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Contract Institution, Enterprise Sewage and Environmental Pollution

——An Empirical Research Based on Provincial Manufacturing Data of China

CHEN Yu-giao', ZHANG Tao-ran’
(1. School of International Trade and Economics, Jiangxi University of Finance & Economics, Nanchang 330013, China;

2. School of Economics, Jiangxi University of Finance & Economics, Nanchang 330013, China)

Abstract; Based on the the incomplete contract theory and the research framework of Antweiler et al. (2001) , this pa-
per develops a general model of pollution discharge, and then uses the Difference-in-Difference method with data of two-digit
manufacturing industries of China to examine the impact of the contract institution on the environmental quality. The empirical
result shows that contract institution is a key factor influencing pollution discharge. Moreover, firms are apt to invest “special
emission reduction capital” to reduce pollution and improve environment quality in the regions where contract institution is
comparatively sophisticated. However, this positive effect fails to be strengthened in those industried with higher contract in-
tensity, which can be explained by the pollution intensity of the industry itself. The research result remains stable after control-
ling a series of factors such as per capita capital, human resources, foreign direct investment and foreign trade.

Key words: contract institution; enterprise sewage; incomplete contract
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