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Abstract; Environmental regulation has become one of the most important driving forces underlying sustainable development and
the transformation of the pattern of economic development. The water pollution incident in Lake Taihu(2007 ), called Lake Taihu
Water Crisis, has provided a typical study case to reveal the relationship between environmental regulation and economic develop-
ment. First, through the case study of Lake Taihu Water Crisis, this study compared the approaches and policies of environmental
regulation before and after the Lake Taihu Water Crisis. Second, this study summarized the existing literature and developed a new
theoretical framework focusing on the impacts of environmental regulation on the optimization and performance of manufacturing in-
dustries. Finally, such a new framework was validated based on a quantitative assessment of the relative strengths of environmental
regulation policies and an analysis of factors affecting industrial performance. The quantitative assessment of the strengths of envi-
ronmental regulation policies showed that, after Lake Taithu Water Crisis, during 2007 —2009, the environmental regulation has
been gradually stronger. The average strengths of government regulation, technological regulation, marketing regulation and social
regulation during 2007 and 2009 increased by 2.2,1.0, 2.6, 0.7 times than the average strengths during 2001 —2006. The gov-
ernment not only used administrative commands ( government regulation ) , but also tried to employ market-based regulation approa-

ches on pollution control. However, the environmental regulation is still focused on the governmental regulation approach which has
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not been changed. Regression results showed that the environmental regulation manifested by the constrains of enterprises’ entering
in pollution sectors and the encouragement of high-efficiency technologies, has resulted in the optimization of manufacturing indus-
tries and the productivity improvement in Wuxi, which also countered the negative impact of rising production costs brought by reg-
ulation. However, innovation is still not the main driving forces of industrial performance enhancement. This paper contributes to
our understanding of the theories concerning the pattern of sustainable economic and environment-friendly development and the ap-
plicability of different environmental regulation approaches.

Keywords; Lake Taithu Water Crisis; environmental regulation; manufacturing industry; structure optimization; industrial per-

formance
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Tab. 1 The indicators and weights of environment pressure
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Tab. 2 Comparation of environmental regulation policies before and after Lake Taihu Water Crisis
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Fig. 4 Restructuring of manufacturing industrial (2001 —2009)
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Tab. 3 Factors of production in manufacturing

industries in Wuxi City (2001 —2009)
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DUk TUERR Dy e
2009 1.47 37.98%  53.80% 8.22%
2008 1.32  42.45% 58.86% -1.31%
2007 1.22  33.19% 60.50% 6.31%
2006 0.89 23.10% 67.86% 9.04%
2005 0.82 13.38%  79.74% 6.89%
2004 0.85 35.47% 58.72% 5.81%
2003 1.02  10.00% 82.53% 7.48%
2002 1.03  26.73%  67.24% 6.02%
2001 1.04 49.93%  51.96% -1.89%
2009 —2007 ¥J{H 1.04 37.87% 57.72% 4.41%
2004 — 2006 ¥{H 0.86 23.98% 68.77% 7.25%
2001 —2003 {4 1.34  28.89% 67.24% 3.87%
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Tab. 4 Results of regression model analysis

5 4 brif 22 18 R? FAE M
TEHL A 0.0092 0.0019 4.8392 0.7699 23.4179 0.0019
Al e A -0.0021 0.0008 -2.6648 0.5036 7.1012 0.0322
R&D i 0.0483 0.0112 4.3020 0.7256 18.5072 0.0036
PSR 0.7711 0.0052 4.1283 0.7089 17.0430 0.0044
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