1 To Go Green Is Glorious? China, Foreign

Investment, and Environmental Regulation

To get rich 1s glorlous. This motto, of uhcertaln orlgln but often attributed to
the late Deng Xlaoplng, succinctly captures the feverish desire for econemic
development that has gripped China since the launch of the reform and open-
ing era in 1978 No country has moved up the economic ladder as quickly as
China. Ower the last three decades, China’s g percent per anhum growth 1s
faster than that of any country in history, This growth has lifted 250 milllon
people out of poverty and made China a major producer and censumer of
goods that Just a generatlon ago were beyond lmaglhation for mest Chinese.
From zoo02 to 2006, for instance, the number of alr conditloners in China
tripled (Fergusson 200g). As late as 1990, ohly 42,000 cals were produced in
China (Kelly Gallagher 2006). By 2007, the figure was 8.8 million (Assoclated
Press 2008),

As the name “reform ahd openlng” Indicates, a major pillar of Belllng’s
get-rich strategy has involved opening China to forelgh direct lnvestment
(EDI). Initlally viewed with suspiclon, especlally by Chinas more conserva-
tlve cadres, Beljlng began setting up speclal economlic zones to attract FDI
in the late 197o0s. Although Investinent was modest through the 1980s, after
Deng’s southern Journey in 1992 FDI skyrocketed. Today China leads all de-
veloping countrles 1n attracting forelgh investment, ahd in recent years China
has annually attracted more FDI than all of Central and South Amerlca com-
bined. Between the years 2000 and 2003, forelgn firms bullt 60,000 manu-
facturing plants in China (Palmisano 2006). By 2007 China was recelving
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almost $7s billlon in FDI per yeal, which tranhslates Into just under 38,000
indtvidual forelgn-investment projects.' The result of this Investment Inflow
15 that today forelgn firms account for a considerable portlon of economlc
actlvity in China. In 1990, forelgh-invested enterprises produced 2.3 percent
of Industrial output. By 2002, the figure had Increased to a whopplng 33.4 per-
cent. One-third of China’s industrlal production comes from forelgn-invested
enterprises (Natlonal Bureau of Statlstlcs 1994-2004).

To go green Is glorlous? To my khowledge no Chinese policymaker has
ever uttered these words, but one would hardly be surprised to see this phrase
oh a billboard in China The lahguage of ehvironmentallsm has unmistak-
ably entered the Chinese vocabulary In 2008, when the State Envirenmental
Protectlon Adminlstration (SEPA) was promoted to the Minlstry of Environ-
mental Protection (MEP), the anhouhcement indicated that China’s central
leadership was on a “green drive” to address environmental deterloration (Sun
2008e). Owver the last few years Belllng has experimented with a “green GDP”
that would employ environmental criterla in assessments of governiment offi-
clals’ performance. In 2007 SEPA announced the launching of a “green credit
pollcy” to prevent bank loans to Industries in energy- and pollutlon-intensive
sectors, A year later this was followed up with a “green insuranhce” program
intended to compel companles to putchase Insurance for industrial accldents
and a “green securltles” scheme that requires companles ralsing funds in Chi-
nese capltal markets to disclose ehvironmental data.

Driven by concerns over product safety and “green trade barrlers” that
limit the access of Chinese companles to overseas markets, Beljlng has also
actlvely been promoting “green label” and “green food” programs to help do-
mestlc companhles demmonstrate thelr environmental credentials, In 2006, Bel-
Jing announced a “green procurement policy” that obliges government agen-
cles at all jurlsdictional levels to select products from a “green purchasing
l1st.” Since 2000, Shanghal has maintained a “Green 110” telephone hotline to
collect complaints about environmental 1ssues. And perhaps most famously,
to deliver on Its promlse of a “green Olymplcs” Belllhg spent $15 billlon and
took drastlc steps such as restrlcting heavy Industry in five nelghboring prov-
inces, banning construction, limiting driving privileges, and closing factorles
in the immediate Belllhg area. Onhe coulty government in southern China, in
a highly unusual attempt to heed Belllng’s calls for greater emphasis on en-
vironmental protection, spent $56,000 to paint the side of a mountaln green
{Assoclated Press 2007). Few things, It seems, hold more cachetin “red China”
than the color green.
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This green push from Belllng is in large part a reactlon to the severe en-
vironmental straln produced by China’s breakneck economlic growth, Over
the last three decades China has emerged as one of the most polluted nations
oh earth. It 1s difficult to overstate the serloushess of China’s envirenmental
challenge. Sixteen of the twenty most polluted citles in the world are in China
(Economy 2004, 72). China has the worlds highest rate of chronlc resplira-
tory disease, with a mnortallty rate five tiines that of the United States (Dexter
Roberts 2003). Alr pollution 1s estimated to contribute to somewhere on the
order of 750,000 premature deaths every year (World Bank 2007). Half the
population drinks water that 1s at least partlally polluted and more than half
of China’s cltles are affected by acld raln (Shi 2005b). Already envirenmental
degradatlon 1s estimated to cost China somewhere between 8 and 12 percent
of tts GDP each year (Economy 2004, 88).°

Much of China’s ample pollution is the result of industrial production.
In 2000, SEPA estlimated that 40 percent of water pollutlon and 8o percent
of alr pollution stemmed from Industry (Wang Hua et al. 2004). In 2003, it
was estimated that Industry accounts for 83 percent of China’s sulfur diox-
1de (S0.) emlsslons and mote than 8o percent of total particulate emlissions
(Shi and Zhang 2006, 271). Industry also contributes to pollution problems
through environmental accldents, which are all too common in Chinese
factorles. In December 2005, a chemlcal company made headlines when it
spllled thousands of tons of benzene Into the Songhua River, which created
an internatlonal incldent, as it not only affected the drinking supply of mil-
llons of Chinese, but also threatened downstream citles in Russia. In the ten
months following the benzene Incldent, China experlenced ahother 130 spills
into water supplies, which Is the equivalent of ohe every two to three days
(Assoclated Press 2006, Reuters 2006b).

The straln on the envirohment contributes to a host of soclal challenges
including Increasing internal migratlon, rising public health costs, and envi-
ronmental protests, which although scattered are comimon in China’s rural
areas (Jlng 2000). In 2005, the number of environmental protests Increased
by 30 percent to more than so,coo, Including one 1n Zhellahg Province that
involved more than 30,000 demonstrators protesting agalnst thirteen cheml-
cal plants. Two months later residents of another Zhellang village marched
oh a forelgh-invested battery factory and locked over one thousand workers
1nside the facility. Agaln, the 1ssue was pollutlon, as villagers clalmed the fac-
tory was contributing to abnormally high levels of lead polsoning (Savadove
2005). Ih 2007, thousands of citlzens protested the constructlon of a chemlcal
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factory 1n lamen, eventually forcing the suspension of the project {Tatlow
and Kwok 2005s). Incldents like these led Zhou Shehgxlan, currently head of
the MEP, to refer to China’s pollutlon problem as the “blasting fuse of soclal
instability” (Beck 2006). As Zhou’s comment Implles, China’s current rate of
ehvironmental damage 1s hot sustalnable and threatens to reverse many of
the achlevements of the reform perlod. In that respect It Is hardly surprising
that China’s leaders have attempted to green China and strengthen Industrial
environmental regulation.’

Tust as has been the case with Chinas attempt to “get rich,” attracting
forelgn capltal has also been an integral part of China’s push to “go green”
The Natlonal Eleventh Five-year Plan for the Environment (FYP), which lays
out environmental targets and broad pelicy guldelines, declares that In the
2006 -2010 perlod China “will expand the channels for using forelgh capital.”
Part of this “forelgh capltal” strategy ltvelves sustalning a high level of FDI
into the Chinese manufacturing sector, which Chinese leaders have long ar-
gued has an environmental protectlon dividend. For much of the reform and
openlng perlod, for example, It has been common to hear Chinese leaders de-
clare that, aslde from providing the Income growth necessary to strengthen
environmental protection, trade and investment liberalization also facllitates
access to advanhced clean production technhology and compels China to adapt
mote stringent environmental standards as forelgh investors demand better
environmental protection (Asian Economic News 199g; Jahlel 2006, 315). In
1992, for Instanhce, Qu Geplng, the former director of China’s Natlonal Enwvi-
ronmental Protectlon Adminlstratlion (NEPA)—a forerunner to the current
MEP—stated that economlc development demands pollutlon preventlon:
“Forelgh Investors would be hesitant to Invest 1n a heavlly polluted area be-
cause the cost of cleaning up would be much higher than the cost of preven-
tlon” (Kent Chen 1992).

This arguiment was echoed 1n the perlod around China'’s entrahce into the
World Trade Organlzation (WTO) 1n 2002, when government officlals and
analysts asserted that the Increased openness of China’s econemy would com-
pel stricter environmental regulation to avold an Influx of pellution-intehsive
products and encourage the adoption of stringent internatlonal standards
for corporate environmental management. This view that forelgh lnvestment
brings with It an environmental benefit 1s often echoed by forelgh companies
operating in China. According to the Business Roundtable, an assoclation of
CEOs of leading US. companies that collectively represents $4.5 trillion in



To Go Green Is Glorious? 5

anhual revenues and more than 10 milllon employees: “China’s llberalization
of Its trade and Investment conhtrels has opened the door for Amerlcan com-
panles to lnvest in China. U.S. companles operating in China typlcally bring
environmental ‘best practices’ and habits of good corporate cltlzenship with
them. This sets a good example for Chinese companles to emulate” (2009).
The assumptlon underlylng the assertlons of both Chinese leaders and the in-
terhatlonal busihess community s that forelgh investment and ehvironmen-
tal protection are positively correlated. Attracting forelgh Investinent leads to
better environmental regulation,

This assertlon Is not without schelatly support. Numerous studles have
shown that forelgh ihvestors, particulatly multinational corporations
(MNCs), often use a common set of environmental mahagement standards
1n thelr developing-country operations. Because multinatlonal firms have fa-
cllitles 1n a large number of counttles, they value predictability and stabil-
ity and prefer to use a single set of environmental standards. This reduces
the transaction costs assoclated with adapting environmental policy to dif-
ferent regulatory settings (Glen et al. 2000, Wheeler 2001). These standards
have been developed inthe MNC's home country and so typlcally surpass the
requirements of the developihg host country. Alohg the same lines, several
scholars polnt out that MMNCs tend to use the latest techhology, which 1s typl-
cally cleaner (Bhagwatl 2004). This Increases the likellhood that MNCs’ own
operatlons meet environmental regulatory requirements.* Several empiri-
cal studies have found a positive correlation between forelgh ownership and
environmental performance standards (Christmann and Taylor 2001, Glen
et al 2000; UNCTAD Secretariat 2002; Wanhg and Jin 2002). Chrilstmannand
Taylor (2001}, for example, show that forelgh-lnvested enterprises in China
report that they are more likely than domestic companies to comply with en-
vironmental regulation and even to go beyond compliance.®

Many have presented cases In which MNCs, and forelgh investiment more
broadly, contribute to environmental regulation via an influence on govern-
ment officlals and domestic firms.® Already equipped to comply with strict
standards, MMNCs may have an Incentive to press local governments 1n less
stringent natlons for tougher regulations In order to achleve reputation galns
and possibly disadvantage domestlc competltors that are less equipped to
meet higher standards. In this case, “desire for a level playlng field in time
produces a higher-quallty field” (Braithwalte and Drahos 2000, 281). Forelgn
firms may also exert a salutary Influence on the environmental policles of
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domestlc parthers. For instahce, to the extent that forelgn lnvestors trahsfer
clean technology to domestic firms In thelr host country, they contribute to
local environmental regulation (Andonova 2o003). Indeed, facilltating local
firms’ access to advanced forelgh technology, which 1s typlcally less pollution-
intensive, 1s ohe of the more common Justifications for promoting 1nvestment
lberalization In developing countrles (Drezner 2000, 66). In China the op-
portunlty to acquire hew, clean production technology was a highly anticl-
pated and frequently cited benefit of WTO membership prior to China’s ad-
mlsslon In 2002 (Jahlel 2006, 314; Zhao Yuhong 2007, 81).

Justas Important as the trahsfer of technology s the diffuslon of corporate
environmentallsm norins facilitated by forelgh lnvestment. Since the 1980s
there has been a marked enhancement In the approach to environmental
protection within the buslness community in the developed world (Hoffinan
2000, 2001; Prakash 2000). The resultis thatleading companles routinely pub-
lish environmental data 1n annual reports, conduct environmental audits of
overseas facllitles, seek third-party certification of thelr envirenmental man-
agement systems, ahd often seek to go “beyond compliance” with regulation.
Some have argued that MNCs promote these environmental norms in thelr
operatlons abroad and “export environmentalism” to developlng-country
governments and firms (Balley 1993, 142; Christmann ahd Taylor 2001 Flar-
1da 1996; Garcla-Johhson 2000, Hutsoh 2004, Rosen 1999, 152). The reasons
for exporting environmentalism include: a desire to lessen the cost advantage
domestlc competitors galh by shitking pollution abatement, an attempt to
enhance the company’s reputation and minimize legal lability, and a genu-
1ne bellef in the Importahce of corporate environmental stewardship. Efforts
to promote corporate envirohmentallsm are often part of a multinational’s
“green supply chaln” pellcy, through which It screens a potentlal domestic
supplier’s environmental record and mahagement system prior to the slghing
of commerclal contracts (Chtlstmann and Tayler 2006).

But not everyone agrees that forelgh investors help a country go green. A
highly contested strand of academlc theory argues that the quest for forelgn
Investment can create a dowhwatd pressure oh ehvironmental regulation.
Those arguing in thils veln are unlted by a shared concern that a fundamen-
tal characterlstic of globalization is a transfer of power from governments to
corperations. The logic of this position 1s stralghtforward. In today’s world of
International production, corporations can pick and choose among a number
of locatlons 1n which to set up operations. IBM, the quintessentlal Amerlcan
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commpaly, has over 40,000 of Its approximately 320,000 employees 1n India.
A typlcal Dell computer sold 1n the United States will have each of its critical
compohents—nicroprocessol, memory, hard drive, battery, keyboard—pro-
duced in a different country, and altogether the manufacturing process can
involve four hundred companies in North America, Europe, and Asla (Fried-
man 2006, s515-20). As companles have more cholces about where to produce
and supply, the fear is that they are becoming footloose and less subject to
government control. The diminishment of government authorlty 1s not just a
result of capital mobility, but also stems from developlng countrles’ increas-
ing rellance on forelgh Investment [n 1990, inward FDI was approximately 1o
percent of the GDP for developlng countrles. By 2003, that humber had in-
creased almost threefold to 28 percent. For countries particularly opento for-
elgh lnvestment, such as Chlile, the igure approached 7o percent (UNCTAD
2006). Capital Is thus both mere desired and more mobile, a sltuatlon that
logleally Increases the welght of Industry at the expense of government.

In this context of enhanced corporate authorlty, the fear is that forelgh-
investor envirohmental strategy 1s more often characterized as “exploltative”
rather than “responsible.” Child and Tsal provide a useful definitlon of these
1deal types: “A soclally responsible strategy would devote substantial resources
towards ensurlhg environmental protection, possibly on the expectation that
superlor long-term revenues will compensate for the additlonal costs. An ex-
ploltative strategy would be manifest in a policy of short-term profit maximi-
zatloh that minlmized environmental protectlon measures onh the grounds of
thelr costs™ (2003, 101). There are many examples of forelgn Investors adopt-
ing environmental strategles that tend toward the “exploitative” end of the
continuum. Rosenberg and Mischenko (2002) argue that oll MNCs 1n Russla
often ignored local environmental laws. Clapp and Dauverghe describe the
poot record of transhatlonal corperations Ih developlng countties, especlally
those 1n extractive Industries (2005, 169-74). Focusing on the logglng industry
1in the Asla-Paclfic reglon, Dauvergne argues that “both domestlc and forelgn
firms contlhue to rely on networks of state and local allles to skirt regula-
tlons—such as forging export documents ol sinuggling logs overseas” (2005,
191). Kelly Gallagher provides an overview of forelgn investment in China's
automaeblle sectors and finds there has been minimal transfer of environmen-
tal techhology from forelgh to Chinese companles. The net result of China’s
dependence on forelgh direct Investment 1s that China has been “locked in’
to outdated, Inefhiclent, and polluting vehicle technologles for many years”



3 To Go Green Is Glorious?

(2006, 125). Several other studles focusing on China have found examples of
forelgn lnvestors in pollution-lntensive Industrles elther shifting production
to China In order to take advantage of lax environmental laws or entering
into jolnt ventures with local township and village enterprises, which tend
to be beyond the reach of environmental officlals (Richardson 2004a). In a
simllar veln, some have argued that in order to escape the costs of pollution
abatement, forelgh firms operating in the developing world simply contract
out pollution-intensive products to domestic suppliers and then turn a blind
eye (Leonard 1088; Mabey et al 2003).

Not only are there questlons about the environmental performance of for-
elgh-lnvested enterprises (FIEs); arelated concern Is that the contest to attract
forelgn Investors leads developing-country govermments to weaken, avold
tlghtening, ot disregard transgressions of environmental standards. Eager for
investment, developihg-country goverhments accede to ihvestors’ demands
o take unilateral initiatlves to lower the cost of business by relaxing the regu-
latory setting This phenemenon, in which a combination of pressure from
firms and government cohcerhs about Investment competitiveness results in
weaker environmental regulation, goes by a varlety of labels. When fear of
capltal loss or a desire to enhance attractlveness to mobile capltal results ina
jurlsdiction falling to enhance standards, 1t is often referred to as a “political
drag effect” that results in a “regulatory chill” (Esty 1994, 162-63; Newmayer
2001a). When more than one Jurlsdiction engages in a competitive weakening
of standards in order to enhance thelr attractiveness to outside lnvestors, 1t 1s
typleally referred to as a “race to the bottom.”” In the extreme, a global race
to the bottom can cause standards to converge at the level of the jurlsdiction
with the least stringent regulation; Ih a weaker form, it compels high-standard
areas to loosen regulation or keeps low-standard jurlsdictlons “stuck at the
bottom.”® Whether cne uses the term “chill” or “race,” the essence of the as-
sertlon Is that environmental regulation would be stronger If governments
were hot seeking to enhance thelr attractiveness to mobile capital®

When competitlon concerns lnduce a developlhg country to keep lts
environmental standards low and 1t expetlences an lnward flow of Invest-
ment from companles seeking to enjoy lower pollutlon-abatement costs, the
counhtry cah become a “pollution haven.” As Clapp and Dauverghe polnt out
(200s, 162), a pollution haven 1s not simply a country with low environmen-
tal standards and/or a large amount of pellution. Otherwise, virtually any
industrializing country might be deemed a pollutlon haven. For a pollution
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Industrial flight: Impact of regulation on fims’ investment decisions
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Environmental exploitation: Impact of foreign firms on environmental regulation
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exhibit poor compliance

with erwironmental laws,

FIGURE 1.1 Three ways foreign investment can challenge environmen-

tal regulation.

haven to exist, one must also see “Industrial flight,” which refers to the migra-
tlon of pollution-intensive Industries from strict-stahdard countrles to weak-
standard Jurlsdictions where they enjoy lower pollution-abatement costs. In
other words, a pollutlon haven is conceptualized as the result of a combina-
tlon of government strategy (captured by the notlon of race to the bottom
or regulatory chill) and firm strategy (conceptualized strictly as industrlal
flight) ** These three concepts—Industrial flight, race to the bottom or regula-
tory chill, and envirohmental exploltation

are llustrated in Flgure 1.1,
In recent years, as China’s pollutlon problem has become Increasingly
severe ahd forelgh multinationals more prominent in the Chinese ecohomy,
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FIGURE 1.2 Foreign investmentin pollution-intensive sectors.
soURcE: Peng and Zhang 2004,

Chinese analysts have started to buy into the pellution-haven argument. For
example, a China Daily editorlal states:

The key reason for the entry of polluting foreign enterprises into China is
that local governments are so eager to attract foreign investment, they usu-
ally neglect environmental standards. Many multinational companies cher-
ish their reputations as environmental protectors, butin China, this is not the
case These companies consume a great amount of resources and reap huge
profits, leaving severe pollution behind. The fundamental reason for China's
overheated economy and excessive liquidity is that these multinationals hawe
focused on China’s cheap labor force and loose environmental regulations.
(China Daily 2008)

Accusatlons and incldents of forelgh-firim malfeasance have also become
common In China Articles in the Chinese press In which developed coun-
tries’ firms are accused of “transferring pollution” (wuran zhuanyi) are al-
most too humerous to count'* The “pollution transfer” articles make much
of the fact that forelgn firms lnvest in pollutlon-intensive Industrles? As
seen1n Flgure 1.2, there 1s slghificant forelgh involvement In China’s heaviest-
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polluting sectors. The percent of forelgh Investment In the chemical sector,
for Instahce, has Increased steadily from around 13 percent Ih 1ggs to over
20 percent In 2002 (Peng and Zhang 2004). In Chinese academlc work, a com-
monly clted statlstic offered as evidence of pollution transfer 1s the fact that in
1991 there were approximately 11,000 FIEs ih China, of which 29 percent were
categorlzed as pollutlon-Intensive (e.g., Wang Henglin 2003; Xu and Zhao
2004).1?

Accompanylhg these cohcerhs ovel Investment 1n pollutlon-Intensive sec-
tors are charges that forelgn firms are all too willing to breach China’s envl-
ronmental regulation and take advantage of China’s thirst for forelgh capital.
A 2007 editorlalin the China Daily asserted that MNCs are “taking advantage
of China’s low environmental standards by delng things they would not dare
do 1n thelr home countries” (Chen Welhua 2007). [n late 2006, the Chinese
NGO (hon-governmental organization) Institute of Public and Environmen-
tal Affairs (IPEA), established by Ma Jun, one of China’s most well-known
environmentalists, accused thirty-three multinationals of violating China’s
environmental protection laws. A year later the list of pollutlng MMNCs was
up to almost one hundred (of four thousand total companies listed), and by
eatly 2008 Ma clalmed that over three hundred MNCs had a record of pollut-
ing alr or water. This list included well-known companles such as Pepsl, 3M,
Nescaté, Yamaha, Samsung, KFC, and Plzza Hut.

It 15 not only NGOs but also the Chinese government that has accused
MMNCs of poor environmental practices. Particularly since the start of the Hu-
Wen era, Chinese government officlals and analysts have frequently urged lo-
cal governments to avold a ohe-slded focus on the quantlty of investment and
glve greater welght to the quality of forelgh Ihvestment by enhancing super-
vislon of FIEs (e.g.,, Chen and Zhu 2003; Liu Yuql 1997). A Carlsberg Brew-
ery was temporarlly closed In 2007 for dumpling untreated wastewater into
a local river 1n Gansu Province. The company reportedly preferred paylng
a twlce annual fine of roughly $650 to constructing a wastewater treatment
plant In the same year, two forelgh companles, Unilever and Hitachl, were
rahdomly selected for Inspection and found to be violating wastewater dis-
charge standards. This led a SEPA officlal to state: “Environmental pollution
caused by forelgn-funded companies has come to the attentlon of SEPA, and
we will strengthen our supervislon” (Sun 2007). Also 1n 2007, SEPA black-
lsted 130 multlnatlonals for excesslve pollutlon stemining from actlvitles
dating back to 2004. Although by eatly 2008 all but 3 of the 130 companles on
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SEPA’% listwere found to have rectified thelr envirenmental practices, a SEPA
spokesman still Indicated that “a serles of environmental degradation incl-
dents involving MNCs 1n recent years shows a lack of fulfillment of corporate
soclal responsibility on their part” (Sun 2008d; People’s Daily 2006). Charges
have also beenleveled agalnst local governments deemed to be colluding with
forelgn investors. A 2008 China Daily editorlal lamented, “In thelr hunger
for economlic growth, many local governments have trled to absotb as much
forelgn Investiment as possible, regardless of the energy and environmental
costs” (China Daily 2007)." Clearly, the current Chinese leadership ltself i
conhcerned that the ceaseless quest for forelgh Investment 1s uhdermining its
attempt to balanhce getting rich with golhg green.

To swmmarlze, China 1s both heavily forelgn-1nvested and polluted. The
combination of forelgh investors’ prominence 1 the Chinese ecohomy and
China’s considerable pellution problem makes 1t critical that we better under-
stand the relatlonship between FDI and envircnmental regulation. Because
the pollution-haven debate explores the links between the competition for
forelgn Investment ahd environmental regulation, it can help shed light on
environmental protection challenges in China. Inthis bookI use the concepts
generated in the pollution-haven debate to provide schelars with a better un-
derstahding of the hature of China’s environmental challenge. In particular, I
offer Insight about the extent to which forelgn Investment contributes to and
uhdermines China’s environmental regulation.

In the followlng chapters, [ examine the development of Chinese law that
regulates firm actlvity and controls the environmental Impact of FDI (Chap-
ters 2 and 3z}, describe the manner in which subnational competition for in-
vestment has influenced the Implementation of environmental standards
{Chapter 4), and analyze the environmental practlces of both forelgn-invested
enterprises and Chinese companies with connectlons to forelgh-lnvested en-
terprises (Chapters 5 and 6). In developlng the book’s argument, I employ a
varlety of original data, gathered during a year of In-country research. I pre-
sent the results of a quantltative survey of 228 firms and several case studles,
including a controversy between Royal Dutch Shell and a major Chinese oil
company ovel the environmental policies for a natural gas plpeline. In addi-
tlon to the firm sutrvey, [ base my anhalysls on Interviews with representatives
from slxteen forelgh and twenty domestic firms, as well as varlous local ex-
perts, Including Industry-assoclatlon representatives, environmental consul-
tants, lawyers, NGO workers, scholars, journallsts, and just over a dozen en-
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vironmental officlals. I also draw heavily on articles in industry journals and
the Chinese media and the burgeoning Chinese-language academicliterature
oh the toplc of trade and the environment, published principally In university
Journals and books printed by the China Environmental Sclences Press,

An Overview of the Argument

The previous sectlon provided a brief overview of the competing assertions
about the Impact of forelgn-firm Investment on the process of environmental
regulatlon. To what extent do these clalms accurately describe the situation
1n China? And how can China, which Is arguably the most economlically and
environmentally Important of developing countries, inform the academic
debate about the empirical sallency of the pollutlon havens? As elaborated
in the subsequent chapters, 1n the case of China, the influx of forelgh firms
and capital has not triggered a widespread race to the bottom nor a sys-
temic regulatory chill There is little evidence that China’s integration with
the global economy has transformed China into a pellution haven, As China
has liberalized its domestlc market and allowed entry to a greater number
of forelgn firmms, It has also strengthened lts environmental protection re-
glme (Chapter 2). Just as limportant, Belllng has steadily tightened oversight
of the environmental policles of forelgn firms. The government’s approach
toward the ehvironmental aspects of forelgh lnvestinent has evolved from a
taclt acknowledgment that the inflow of FDI brings new challenges in pol-
lutlon management to a Inore actlve attemnpt to reln In the pollution caused
by forelgh 1nvestors (Chapter 3). Moreover, 1n several important ways forelgh
firms have contributed to China’s envirohmental governance. Multinational
companles in the chemical and energy Industrles, for Instance, have created
upward pressute on environmental regulation both through thelr own behav-
lor and vla the Iimposltlon of environmental, health, and safety demands on
thelr domestlc commerclal partners (Chapter 5). Inthis sense, multinatlonals
have exerted a private authority that fills in gaps left by the weak capacity of
China’s environmental protectlon bureaucracy In certaln Instances demes-
tle firms possessing or seeking commerclal relatlons with forelgn firms have
been driven to Implement stronger environmental mahagement systems, al-
though this phenomenon s not particulatly widespread (Chapter 6).

But while China’s opening to forelgn Investment has generally contributed
cohstructlvely to envirohmental protectlon, the story is hot entlrely positive.



