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ABSTRACT 
Based on a general-equilibrium framework, this paper examines the income distributional 
effect of firms which commit to environmental corporate social responsibility (ECSR) 
investments. In the short run with fixed number of firms, ECSR investment raises capital 
rental cost and hence widens wage inequality between skilled and unskilled workers via the 
factor substitution effect, while the increased capital cost causes firms to exit in the long run. 
This releases capital and hence lowers the capital rental cost. Thus, the wage gap can be 
mitigated or even narrowed by a rise in unskilled wage and a drop in skilled wage via the 
firm-exit effect.  This theoretical prediction is confirmed by the empirical result. 
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