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Abstract

In the trade and environment debate, the relevance of examining the impact of a location’s intra-industry
trade (IIT) on environmental quality cannot be overemphasized, in part, due to the increasing prominence
of such trade and the paucity of related empirical evidence. Although existing studies largely indicate
overall trade to be pro-environment, the consequences of IIT may differ owing to greater varieties of in-
termediate and final goods, easier technology diffusion via trade in similar goods, productivity gains from
within-sector reallocations, and increased innovation. However, identification of the causal effect is plagued
by the potential endogeneity of IIT attributable to crucial unobservables and measurement error. In this
light, utilizing an instrumental variables strategy and data on multiple environmental indicators from
roughly 200 countries over 2000-2005, we investigate IIT’s impact on the environment. To measure IIT, we
rely on two indexes of within-industry specialization based on changes in and levels of sector-level trade.
Regardless of the indicator of IIT or environmental performance, across several sets of instruments, we
mostly find (i) IIT to benefit the environment, (ii) overall trade to be less pro-environment than IIT, and
(iii) concerns over endogeneity to be relevant.
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