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Environmental Punishment, Corporate Performance and
Emission Reduction Incentive

— Empirical Evidence from China’s Industrial Listed Companies
XU Yan-kun, QI Yu, SONG Ping-fan

Abstract: Whether the environmental punishment will have a deterrent effect on the enterprise’s envi-
ronmental compliance depends on whether the environmental regulation process will have a substantial
impact on the enterprise’s risks, costs and benefits. Based on the sample of China’s industrial listed com~
panies from 2006 to 2013, this paper constructs a set of index system to measure the intensity of envi-
ronmental punishment for the first time, examines the impact of environmental punishment on enter-
prise emission reduction decision, and identifies the internal mechanism and institutional heterogeneity
of deterrence effect of environmental punishment from the perspective of reputation mechanism and in-
formation basis It is found that: China’s environmental punishment does not have a substantial impact
on enterprises’ emission reduction decisions, but only reduces the absolute emission level of enterprises;
this is mainly because environmental punishment does not have a substantial impact on the business per-
formance of enterprises, only brings certain market risks to enterprises, improves the debt capital cost
of enterprises only by the severity of environmental punishment and administrative level of punishment.
The financial constraints and government subsidies of heavy polluting industries and state-owned enter-
prises are not obviously affected by their environmental penalties, which leads to “soft constraints” and
“reverse incentives” of environmental penalties; meanwhile, the inadequate disclosure of environmental
information and low public attention weaken the “deterrent force” of environmental penalties. Smooth
transmission mechanism and optimization of institutional environment can enhance the deterrent effect of
environmental punishment, strengthen the severity of punishment, improve the level of environmental
punishment and establish reputation mechanism to ensure the effectiveness of environmental punish-
ment. The research reveals the internal logic and transmission mechanism of the impact of environmental
punishment on enterprise development and emission reduction incentives, and also provides enlighten-
ment for how to effectively promote the implementation of the new environmental protection law and
green financial policy.

Key words: environmental punishment; corporate governance; environmental performance; deterrence

effect; reputation mechanism



