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How Does Voluntary Environmental Regulation Influence Firm Survival?

LIU Jing-ke, CHEN Yan-ying, YU Qian-hui
(School of Economics and Management, Dalian University of Technology, Dalian 116024, China)

Summary: In the past few decades, the traditional environmental regulation, which mainly consists of command-and -
control and economic incentive policy tools, has faced many governance difficulties such as inadequate implementations in
China. With the ecological civilization construction becoming a national strategy, voluntary environmental regulation has
been widely used as a new institutional tool. As an important supplement to traditional environmental regulation, voluntary
environmental regulation aims to encourage firms to undertake additional environmental responsibilities beyond the
mandatory requirements of the government. Literature on the policy effects of voluntary environmental regulation focuses on
the changes of firm environmental performance in the short run. Studies on how voluntary environmental regulations affect
the replacement of old firms by new ones from a long-run perspective are relatively scarce.

Based on the green certification data disclosed by the Certification and Accreditation Administration of the People’s
Republic of China and firm - level data from Chinese Industrial Enterprise Database, this paper uses Cox proportional
hazards model and propensity score matching (PSM) method to investigate the impact of voluntary environmental regulation
on firm survival and its mechanisms. The results show that voluntary environmental regulation can improve firm viability
significantly. This conclusion remains valid after a series of robustness tests which consider the influence of endogeneity,
matching method, survival method, and the type of voluntary environmental regulation projects. Moreover, the mechanism
analyses demonstrate that voluntary environmental regulation can enhance firm viability mainly by increasing government
subsidies and improving the relationship between the government and firms. The heterogeneity analyses show that voluntary
environmental regulation is more conducive to improving the viability of non-state-owned firms and high-polluting firms,
and plays a stronger role when formal environmental regulation is more stringent.

The paper contributes to the existing literature from the following two aspects. First, based on the micro-data disclosed
by the Certification and Accreditation Administration of the People’s Republic of China, we explore the policy effect of
voluntary environmental regulation from the long-term perspective of firm survival, which expands the previous literature on
the effect of voluntary environmental regulation policy. Second, we examine the mechanisms of policy impacts from four
aspects: firm profitability and technological innovation dominated by the market force, the government subsidies dominated
by the government force, and the government-firm relationship, which enables us to open the black box of the effect of
voluntary environmental regulation on firm viability.

This paper provides empirical evidence for the long-term effect of voluntary environmental regulation, which would be
helpful for the governments at all levels to optimize China’s environmental regulation system in a targeted way in the new
era of ‘carbon peak and carbon neutrality’ . Besides, our results could provide a reference for the governments to release
the policy potential of voluntary environmental regulation through measures such as increasing projects supply, and
improving the system and market environment, so as to better achieve the transformation to a green economy.

Key words: voluntary environmental regulation; firm survival; green transformation; Cox proportional hazard model
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