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Environmental Information Disclosure, Cost Shock and Firms’ Adjustment to
Product Quality
ZHU Shu-jin', LI Jiang', ZHANG Qian', ZHONG Teng-long’
(1. School of Economics and Trade, Hunan University, Changsha 410079, China;
2. School of International Economics and Trade CUFE, Beijing 100081, China)

Abstract: This paper takes environmental information disclosure (EID) as an exogenous environmental cost
shock and incorporates it into a partial equilibrium model with endogenous product quality, and examines its effect
on firms’ product quality. It is found that when subjected to cost shocks, firms make differentiated quality
adjustments according to their product quality. There is a threshold for product quality, and firms will improve the
quality of products above the threshold and reduce the quality of products below the threshold, and the quality—
promoting effect on high—quality products gradually decreases as product quality increases, but the quality—inhibiting
effect on low—qualily products does not cut down as product quality decreases. Then, an empirical test based on
matched data from China Industrial Enterprise Database and China Customs Database from 2008 to 2012 verifies
the theoretical model and it is found that EID as a whole promotes the export product quality upgrading. Further
analysis shows that EID increases firm’s environmental cost, which induces them to eliminate the impact of this
cost shock by adjusting product quality and prices. The differentiated product quality adjustments made by firms
under EID indirectly promote product switching within firms and the entry and exit of firms in the industry, which
improves resource reallocation efficiency and thus promotes the overall upgrading of export product quality. This
paper helps reveal the impact of environmental regulation on firms’ strategic behavior, provides important policy
insights for further optimization of environmental governance and the promotion of high—quality trade development.

Key Words: environmental regulation; environmental information disclosure; product quality; environmental
costs
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