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Can Environmental Regulation Promote Overcapacity Governance

— Microscopic Evidence from Chinese Industrial Enterprises
DU Wetjian

Abstract; From the perspective of “zombie enterprises” and backward capacity enterprises, we use the
empirical research methods including survival analysis, limited dependent variable model, and interme-
diary effect to study effects of the environmental regulation to promote excess capacity management
based on the matching data. We find that the environmental regulation can not only increase the market
exit probability of zombie enterprises, but also increase the capacity utilization of enterprises. The above
conclusions are supported by robust regression of core indicator substitution and controlled endogenous
effect In addition, the effects of the environmental regulation are different for different samples of pol-
lutiom-intensity enterprises. For the pollution-intensive enterprises, the environmental regulation can
simultaneously accelerate the withdrawal of zombie enterprises and enhance the capacity utilization of the
enterprises. While for the clean enterprises, the environmental regulation has no significant effect on the
exit of the zombie enterprise. The effect of the environmental regulation on the zombie enterprises’ mar-
ket exit and enterprises’ capacity utilization in the central and western regions are significantly higher
than that on those in the eastern regions. The estimation results of the influence mechanism show that
the environmental regulation has “Following the cost effect” and “Innovation compensation effect” . For
the governance of zombie enterprises, the “innovation compensation effect” is dominant, while for en-
terprise capacity utilization, “following the cost effect” is dominant. Under the framework of heteroge-
neous enterprises, this paper explores the impact of the environmental regulation on overcapacity gov-
ernance and extends the micro-perspective study of the environmental regulation and overcapacity prob-
lems, and further deepens the study of overcapacity governance under supply-side structural reform.

Key words: environmental regulation; zombie enterprise; capacity utilization; heterogeneous enter-

prise



