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Abstract: As an effective market-based tool for environmental governance, carbon trading has a significant
impact on provincial investment on environmental governance. Based on the panel data from 30 provincial
administrative regions for the period of 2004 —2021, this paper employs double difference models (DID),
panel quantile regression, and chain mediation effects models to investigate the impacts and impacts heter-
ogeneity and mechanisms of carbon trading policies on provincial industrial pollution control investment,
and environmental infrastructure construction investment. The conclusions are as followed. Firstly, the
implementation of carbon trading policies can significantly reduce provincial investment on industrial pollu-
tion control and environmental infrastructure construction. Secondly, the impact of carbon trading policies
on industrial pollution control and environmental infrastructure investment showed regional heterogeneity
and non-linear characteristics. Carbon trading in western regions had a significant reducing effect on both
types of environmental governance investments, while the impact in central regions was generally insignifi-
cant, and the reduction effect on industrial pollution control investment in eastern provinces was signifi-
cant. The impact of carbon trading on industrial pollution control investment continuous to increase ac-
cording to the own investment intensity of province, showing a significant decline at the highest percentile,
and the impact on environmental infrastructure investment showed a trend of first increasing and then de-
creasing, with no significant impact at the highest percentile. The third, the effects of carbon trading poli-
cies on provincial environmental governance investment mainly relied on industrial structure upgrading and
energy structure adjustment, which showed regional heterogeneity. The mediating effect of carbon trading
policies on environmental infrastructure investment was significant. Promoting industrial structure upgra-
ding and its synergy with energy consumption structure adjustment helped to reduce the effect, and the
mediating effect of energy consumption structure adjustment was insignificant. Carbon trading policies can
not only indirectly reduce industrial pollution control investment, but also indirectly promote the reduction
of investment in industrial pollution control by relying on industrial structure upgrading, energy structure
adjustment, and their interaction. Regionally, carbon trading policies significantly promoted the industrial
structure upgrading and energy consumption structure transformation in western pilot areas, and directly
and indirectly reduced environmental governance investment. The impact in central regions was insignifi-
cant, and eastern regions mainly relied on industrial structure upgrading to boost the reducing industrial
pollution control investment. To promote the release of the effects of carbon trading policy, it is necessary
to formulate differentiated incentive policies for carbon trading based on local conditions, and vigorously
promote the development of a unified national carbon trading market. Tailor-made policies should be intro-
duced to enhance the inclusiveness and coordination of carbon trading. To optimize local environmental
governance resources allocation, it is needed to collaboratively advance the carbon trading, industrial struc-
ture upgrading, and energy consumption structure optimization.
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