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Do Tax Incentives Stimulate the Investment in Environmental Protection of Firms?

—Evidence from a Quasi Natural Experiment

Zhang Sanfeng, Lu Haixin, Wu Xueping
(School of Business, Nanjing University of Information Science and Technology, Nanjing 210044, China)

Abstract: With the Chinese Private Enterprises Survey data from 2006 to 2016, a difference-in-differences estimator was utilized to
examine the impact of corporate income tax incentives policy on enterprises’ investment in pollution abatement. It indicates that the tax
incentives policy significantly increases enterprises’ investment in pollution abatement, and the recognition condition test and
robustness test show that this conclusion is very robust. The influence mechanism test demonstrates that the tax incentives policy
enhances the capital utilization ability of enterprises by reducing the tax burden and improving the financing ability, thus promoting the
enterprises’ investment in pollution abatement. Further analysis shows that the policy produces a more significant effect in the smaller,
credit-supported and politically-connected enterprises. However, the tax incentives policy doesn’t promote the investment in pollution
abatement of enterprises in the middle region. The conclusions of this study provide empirical evidence for encouraging enterprises’
green development through industrial policy and market mechanism.

Keywords: tax incentives; corporate income tax; industrial policy; investment in environmental protection; private enterprise
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