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Abstract
Can trade liberalization deliver an employment double dividend and a welfare gain? To
answer this question, we develop a trade model with firm heterogeneity, search and matching frictions, and an emissions tax. We first analytically decompose the impact of trade
liberalization on the amount of emissions into four forces: an increase in labor supply that
leads to the larger amount of emissions; an increase in output per firm that may lead to
the larger or smaller amount of emissions depending on how competitive markets are; a
rise in a cutoff productivity that leads to the larger amount of emissions; and an increase
in output per firm independent of market competitiveness that leads to the larger amount
of emissions. When the second force dominates the others and markets are competitive
enough, trade liberalization may support an employment double-dividend hypothesis, or
otherwise it rejects the hypothesis. Moreover, due to these four counteracting forces, trade
liberalization may deliver a welfare loss. We then simulate our model to better understand
an interaction between trade liberalization, environmental regulations, and welfare. For the
typical parameter values used in the literature, an employment double-dividend hypothesis
is rejected. A deliberate investment in abatement technology, however, enables an economy
to transit from a dirty equilibrium with higher unemployment to a clean equilibrium with
lower unemployment.
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