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ABSTRACT: This study is to examine the relationship between company’s 

environmental performance and corporates’ financial performance. The article 

examined the data of 29 Chinese manufacturing listed company between 2012–2018 to 

investigate the impact of environmental performance on firm’s financial performance. 

The CSMAR database was used to collect the data of firm performance which is 

measured by Tobin’s Q and return on equity (ROE) ratios. The outcome of the panel-

based regression models reveals that the environmental performance has a positive and 

significant influence on a firm’s financial indicators. Moreover, the enterprise size also 

strongly affects the financial performance. However, the region and industry 

dimensions have a negative influence on firm performance. These results imply that, 

under the government's increasingly strict control of the environment, if Chinese 

manufacturing company wants to develop in the long run and gain the recognition of 

various stakeholders, it must attach importance to environmental performance 

management and improve the company's resource usage efficiency and technological 

innovation level, and thereby improve financial performance. 

Keywords: manufacturing company; environmental management; financial 

performance; panel data 

Data Availability: The data are publicly available in the paper. 

 

 

 

 

 

 

 

 

 



I. INTRODUCTION 

There are extensive previous studies suggested that corporate’s environmental 

performance influence financial performance (e.g., Russo,1997; Wagner & Schaltegger, 

2004; Montabon et al., 2007; Wang, 2012). Most researchers believed that 

environmental management at the corporate level is positively related to financial 

performance. Corporate environmental responsibility can promote the reputation of the 

company, enhance investor trust, and make more effective use of resources and market 

opportunities. These can also be positively reflected on the capital market (Wang, 2012). 

However, some researchers hold an opposite view that in order to improve the 

environment, the operating costs will be increased which would damage the 

profitability of the enterprise and reduce the wealth of shareholders. Therefore, the 

relationship between environmental performance management and profitability is 

controversial (Rockness, 1985). In China, Wang Liyan (2004) and others selected 148 

listed companies that passed the certificate of environmental management (ISO14001 

series certification) before December 31, 2003 as the research sample. The research 

shows that the environmental management certification has a positive impact on the 

growth of shareholders' equity. However, the above studies are relatively simple in 

measuring methods and indicators for environmental performance and financial 

performance. It is difficult to effectively describe the positive relationship between the 

two because of the lack of strong model support, valid evidence cannot be provided. 

Environmental issues are becoming increasingly important to a broad range of 

corporate stakeholders, such as consumers, shareholders, potential investors, regulators, 

employees and the general public (Bringer and Benforado, 1994). Environmental 

performance is also regarded as a factor that impact company’s corporate social 

responsibility. As the direct creator of the social wealth, corporates’ economic 

performance has always been paid great attention on. While the awareness of 

sustainability and environmental protection were rising these years, the corporates were 

regarded as the main consumers of the natural resources and they were obligatory on 

the environmental pollution.  

In US and Europe, the relationship between environment and enterprise has 

been researched for more than 30 years which provides mature models and analysis for 

the developed countries. The research results are relatively large, covering a wide range 

of fields. However, in China, research on the relationship between environmental 

factors and enterprises started at a rather late time and is still in the stage of theoretical 

and practical exploration. The related research literature is limited, and specific data are 

lacking, also the models used in developed countries are not suitable for Chinese 

industry. Chinese scholars' research on environmental management is mainly focused 

on macro and industrial levels or the impact of government regulations on the 

company's environmental behavior. There is less collaborative research on 

environmental behavior, environmental strategy and financial performance. This study 

is to examine the relationship between internal environmental performance control and 

corporate financial performance using empirical methods to study the win-win 

relationship. 

The assumption is that there is a positive relationship between corporate’s 



environmental performance and financial performance. The sample are 29 Chinese 

manufacturing companies listed on Shenzhen and Shanghai stock exchange and all the 

data needed are collected from CSMAR database and China Environmental Statistics 

Yearbook and the official website of China Environmental Protection Agency. 

Correlation analysis and regression analysis are used to find out the relationship 

between these variables mentioned in the study. The results prove that the 

environmental performance has positive impact on the financial indicators. Moreover, 

the enterprise size also has positive impact on corporate’s profitability but negatively 

influences corporates’ Tobin’s q ration which is the company’s market value indicator. 

In comparing this study and many previous studies on environmental 

performance, this study got a similar result. The organizations examined in the previous 

studies were heavy-polluting industries and their results show the significant 

relationship between. However, this study is mainly focus on Chinese manufacturing 

companies including different industries with various pollution emissions and levels. 

Under this circumstance, the results are reliable for general or most manufacturing 

companies in China. 

The rest of the paper is organized as follows. Section II presents background 

information and discusses the research questions. Followed by the research methods 

and empirical results in Section III. Then, we summarize and discuss the results and 

findings in Section IV as well as discuss the limitation. Finally, the conclusion is in 

Section V. 

 

II. BACKGROUND AND HYPOTHESIS DEVELOPMENT 

Environmental Performance Management 

Environmental performance management is the internal environmental control 

mechanism of the enterprise, and it is a bridge that connects government environmental 

regulations and internal environmental control. At this point, under the constraints of 

government environmental control, companies will try to achieve better environmental 

performance through their own environmental management, thereby avoiding 

government sanctions and receiving governmental preferential policies as well as 

ensuring that companies obtain better financial performance (Dasgupta et al., 2001). 

In the previous institutional environment, most corporate social responsibility 

disclosures are voluntary and unaudited. Few efforts have been made to supervise firms' 

social activities or to validate their disclosures so that motivation may exist for 

management to distort voluntary disclosures, to the extent that these disclosures reflect 

aspects of managements' relative performance. However, research in recent years has 

found that corporate shareholders are increasingly concerned about the importance of 

environmental strategies and make them a priority. Many large-scale companies issue 

environmental performance reports each year, which reflects the positive correlation 

between environmental management and corporate performance. In the stock market, 

companies with good environmental performance have the same or better financial 

performance than companies with poor environments. The market value of listed 

companies with good environmental performance is also relatively high. 



 

Financial Performance 

Financial performance is one of the most significant interest of management 

studies. Continuous performance is the essential focus of any organization, mainly 

because performance improvement enables organizations to grow (Gavrea et al., 2011). 

Financial performance is an indicator of how well an organization achieves its goals 

(Ho, 2008). Additionally, the evaluation of organizational performance is not possible 

without taking organizational objectives into account. Hence, in today’s competitive 

market, company must be able to evaluate their objectives (Moghaddam et al., 2015) 

such as product costs, profit, as well as subjective performances, and set up appropriate 

strategies to achieve their objectives (Yang, 2019) and competitive advantage 

(Gallardo-Vázquez and Sanchez-Hernandez, 2014). 

Compared to the study of corporate environmental performance, financial 

performance research models and indicators are much richer. TABLE1 summarizes the 

four financial measure (i.e., Tobin’s q ratio, return on assets, return on equity and return 

on investment), which are often used in the previous study on environmental and 

financial performance. 

 

TABLE 1 

Measures of financial performance in previous environmental assessment 

 

Traditional financial performance measurement indicators are mostly based on 

the interests of shareholders, that is, the evaluation of their agents from the perspective 

of shareholders. However, under the new management theory innovation and 

environmental protection concept, this article will use the enterprise financial 

performance evaluation indicators based on corporate social responsibility theory. 

Therefore, this study uses basic financial indicators and market indicators to measure 

financial performance which is return on equity and Tobin’s Q ratios. 

 

 

Measure Description Examples

Hart and Ahuja (1996), 

Russo and Fouts (1997)

Ratio of net income to total assetsReturn on assets

Ratio of net income to equityReturn on equity

Return on investment Ratio of operating income to a book value of assets

Dowell et al. (2000), King 

and Lenox (2002), Elsayed 

and Paton (2005), Clarkson 

et al. (2008), Berrone and 

Gomez-Mejia (2009)

Firm market valuation over replacement value of assetsTobin’s q ratio 

Hart and Ahuja (1996), 

Russo and Fouts (1997), 

Elsayed and Paton (2005)

Hart and Ahuja (1996), 

Russo and Fouts (1997), 



Corporate Social Responsibility Theory 

The beginning of ‘corporate social responsibility’ concept is Adam Smith's 

"Invisible Hand". Classical economic theory believes that the market is the best way 

for society to determine demand. Therefore, enterprises should use the role of the 

market to provide the products and services for the society as efficiently as possible and 

improve their efficiency in using resources. Then, sell them at a price which the 

customers are willing to accept and fulfills their social responsibility (Ann, 2012). 

The theory of corporate social responsibility has been continuously enriched 

from the beginning to the subsequent development stages. Different researchers have 

improved the theoretical mechanism from various levels. Successors have proposed 

traditional social responsibility theories and legality theories. Later, theories about 

corporate public responsibility, public social response, and corporate social 

performance enriched the research on corporate social responsibility theory, as well as 

incorporated social responsibility into the management system of enterprises. 

The enterprise is an important part of society, and the fulfillment of its social 

responsibility will be directly related to the development of society, which has gradually 

become a part of public concern. The concept of corporate social responsibility mainly 

refers to the fact that, in addition to paying attention to its own economic behavior and 

economic performance, company should also be responsible for the occupied resources 

and pollution generated by its production activities. Company should consider the 

benefits of, not only their shareholders, but also the benefits of their consumers, social 

communities and the environment. Corporate social responsibility requires that 

companies should not take profit as the only goal to pursue. They must go beyond the 

traditional concept of profit goals, and emphasis more on the need about human values, 

environment, consumers and social contributions. 

According to this theory, the current changes in consumption and investment 

concepts have led to a reputation effect in the capital market, and the market recognition 

and acceptance of corporate products are closely linked to their social image. In recent 

years, such as Sanlu milk powder incident and Changsheng Pharmaceutical Vaccine 

Incident, the collapse of corporate social responsibility image is a matter of life and 

death. The disclosure of public opinion news and media reports put corporate social 

responsibility performance before the public. Therefore, as part of corporate social 

responsibility information, environmental information is facing the pressure of 

accepting public trials to a certain extent, and it is also a requirement of the public. This 

puts forward higher requirements for the environmental behavior of enterprises. In 

order to present better disclosure reports, higher environmental governance costs and 

technological research and development costs are bound to be invested, which results 

in higher financial pressure for the enterprises. 

 

Hypothesis 

In the short-term period, the environmental management of the company will 

increase the production cost of the company, which will have a negative impact on the 

efficiency of the company. Moreover, the environmental investment of the company 



will take a certain period to show its economic value and whether they achieve the goal 

of profit maximization. Therefore, this paper only studies the long-term relationship 

between these two. 

Hypothesis(H0): Corporate environmental performance and corporate financial 

performance have a positive correlation in the long run. 

 

III. RESEARCH METHOD AND EMPIRICAL RESULTS 

Data Source and Sample Selection 

29 manufacturing companies in the textile and machine industries listed on the 

main board of the Shanghai and Shenzhen stock markets as a research sample. The 

period is from 2012 to 2018. Therefore, the panel data set contains 203 sample 

observations. Considering the incomplete disclosure of the company's environmental 

performance data and no comprehensive indicators, in order to avoid random 

interference, a weighted average of three indicators was used in the empirical analysis 

(Wang, 2012).  

The financial data, ROE and Tobin’s q are derived from the China Stock Market 

and Accounting Research (CSMAR) database. Environmental performance data are 

collected from China Environmental Statistics Yearbook and the official website of the 

Environmental Protection Agency. A list of the sample manufacturing companies is 

provided in Appendix. 

 

Variables of the Study  

Independent variable 

Environmental performance: The measurement of environmental performance 

is reflected by the responsibility to the environment. Current corporate accounting 

information disclosure is a voluntary, and the company has the autonomy to disclose. 

Therefore, except for the research reports of specialized research institutions, the 

environmental information of enterprises is mostly a simple text description, which is 

difficult to quantify. The foreign research mainly uses the CEP index or specific 

pollution emission data based on the US TRI database to measure the company's 

environmental performance. According to Wang Liyan in 2004, China does not have 

an environmental performance score index similar to CEP, therefore this article uses 

the following indicators as the evaluation variables for environmental performance: 1) 

whether it has passed the ISO14001 environmental certification system: the value 

passed is 1 and the value 0 is not passed; 2)Companies that receive environmental 

penalties are assigned a value of 3, companies that receive fines or complaints for 

environmental violations are assigned a value of 2, and companies that have suspended 

production for rectification due to serious environmental violations are assigned a value 

of 1. Also, the expenditure rate of environmental governance expenses = amount of 

environmental governance expenses / total revenue from main operations 

 



Dependent variable 

ROE (Return on Equity): ROE is a basic financial indicator (net profit / average 

balance of owner's equity). This indicator can comprehensively reflect the company's 

financial performance and is currently a common indicator for measuring the financial 

performance of enterprises. 

Tobin’s Q: This value represents the company's market value to the company's 

replacement cost ratio. Because replacement costs are difficult to obtain, we use total 

assets instead. The market value is the sum of the market value of the company's debt 

capital and the market value of equity capital. The market value of debt capital is 

calculated using the sum of the book values of short-term liabilities and long-term 

liabilities. The total market value of equity capital is calculated using the total number 

of shares and the stock market price.  

The specific formula: Tobin’s Q = market value of the company's total capital / 

replacement cost of the company's total capital = (market value of equity + book value 

of liabilities) / book value of total assets. Of which: the market value of equity = closing 

price of the stock at the end of the year × the company's total share capital. The Tobin’s 

Q value is used to measure the value of the company. It is an investor's market 

evaluation of the company's growth. The higher the ratio, the higher the public's 

evaluation of the company. 

 

Control variables 

Enterprise size: Research shows that company size has an important impact on 

the company's environmental behavior (Averch,1962). Although the increase in 

environmental investment to improve the company's environmental performance will 

increase the company's operating costs to a certain extent, the increase in costs will 

have different effects on companies of different sizes. In terms of the scale effect of 

environmental governance investment, large companies have a better scale effect in 

environmental investment, and the units that control pollution are smaller. Secondly, 

large-scale companies have better ability to acquire resources than small enterprises, 

and they also have advantages in terms of organization and management. Therefore, 

large-scale companies have slightly higher returns on environmental investment than 

small-scale companies.  

Industry: Pollutant emission levels in different industries have significant 

differences, which have significantly different impacts on the company's environmental 

costs. Industries that emit more pollutants bear more environmental costs than 

industries that emit less pollutants. At the same time, they face stricter environmental 

supervision by the government which requires more environmental expenditures. High 

environmental expenditures will increase corporate environmental cost and the profit 

margin will fall. In addition, the average gross profit margin of different industries is 

not the same. To sum up, the difference in the industry of a company will have a 

significant impact on the company's financial performance. In this paper, companies in 

machinery and equipment manufacturing industry and textile manufacturing industry 

are selected as the source of enterprise samples. Based on the level of pollutant 



emissions, the textile manufacturing industries are assigned a value of 1 and the 

machinery manufacturing industry is assigned a value of 0.  

Geography: There are obvious regional differences in China's economic 

development level, public awareness of environmental protection, and government's 

environmental enforcement capabilities vary greatly from region to region. Due to the 

external diseconomy of enterprises, the same enterprises have different environmental 

costs in different regions. The residents of developed cities have stronger awareness of 

rights protection and environmental protection than cities with less developed 

economies. The government also has a more effective executive power. Therefore, this 

article will divide the locations into four categories according to the different levels of 

economic development in the areas where the enterprises are located and assigned 

different weight values. The first category is municipalities and capital cities in 

economically developed areas, with a value of 1; the second category is capital cities in 

economically underdeveloped areas and prefecture-level cities in economically 

developed areas, with a value of 2; the third category is other cities and areas with a 

value 3. TABLE 2 shows all the variables and computing methods. 

 

TABLE 2 

Constructs of the Variables 

 

 

 



Research Model 

Based on the analysis above, a panel data regression model is established to 

conduct an empirical investigation of the relationship using the indicators of each 

variable and sample data to verify the hypotheses proposed earlier. According to Wang 

(2012), the regression model applied is: 

Yit=β0+β1Env_Pit+β2SIZEit+β3INDUSTRYit+β4REGIONit+ε 

Env_Pit= 0.4*ISOit+0.4*PTit+0.2*ENVit 

i is the cross-section unit of each enterprise, t is the year, β0 is a constant term, 

β2, β3, and β4 are coefficient vectors, and ε is a random error term. First of all, it is 

necessary to explain that the environmental performance in the model uses the weighted 

results of three indicators to better measure the overall environmental performance of 

the enterprise and avoid large deviations due to the current low quality of environmental 

information disclosure. Secondly, the variables are introduced into the model as basic 

control variables in the panel data regression in order to control the difference in the 

initial economic status of each cross-section unit and obtain more accurate regression 

analysis results. The natural logarithm of the size of the company is due to the 

differences in the absolute size of different enterprises. Absolute indicators are not 

suitable for horizontal comparison between regions. Therefore, relative indicators are 

selected to measure scale variables. Based on Hypothesis 0, the coefficient β1 is 

expected to be positive and statistically significant with firm performance. 

 

Empirical Analyses and Results 

Descriptive Statistics 

Statistically, all the data could be divided into four categories: nominal data, 

ordinal data, interval data and ratio data. In this paper, two dependent variable Return 

on equity and Tobin’s Q are ratio data with continuous numbers. The indicator ISO 

14001 is a nominal data which indicates those companies pass this standard or not, the 

same for industry indicator with 1 for textile and 0 for machinery. Get punishment or 

not and region are ordinal data with specific sequence to reflect their relative size. Size 

and expenditure rate of environmental governance expense are ratio data.  The TABLE 

3 below shows the statistics of the different variables. 

 

 

 

 

 

 

 

 

 



 

TABLE 3 

Descriptive statistics of data 

 

From TABLE 3, only 6.8% of sample observations passed the ISO14001 

certificate and the enterprise sizes are similar. The mean value of Region is 1.5552, 

which means most of the companies in the sample located between level-2 and level-1 

cities. The gap of Env (expenditure rate of environmental governance) between 

different companies in the sample is quite large. The average figure of Env is quite low 

which means that most companies didn’t put enough efforts on the environmental 

management. 

 

Correlation Analysis 

RStudio is used to analyze the correlation coefficients and the results are 

illustrated in TABLE 4. 

 

TABLE 4 

Correlation Matrix 

 

 

According to the correlation matrix, the coefficient of correlation between 

financial performance (ROE and Tobin’s q) and environmental performance is positive 

which tells that companies are able to improve their financial performance through 

increasing the portion of budget spending on the environment improvement. The 

coefficient between SIZE and financial performances is positive which means that the 



enterprise size has positively correlation with ROE and Tobin’s Q. 

 

Regression Analysis 

Since there are two dependent variables to indicate the financial performance in 

the model, TABLE 5 shows the regression analysis result between ROE and other 

variables; TABLE 6 shows the result of Tobin’s Q with other variables. 

 

TABLE 5 

Regression analysis- ROE 

 

R^2=0.09501  F=5.197 

TABLE 5 indicates that: 1)environmental performance has a positive 

relationship with ROE (β1=0.102457>0) which is a significant (p<0.05) correlation; 2) 

enterprise size has a great positive significant relationship between corporate’s ROE; 3) 

the industry has a significant negative relationship with ROE. This phenomenon could 

be explained that for companies locates in lower level cities, they may not receive much 

attention compared to companies locate in the first class of cities. If they increase the 

portion of money spend on environment, the marginal cost may be greater than the 

marginal benefit. As a result, companies locate in the first-class cities are more likely 

to enjoy the effect of increasing portion of money spend on environment. The 

environmental performance is significant which means of all the sample companies as 

a whole, the effect of spending more money on environment is positive. As for the non-

significant variable industry, industry has little role in affecting companies’ financial 

performance. Because nowadays, every country tries to advocate the idea of sustainable 

growth. Companies locate in every industry have incentive to perform energy-saving 

and environmentally friendly actions. These reasons lead to the insignificance of the 

industry variable.  TABLE 6 is to verify the relationship between independent variables, 

control variables and Tobin’s Q ratio. 

 

 

 

 

 

 



 

TABLE 6 

Regression analysis- Tobin’s Q 

 

R^2=0.2156   F=13.6 

 

TABLE 6 shows that: 1) environmental performance has a significant impact 

on Tobin’s Q ratio; 2) enterprise size negatively influence Tobin’s Q (β2<0); 3) 

Industry and Region has negatively impact on Tobin’s Q which is the same rational for 

the last regression result. Industry has a significant impact on Tobin’s Q for the reason 

that the calculation method of ROE and Tobin’s Q is different. Different industry tends 

to have different financial structures and their liability or market value could be pretty 

different. For machinery companies, they tend to have more solid assets and long-term 

investment due to the presence of equipment and fixed assets. On the other hand, textile 

companies focus more on supply chain management and they possess relatively less 

fixed assets. In essence, analysts tend to use asset-based valuation methods to evaluate 

companies with more fixed assets and other valuation methods like discounted cash 

flow for other companies have other service part. These are explanations why industry 

is has a significant impact on Tobin’s Q while it does not have a significant impact on 

ROE. Comparing these two tables, the R^2(ROE) is smaller than R^2(Tobin’s q) which 

means these regression model fit better to environmental performance and Tobin’s q 

than environmental and ROE.  

 

IV. DISCUSSION 

Estimation Results 

No matter from the correlation level or the significant level, the degree of 

correlation between environmental performance and Tobin’s Q is higher, which means 

that the impact of environmental performance on Tobin’s Q is greater. The reason is 

related to the character of the selected metric. The return on equity of a company is a 

financial indicator that takes profit maximization as the main goal which cannot 

represent the market value under the corporate social responsibility theory. However, 

Tobin’s Q is based on the market value of the company, which not only reflects the 

company's own wealth accumulation, but also reflects the image and value recognition 

of the company by shareholders, government, consumers and the public. Companies 

with good environmental performance have a higher reputation in the eyes of investors, 

and investors are more confident about their future development.  



Secondly, the size of the company has a positive correlation with its 

environmental performance and profitability (ROE), which is consistent with the 

previous analysis. Large-scale enterprises pay more attention to their corporate image 

and have relatively good environmental management awareness (Adams, 2004). At the 

same time, the levels of environmental input and output of large enterprises are higher 

than those of small enterprises because most of China's large enterprises are state-

owned enterprises which have certain monopoly characteristics in the selected 

industries. The acquisition capacity of resources is better than that of small and 

medium-sized enterprises, and they are supervised by much stricter government 

regulations. Therefore, the environmental performance and profitability of large 

companies is better. However, the enterprise size negatively influences the Tobin’s Q 

ratio. According to Elsayed in 2005, public puts higher expectation of environmental 

performance on large-scale company and big companies bear heavier pressure of social 

responsibility. As the corporate’s concern on environmental performance just started in 

recent years, they cannot need the public expectation which leads to the result that the 

bigger company size related to lower Tobin’s q ratio. 

Finally, industries and regions also have a negative impact on the company's 

environmental performance. The environmental performance of high-polluting 

industries is worse, and the cost of environmental expenditures is higher than that of 

ordinary companies, resulting in the industry's gross profit margin being lower than the 

industrial average. Regional differences are mainly reflected in the development gap of 

economical culture. Enterprises in areas with more developed economical culture are 

more conscious of improving environmental performance, while companies in poor and 

remote areas are more passive in improving environmental performance. This is mainly 

because of residents’ awareness of rights protection is related to the enforcement of 

local governments. 

 

Reliability and Validity 

According to Nakao (2007) and Wang (2012), they used data of listed 

companies in Japan and China and got the results that there is a positive relationship 

exists between environmental performance and financial performance. In addition, 

Wang used the same model in 2012 to test the relationship in the building material 

industry in China, using data from 2006 to 2010. Similarly, higher environmental 

performance leads to higher profitability such as return on equity, return on assets and 

Tobin’s q ratio. All the data are derived from CSMAR and official website of Chinese 

Environmental Protection Agency which is reliable and valid. The sample corporates 

are selected randomly from the list of machinery and textile manufacturing companies 

in CSMAR database. Those sample companies are located different cities in different 

economic development levels which can represent the general manufacturing company 

in China. 

 

 

 



Limitation 

The study is not without limitations. Because the incomplete environmental 

information mechanism of China's listed companies, and environmental regulations and 

policies are incomplete, and lack of effective market incentives makes the 

environmental performance management of enterprises unimportant in managers’ mind. 

The environmental disclosure is not mandatory by the government and company can 

choose to reveal it or not. The number of corporates with environmental disclosure is 

small. The sample companies in this study are quite similar in enterprise size. In order 

to get more accurate result, the sample should be selected from not only the listed 

company but also unlisted company because companies with smaller enterprise size 

may also need to consider the impact of their environmental performance on their 

profitability and market value.  

 

V. CONCLUSION 

The empirical result has effectively verified the positive correlation between 

financial performance and environmental performance in Chinese listed manufacturing 

company. Enterprise size also influences the financial performance. The type of 

industry and different levels of regions affect financial indicators negatively in a certain 

degree. 

In comparing this study and many previous studies on environmental 

performance, a similar result is obtained that claimed a positive linkage from 

environmental performance to financial performance, though most of previous studies 

focus on the firms in developed countries. In China, the organizations examined in the 

previous studies were heavy-polluting industries such as chemical firms. Differently, 

the firms examined in this study are manufacturing firms that produce less pollution. 

Consequently, the result of this study is consistent with previous research in China. 

A limitation associated with this study is that the number of corporates with 

environmental disclosure and performance is rather small due to the lack of effective 

regulation and supervision by the government. Therefore, the available data are limited.  

Given the limited environmental disclosure and performance, Chinese 

manufacturing firms need to step up efforts to promote environment-related socially 

responsible activities. For the decision-makers in the corporates, they shall consider the 

environmental performance as an important indicator of company growth and make 

strategy that suitable for many aspects including their enterprise size, the industries and 

regions. For the government, the monetary incentives such as tax breaks and the 

granting of subsidies to firms with exceptional environmental performance can also be 

introduced to achieve this goal. In addition, the active role of the media in promoting 

corporate social responsibility should be brought into full play. On the one hand, the 

use of media exposure will promote the environmental performance of the companies; 

on the other hand, the use of media will promote the entire public and society to pay 

attention on the environmental performance as the indicator of corporate social 

responsibility, while improving the ability of different stakeholders to judge the level 

of corporate social responsibility performance. 



Finally, this study is hoped to make contribution to the corporate environmental 

management in Chinese manufacturing industry. Companies shall pay attention on 

environmental management strategy in order to improve the financial performance. 

Future research is expected to explore which specific aspects in environmental 

performance such as carbon dioxide emission and output level of polluted water or air 

may influence the financial performance. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



APPENDIX 

The Stock Codes of 29 Listed Manufacturing Companies 
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