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Abstract 
With the continuous deterioration of the ecological environment, the extensive 
economic development mode that wastes resources needs to be transformed into an eco-
friendly high-quality economic development direction. In order to urge enterprises to 
take responsibility for protecting the ecological environment and thereby improve the 
ecological environment, China implemented an environmental protection tax system in 
2018, replacing pollution discharge fees with environmental protection tax. 
Environmental tax is an incentive-based environmental regulation, which can not only 
make enterprises aware that their polluting production activities will lead to increased 
costs, but also force enterprises to carry out green upgrades and change their production 
methods. Starting from the environmental regulation means of environmental 
protection tax, this paper analyzes the performance, innovation and production 
efficiency of micro-enterprises, and further analyzes the impact on the industrial chain. 
In addition, it discusses the situation of tax burden transfer, and finally gives the policy 
suggestions. 
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1. Introduction 

The contradiction between economic development and environmental protection has always 
existed for a long time. With the transformation of the main contradiction in society, 
governments around the world are paying more and more attention to the environment and 
have introduced various environmental management measures. Economically developed 
countries have always been at the forefront of solving environmental problems through 
taxation, incorporating environmental taxation into the environmental management system 
and achieving good results. After the reform and opening up, China has been promoting 
economic development through extensive production methods for a long time, which has had 
a large negative impact on the environment. China 's environmental protection system has 
developed relatively late compared to developed countries, and its environmental governance 
system is not perfect. With the introduction of environmental protection tax in 2009, China 's 
environmental protection system has taken a big step forward. The development of China's 
environmental protection system can be divided into two stages: "starting" and "growing". 
"Starting" stage: On the basis of the pilot implementation of pollutant discharge fees in many 
parts of the country, the State Council promulgated the Interim Measures for the Collection of 
Pollutant Discharge Fees in 1982. The contradiction between environmental protection. In 
order to further manage and improve the pollutant discharge fee system, the State Council 
promulgated the Regulations on the Collection and Use of Pollutant Discharge Fees in 2003. 
Although the system has played a positive role in reducing environmental pollution and 
pollutant emissions, it also has some shortcomings. For example, many enterprises would 
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rather discharge pollutants exceeding the standard and pay pollutant discharge fees, rather 
than change their production methods to reduce pollution; the monitoring of pollution sources 
is restricted by objective conditions such as technology and time, and it is difficult to accurately 
calculate the actual pollutant discharge; the management and use of pollutant discharge fees in 
many areas It is difficult to supervise and overcharge occurs. According to scholars' research, 
one view is that the sewage fee system will reduce the production efficiency of enterprises to a 
certain extent, and also hinder China's economic growth. Another point of view is that the 
sewage fee system has played a role in promoting economic development and helped alleviate 
the contradiction between ecological environmental protection and economic and social 
development, but its role is limited. The fundamental reason for these various problems in the 
pollution discharge fee system is that the system has not been completely separated from the 
administration, which has led to excessive administrative intervention and even unreasonable 
charges in some areas. Encourage enterprises to improve production methods through green 
technology innovation. In the context of global environmental governance, environmental tax 
has become an important means, so it is extremely important for China to introduce an 
environmental tax system. 
"Growing" stage: In 2016, the Standing Committee of the 12th National People's Congress 
passed the "Environmental Protection Tax Law of the People's Republic of China", which is 
China's first independent tax law for the purpose of environmental protection. Development 
has laid a solid foundation. The promulgation of the Environmental Protection Tax Law 
established an economic incentive-based environmental regulation system, further improved 
the socialist market economic system, and allowed the market to better play its role in resource 
allocation. According to the experience of implementing environmental protection tax in 
economically developed countries, the environmental protection tax system has a double 
dividend effect, which can not only play a positive role in protecting the environment, but also 
promote economic development. In 2018, the "Environmental Protection Tax Law of the 
People's Republic of China" was officially implemented, and the environmental protection tax 
system began to formally replace the pollution discharge fee system. The report of the 19th 
National Congress of the Communist Party of China clarified the goals, requirements and main 
tasks of the reform of the fiscal and taxation system. The implementation of environmental 
protection tax reform will help to promote the reform of the fiscal and taxation system. At the 
same time, environmental protection tax reform is also an important part of the construction 
of ecological civilization and the construction of a modern financial system. China has 
implemented an environmental protection tax system since January 1, 2018 to encourage green 
production, reduce pollution, eliminate low-efficiency and high-polluting enterprises, promote 
industrial structure upgrading and transformation of development methods, and achieve high- 
quality economic development. 

2. The Impact of Environmental Protection Tax on Enterprises 

Other countries have been implemented very early, and there are a large number of relevant 
literatures. The research on environmental protection tax has achieved a relatively systematic 
theoretical foundation. The research on environmental protection tax in China developed 
rapidly after the 21st century. Since 2014, the research on environmental protection tax has 
entered a peak period, and related research has grown rapidly in the past two years. Obviously, 
the issue of environmental protection tax and green production has become a research hotspot 
today. As an incentive-based environmental regulation, this paper will analyze its impact on 
enterprise performance, innovation, and production efficiency. 
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2.1. Enterprise Performance 
At present, the related research on environmental regulation and corporate profitability has 
not reached a consistent conclusion, and there are two conflicting views in the academic circles. 
The first is that scholars who agree with the "cost-following hypothesis" believe that levying 
environmental protection taxes will inhibit the growth of enterprises' financial 
performance(Gary [1], 1987). Secondly, on the contrary, the "Porter Hypothesis" holds that 
environmental regulation can force enterprises to increase innovation and improve 
profitability (Porter [2], 1995). Chinese scholars have also conducted related research. Jie 
Maohua et al. (2014) used the data of A-share listed companies to conduct empirical analysis, 
and found that the impact of environmental regulation on the profitability of heavily polluting 
enterprises has a certain lag effect, and cannot have an immediate impact [3]. Some scholars 
have used the industrial enterprise database to find that the profit rate of enterprises has 
improved under the cleaner production standards, but the impact of cleaner production 
standards on enterprise profits is heterogeneous. The profit rate of small enterprises has 
improved, but the opposite of large enterprises (Long Xiaoning and Wanwei [4], 2017). 

2.2. Enterprise Innovation 
Regarding the research on the relationship between environmental protection tax and 
enterprise innovation, the academic community has not reached a unified consensus, which is 
mainly divided into three viewpoints: one is that environmental protection tax inhibits 
enterprise innovation, the second is that environmental protection tax promotes enterprise 
innovation, and the third is environmental protection tax. Innovation Uncertainty. 
2.2.1. Suppressing Corporate Innovation 
Ramanathan et al. (2010), in their research on the UK environmental tax, found that there is a 
negative correlation between the collection of the environmental tax and the technological 
innovation of enterprises. The decrease in investment further restricts the innovation ability of 
enterprises [5]. Soest (2006) believes that environmental protection tax cannot promote 
enterprise innovation, on the contrary, environmental protection tax will increase the burden 
on enterprises and make enterprises lack capital investment in innovation [6]. 
2.2.2. Promote Enterprise Innovation 
Some scholars have found that the environmental protection tax has a significant impact on the 
technological innovation of enterprises, but there is a lag (Bi Qian and Yu Lianchao [7], 2019). 
Sun Yupeng and Yuan Zeming (2020) further researched and found that environmental 
protection tax can promote enterprise upgrading by increasing enterprise innovation 
investment [8] . The research results of Chen Xiaohong and Wang Yu et al. (2021) show that the 
local government increases the subsidies for the green technology cost of enterprises to 
encourage enterprises to innovate green technology [9]. 
2.2.3. Uncertain Impact on Enterprise Innovation 
Clemenz (1999) believes that the impact of environmental protection tax on enterprise 
innovation is different in the short and long term. The levy of environmental protection tax will 
indeed increase the cost of enterprises in the short term and reduce the innovation ability of 
enterprises, but in the long run, the innovation compensation effect It will gradually appear to 
improve the innovation level of enterprises [10]. In addition, some Chinese scholars believe 
that the impact of environmental regulation on green technology innovation of enterprises is 
characterized by an inverted "U" shape (Zhang Qian and Liu Dan [11], 2014). Li Xiangju and He 
Na (2018) believe that the positive impact of environmental tax on green technology innovation 
of enterprises can only be realized if certain conditions are met [12]. 



Volume 3 Issue 7, 2022 

DOI: 10.6981/FEM.202207_3(7).0013 

100 

Frontiers in Economics and Management 

ISSN: 2692-7608 

2.3. Enterprise Production Efficiency 
Liu Hewang et al. (2016), in their research on the mechanism of environmental regulation 
affecting the production efficiency of enterprises, believe that appropriate environmental 
regulation policies can improve the total factor productivity of enterprises by stimulating the 
"innovation compensation effect" of enterprises [13]. Wang Jie and Liu Bin (2014) found that 
there is an inverse relationship between the intensity of environmental regulation and the total 
factor productivity of enterprises [14]. Xu Yankun and Qi Yu (2017) took the time-limited 
compliance system for key environmental protection cities as a natural experiment, and found 
through empirical evidence that environmental regulation is more likely to have an adverse 
impact on the production efficiency of small-scale and short-aged enterprises, but the impact 
will gradually weaken [15]. Some scholars believe that the promotion effect of environmental 
regulation on the total factor productivity of enterprises is achieved through two paths of 
influencing enterprise innovation and optimizing resource allocation. The area with higher law 
enforcement will have a more significant promotion effect (Ren Shenggang et al. [16], 2019). 

3. The Impact of Environmental Protection Tax on the Industrial Chain 

The research on incentive-based environmental regulation and the impact of environmental 
protection tax on micro-enterprises mostly focuses on heavily polluting enterprises. Some 
foreign scholars have found that environmental regulation can promote green innovation of 
enterprises from the perspective of upstream and downstream industries and from the 
perspective of enterprise supply chain integration. However, there are few domestic studies on 
environmental regulation from the perspective of industrial linkages. He Huanlang and Chen 
Lu (2019), based on the vertical linkage market, found that in order to achieve the goal of 
gaining more market share of environmental protection products, China It can improve the 
intensity of environmental regulation [17] . Shao Zhuqiong and Zhang Zhongxiang (2018) found 
that the profitability of upstream enterprises was reduced under the resource tax reform by 
building a production function model and combining the position of the enterprise in the 
industrial chain [18] . At present, some domestic scholars have gradually begun to introduce 
industrial linkages into the study of policy effects. Fan Ziying and Peng Fei (2017) found that 
the VAT reform under industrial interconnection has a significant tax reduction effect [19]. 
Some scholars have introduced the bargaining power of enterprises on the basis of industrial 
associations for research. For enterprises with low bargaining power of suppliers (customers), 
their corporate performance will not decrease with the increase of turnover tax after the VAT 
reform (Tong Jinzhi et al. [20] , 2015), and when the tax rate is lowered, companies with strong 
bargaining power will enjoy more tax reduction dividends, so that there will be more sufficient 
funds to invest in technological innovation and improve innovation capabilities (Gu Cheng and 
Wang Wei [21] , 2021 ). Therefore, the impact of the environmental tax reform will spread to 
its upstream and downstream affiliates along the heavily polluting industrial chain, thereby 
bringing indirect effects to the entire industrial chain. According to the mechanism of action of 
the "Porter Hypothesis", the environmental tax reform will affect the performance of affiliated 
companies. , innovation and productivity. 

4. The Role of Tax Burden Shifting 

From the perspective of the enterprise, if the enterprise wants to transfer the tax burden, it 
must sell the goods to the dealers in the form of increasing the selling price or purchase the raw 
materials of the suppliers in the form of lowering the purchase price. The changes in the 
commodity price can directly affect the The tax pass-through rate of the enterprise. However, 
enterprises cannot arbitrarily increase the sales price or lower the purchase price, which 
depends on the bargaining power of the enterprise's suppliers or customers. Therefore, the key 
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factor for enterprises to transfer their own tax burden is their bargaining power. Since the 
enterprise realizes the tax burden by changing the price, the pricing power depends on the 
bargaining power of the enterprise. Therefore, the weaker the supplier or customer 
concentration of the enterprise, the stronger the bargaining power, the more pricing power it 
has, and the easier it is to transfer the tax burden. Taking suppliers as an example, if an 
enterprise has few suppliers and its procurement business is concentrated in a few suppliers, 
then the enterprise has a high degree of supplier concentration and its bargaining power is 
relatively weak. 
From the perspective of supply chain, if the heavy polluting enterprises are upstream suppliers, 
under the implementation of environmental protection tax reform, the heavy polluting 
enterprises will face a larger environmental protection tax burden and tend to increase the 
price of raw materials to transfer the tax burden forward. If the concentration of suppliers of 
the enterprise is low, then the downstream enterprises have higher pricing power. At this time, 
the bargaining power of the heavily polluting enterprises is low, and the downstream 
enterprises can lower the purchase price of raw materials from the heavily polluting 
enterprises, so as to prevent or reduce the heavy polluting enterprises to them. If the 
environmental protection tax burden is passed on, it is difficult for the heavily polluting 
enterprises as suppliers to pass on their own tax burden by changing prices, thus it is difficult 
to have an adverse impact on the production and operation activities of downstream 
enterprises. If the concentration of suppliers of downstream enterprises is high, the 
downstream enterprises have lower pricing power. On the contrary, the heavy polluting 
enterprises as suppliers have higher pricing power and bargaining power. Under the 
environmental protection tax reform, the heavy polluting enterprises will have higher pricing 
power and bargaining power. It can increase the price of raw materials and transfer the 
environmental protection tax burden downward to increase profits and reduce the profitability 
of affiliated enterprises (Tang Yuejun [22] , 2009). In addition, the higher the bargaining power 
of suppliers, the greater the transfer cost borne by downstream enterprises., will have a 
negative impact on the innovation of enterprises (Zheng Dengpan and Zhang Dan [23] , 2016). 
From the perspective of sales, if the heavily polluting enterprises are downstream customers, 
i.e. distributors, after the implementation of the environmental protection tax reform, the 
environmental protection tax burden of the heavily polluting enterprises will increase, and they 
will try to lower the sales prices of their upstream enterprises to shift the tax burden backwards. 
If the customer concentration of the upstream enterprises is low, the upstream enterprises 
have higher pricing power and bargaining power, and can reduce or avoid the upward transfer 
of tax burdens of heavy polluting enterprises by increasing the sales price, improve the 
production and operation conditions of the enterprises, and thus obtain Higher profits can 
improve the business performance of enterprises and promote enterprise innovation 
investment (Zhang Ye et al. [24] , 2019). If the customer concentration of affiliated enterprises 
is high, the bargaining power of upstream enterprises is weak. On the contrary, heavy polluting 
enterprises have higher pricing power and customer bargaining power. Affected by the 
environmental protection tax reform, affiliated enterprises cannot increase the sales price of 
raw materials to prevent The environmental tax burden of heavily polluting enterprises is 
passed on. Specifically, heavily polluting enterprises will lower the sales prices of upstream 
enterprises, so as to reduce their own cost of purchasing raw materials and transfer the 
environmental tax burden to upstream enterprises. Therefore, for those upstream companies 
with a high concentration of heavily polluting customers, under the environmental protection 
tax reform, the company's business activities will be adversely affected and profitability will be 
reduced. As upstream companies bear excessive transfer costs, profits are compressed, 
profitability declines, and innovation investment will also decrease. 
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5. Policy Suggestions 

5.1. The Government Should Further Promote the Improvement of the 
Environmental Protection Tax System 

5.1.1. Expand the Scope of Collection 
At present, there are mainly four categories of environmental protection tax collection, namely 
solid waste, air pollutants, noise and water pollutants, but the damage to the ecological 
environment is not limited to these four categories, and according to the existing collection 
scope, the enterprises involved are not Not much, so the effect of the current environmental tax 
system on improving the ecological environment and promoting the transformation of 
enterprises is not obvious. The government should consider further expanding the scope of 
collection, such as including mobile pollution sources. The wider the expropriation scope, the 
more it can internalize the negative externalities of enterprises, thereby improving the 
ecological environment, and at the same time, it will also force enterprises to transform and 
upgrade. 
5.1.2. Pay Attention to the Heterogeneity of Policy Effects 
Due to the different nature of property rights of enterprises, different industries and different 
geographical distribution, the policy effects of environmental protection tax may also be 
different. For example, for state-owned enterprises and non-state-owned enterprises, state-
owned enterprises have government financial support and are less sensitive to environmental 
regulation policies, while non-state-owned enterprises are more sensitive to policies because 
of their own profits and losses. The policy effect of non-state-owned enterprises is greater than 
that of state-owned enterprises. For enterprises in the eastern region and those in the central 
and western regions, due to the high level of economic development in the eastern region and 
relatively strong corporate funds, the financial pressure of enterprises after the 
implementation of environmental protection tax is smaller than that of enterprises in the 
central and western regions, so the enterprises in the eastern region are investing in innovation. 
There are more companies in the Midwest than those in the Midwest. According to the research 
of existing scholars, from the perspective of emission reduction effect, the emission reduction 
efforts of non-state-owned enterprises are significantly higher than that of state-owned 
enterprises; from the perspective of technological innovation, under the influence of the 
environmental protection tax policy, the innovation level of non-state-owned enterprises has 
increased significantly. promote. Therefore, the government should pay attention to the 
differences in policy effects, give policy preference to industries or regions with unsatisfactory 
policy effects, and promote the environmental protection tax system according to local 
conditions to achieve "double dividends". 
5.1.3. Set a Reasonable Tax Rate 
An excessively high tax rate will reduce the investment in other projects, especially innovation 
investment, while an excessively low tax rate will have no effect on environmental protection 
and enterprise upgrading. Therefore, the government can formulate different tax rates 
according to the level of pollution caused by enterprises, and the formulation of tax rates should 
take into account fairness and efficiency. 
5.1.4. Strengthen Supervision 
Since enterprises aim to maximize profits, even if there are policy constraints of environmental 
protection tax, some enterprises will still take advantage of the policy gap. Therefore, the 
government needs to strengthen the supervision of enterprises' pollution behavior without 
interfering with the market mechanism, and allocate supervision reasonably. Only by 
improving the supervision system and urging enterprises to take responsibility for 
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environmental protection can they promote technological innovation and change production 
methods and realize green and low-carbon production. 
5.1.5. Guide Enterprises to Innovate 
Technological innovation is an important way to achieve green upgrading of enterprises and 
high-quality economic development. The government should take the levy of the environmental 
protection tax as an opportunity to vigorously advocate technological innovation in the whole 
society, thoroughly implement the innovation-driven development strategy, and realize the 
high-quality economic development mode that parallels green production and ecological 
protection as soon as possible. 
5.1.6. Pay Attention to the Connection of Collection and Management Work 
At present, the environmental protection tax collection and management work in China is 
jointly responsible for the environmental protection department and the taxation department. 
It is inevitable that the division of powers and responsibilities between the two departments is 
not clear, resulting in low efficiency of collection and management work. It may be that the 
collection and management work of the two departments is not coordinated. Therefore, with 
the implementation of the environmental protection tax, its collection and management should 
be gradually transferred from the two departments to the tax department, and the tax 
department should also continuously improve the level of collection and management. 

5.2. Enterprises Should Speed up Transformation and Upgrading 
With the introduction of environmental protection tax, the negative externalities generated by 
the production activities of enterprises will gradually be internalized. In the short term, the cost 
of enterprises will undoubtedly increase. However, in order to achieve sustainable 
development, enterprises must actively drive innovation and increase Investment in 
innovation, improvement of production technology, and technological upgrading can not only 
reduce compliance costs, but also expand profits through "innovation compensation". With the 
urgent need to improve the ecological environment, enterprises can no longer continue to 
produce in extensive production methods, and must speed up the transformation of production 
methods to meet the needs of economic and social development. 
The levy of environmental protection tax will increase the burden on enterprises, so corporate 
financing will become more and more important. The higher the level of corporate financing, 
the more it can alleviate the problem of insufficient funds for enterprises, and enterprises can 
have enough funds for transformation and upgrading. Therefore, companies should disclose 
environmental information in a timely manner to improve their ESG evaluation and thus their 
financing capabilities. 
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