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Abstract

This paper examines whether improvements in firm-level abatement technology can improve envi-
ronmental quality without reducing employment, and how protectionism affects this possibility. I
develop a tractable dynamic trade model with heterogeneous firms, environmental pollution, and
labor market frictions. I analytically show that improvements in abatement technology can or
cannot generate simultaneous improvements in the environment and employment, depending on
the relative strength of counteracting forces operating though wages and the number of domestic
firms. A numerical example further shows that protectionism makes this joint improvement less
likely. Thus, even when governments are unwilling to adopt stronger climate policies, firms’ own
efforts to advance abatement technology may reduce emissions without sacrificing employment,

while trade liberalization makes this outcome more likely.
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