tions can steer away from polluting industries and put greater emphasis
on cleaner industries. They increase the import of the higher polluting
products and move the polluting industry abroad, whereby improves
their environmental quality. In this regard, Taiwan’s trade regulatory
policy has been gradually opened since 1990 and its domestic industrial
structure and trade pattern have been greatly changed. The main pur-
pose of this paper is to examine whether Taiwan’s polluting industries
have been transferred to production in the less developed countries while
Taiwan itself goes toward liberalized trade. This assumption has been
called the pollution haven hypothesis. We use the 2-digit industry-level
panel data of Taiwan’s manufacturing from 1991 to 2003 to study the
effect of environmental regulation on trade patterns by regressing panel
fixed and random models. The evidence demonstrates that the stricter
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environmental control the industries are under, the higher import portion
they have. It shows that Taiwan’s industrial structure has already moved
toward the cleaner and lower polluting pattern in the last ten years. In
addition, the import of polluting-intensive industries increased with the
decreasing import tariff, yet this “indirect pollution haven effect” is not
significant. When we separate the import of each industry by OECD
countries and non-OECD countries, it is significant that the polluting
industries have higher import portion in the regression for the non-OECD
countries. Obviously, the non-OECD countries have become the haven of
Taiwan’s high polluting industries. With the trade liberalized and the
import tariff reduced, Taiwan increases the net import of the higher pol-
luting products from the non-OECD countries, while decreasing that from
OECD countries. And there are different outcomes for different Taiwan’s
trade partner in the effect of trade liberalization on pollution havens.
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