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ABSTRACT

A major question in the literature on environmental regulation and corporate
environmental management concerns how industrial enterprises respond to external
demands for environmental protection. Specifically, what compliance style do business
enterprises employ to deal with external demands on environmental issues? How do
institutional and organizational factors shape firms’ adoption of compliance style and
further influence corporate proactive environmental management? So far, neither the
policy implementation nor the strategic management literature has adequately addressed
these questions. To fill these research gaps, this study aims to develop a dimensional
framework of corporate compliance style (CCS) and empirically explore how this
concept can advance our understanding of the corporate compliance process.
Specifically, I want to answer three core research questions: (1) Whether and to what
extent regulated enterprises differ in adopting CCS towards environmental regulation, (2)
How organizational capacity (OC) and external regulatory intensity (RI) jointly shape
CCS adoption, and (3) How firms’ normative green commitment (NGC) impacts

proactive environmental management (PEM).

Based on the literature on regulatory compliance and corporate environmental
management, we formulate four CCS dimensions to capture major corporate compliance
behavior patterns, namely formalism, accommodation, referencing, and self-
determination. By integrating the natural-resource-based view (NRBV) and regulatory
compliance literature, we explore how OC and RI affect CCS adoptions. By

incorporating organizational commitment into corporate environmental management,
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we further explore how the indirect effect of OC on PEM (through CCS) depends on a

firm’s normative commitment to environmental protection.

We adopted a mixed methodology, with a three-phase research study in the Pearl
River Delta (PRD) region in China, involving: 1) a pilot study of 72 manufacturers in
2010, 2) a main survey with 120 manufacturers in 2010 and 2011, and 3) in-depth case
studies and interviews in 10 environmentally progressive enterprises in mid-2012.
Survey findings supported a four-dimensional conceptual framework of CCS, and the
main and interactive effects of OC and RI in determining CCS adoptions. Enterprises’
compliance styles are highly dependent on organizational capacity and vary in responses
to different configurations of external regulatory pressures. We also find that corporate
environmental capacity does not always lead to improved PEM. Referencing and self-
determination translate organizational capacity into PEM progress only when firms have
a high level of normative green commitment. Formalism and accommodation do not
show any bridging functions even though they are more widely adopted than the
voluntary dimensions. Post-hoc case study and in-depth interview findings add to the
survey results by firstly showing a more detailed and dynamic picture of CCS, and
secondly by supporting the hypotheses set in the survey study and providing answers as

to why some were not supported in the empirical context in China.

On the whole, this study contributes to the scholarly understanding of corporate
compliance by suggesting that business enterprises adopt different compliance style
dimensions to cope with the growing regulatory demands from various stakeholders
(both individual and interwoven) and exhibit divergent green commitment in achieving
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proactive environmental management. It also helps to refine the theoretical framework,
survey and interview instruments for performing longitudinal and comparative studies
on CCS in the future. The practical implications of this research are twofold. To policy
makers, it is important to consider firm-level diversity in environmental approaches and
the degree of green commitment. Instead of being dictators, policy makers and
enforcement officials may work as “public choice architects” to be held responsible for
organizing the context in which regulatees make decisions. Meanwhile, collaborative
efforts between government and non-government entities may push enterprises to adopt
more innovative compliance style dimensions and subsequently stronger environmental
protection practices. To business managers, careful resource management in CCS
adoption allows firms to better comply with regulatory demands in the face of both
external and internal constraints. Nurturing green commitment, however, determines
whether a selected environmental approach or strategy can effectively achieve expected

compliance goals.
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CHAPTER 1 INTRODUCTION

The world has witnessed a green revolution over the last five decades since the
publication of “Silent Spring” (Carson, 1962), which fundamentally changed the way
businesses operate in the evolving business-natural environment interface. Government
regulations and societal demands for business environmental management have grown
in intensity, complexity, and stringency in both industrialized and developing countries
(Baron, 2003; Eccles & Krzus, 2010; Prakash & Potoski, 2012; World Bank, 2000).
Many business firms, which used to deny the negative environmental externality from
industrial development in the early 1970s, have begun to seek business efficiencies and
opportunities in sound and progressive environmental management (Gladwin, Kennelly,
& Krause, 1995; Hoffman, 1999; Walls & Hoffman, 2013). Though the global trend
generally indicates a greening of business in the past decades, environmental non-
compliance and symbolic practices are also widespread (Delmas & Burbano, 2011;
Eskeland, 2003; Lyon & Maxwell, 2011). Given the tremendous behavioral and
performance variations in corporate environmental management, we still know little
about how enterprises strategically respond to environmental regulatory demands

(Blackman, 2006).

In China, industrial pollution control has become an urgent regulatory task due
to the growing threat of environmental degradation. In the 10" five-year period (FYP,
2001-2005), for instance, industrial sulphur dioxide (SO;) discharge increased by 28%,
while smoke dust emissions decreased only slightly, by 0.5% (the original target for

both was a 10% decrease). Improvement in industrial compliance was not witnessed
17



until the 11™ FYP (year 2006-2010), when both SO, and smoke dust emissions were
reduced to 18.64 and 6.03 million tons respectively in 2010. Figure 1.1 shows the
industrial emission of key pollutants from 2000 to 2010'. Given the unsatisfactory
industrial compliance performance, business firms have in recent years been facing
mounting demands from various stakeholders—governments, the media, citizens, NGOs,
and industrial associations—to improve their compliance with pollution control
regulations (Francesch, Lo, & Tang, 2012; Zhan, Lo, & Tang, forthcoming). A
comprehensive environmental legal infrastructure has been introduced, and aggressive
environmental goals have been set. Meanwhile, the increasingly active participation of
general citizens and public entities has exerted greater pressure on polluting enterprises
to clean up (Tang & Zhan, 2008; Van Rooij, 2010). Though these comprehensive policy
reforms and civic engagement might signal a new era in China’s environmental
governance, how enterprises are actually dealing with environmental regulatory
demands from the strategic point of view remains unknown. Therefore, the Chinese
regulatory context provides an interesting research setting to study corporate

. . 2
environmental compliance”.

! Statistical data is from the 11" and the 12" FYP on national environmental protection. Although official
statistics should be used with caution (Van Rooij, 2006), they are good indicators of the overall trends.

? Such changes are embedded in a decrease of the average gross domestic product growth from 13.3% in
the 10" FYP to 10.5% in the 11" FYP. Meanwhile, the public spending on overall environmental
protection quadrupled.
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Figure 1.1 Industrial Emission of Key Pollutants from 2001 to 2010 (million tons)
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The existing literature provides many insights to explain corporate compliance
and proactive environmental management. Nevertheless, research evidence in western
regimes may not be fully generalized to cover developing countries due to institutional
and organizational differences. On the one hand, the socioeconomic and regulatory
context in developing countries is different from that in western societies. These
contextual differences can be partly attributed to differences in national styles of
regulation (Gormley & Peters, 1992; Kagan, 2001), or cross-national cultural and
organizational culture differences (Axelrad & Kagan, 2000; Hofstede, 1993; Howard-
Grenville, 2006). On the other hand, business firms in developing countries have
experienced a relative shorter span of greening in comparison with their counterparts in
developed economies. Though much research interest has been centered on the prospect
of sustainable corporation (Hart, 1997; Hoffman, 2005; Starik & Rands, 1995), what
cannot be ignored is that many firms in developing economies are still on the threshold

of minimum compliance or even in non-compliance.
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Overall, both the institutional context in which firms operate and firm-level
factors are critical in understanding corporate compliance and proactive environmental
management. For an emerging economy like China, with increasingly rigorous
environmental regulation and intensifying political intervention as well as shifting
public and business consciousness towards environmental protection, the journey
toward industrial greening is understandably different from that in western countries.
Research efforts are thus needed to investigate whether and how firms respond
differently to environmental demands, and how institutional and firm-level factors
jointly decide corporate environmental behaviors and performance. This thesis aims to

address these research objectives.

1.1 Problem Statement in the Existing Corporate Compliance Research

Two major research gaps can be identified in the existing literature. The first
relates to the approach of identifying behavioral patterns of corporate compliance with
environmental regulation. Both regulatory and management studies have proposed and
empirically investigated firm-level variations in environmental strategy (Boiral, 2007;
Buysse & Verbeke, 2003), responses (Delmas & Toffel, 2008; King, 2000), and degrees
of environmental proactivity (Hart, 1995; Henriques & Sadorsky, 1999; Roome, 1992).
Notably lacking from the literature, however, is whether there exist distinctive styles
rather than a performance continuum in response to external demands. Regulators may
choose from a variety of enforcement styles to achieve policy targets (Bardach and
Kagan, 1982; Tang, Lo, and Fryxell, 2003). Regulated entities, on the other hand, may
choose different compliance styles in response to various regulatory demands (King,
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2000; Potoski and Prakash, 2004; Rugman and Verbeke, 1998). In environmental
governance, the specific compliance style adopted by a regulated entity not only shapes
its environmental protection practices but also communicates to regulatory stakeholders
its commitment to upholding corporate environmental responsibility (Lo, Fryxell, &

Tang, 2010). This study thus seeks to explore this conceptual issue systematically.

The second research gap lies in the lack of a systematic framework to examine
how regulatory and organizational factors co-shape corporate environmental responses
and performance. Existing research has provided two different views. On the one hand,
political science and public policy researchers focus on how external forces drive
enterprises to clean up (Gunningham, Thornton, & Kagan, 2005; Jennings &
Zandbergen, 1995; May & Wood, 2003). Organizational studies, on the other hand,
focus on environmental competitive advantage and cultural and managerial perceptions,
and therefore stress the importance of the organizational capability and managerial
strength (Aragon-Correa & Sharma, 2003; Banerjee, 2001; Coglianese & Nash, 2001;
Fernandez, Junquera, & Ordiz, 2003; Flannery & May, 2000; Walls & Hoffman, 2013)

that enable business firms to turn green.

It is widely acknowledged that neither regulatory nor organizational driving
forces alone can lead to efficient and effective corporate environmental practices
(Bardach & Kagan, 1982; Fiorino, 2001). This is not only because regulatory agencies
are limited in their enforcement capacity; some degree of voluntary effort is also needed
from corporations, especially if they are to go beyond compliance (Prakash & Potoski,

2006). Thus, a major research question in the literature is how various factors—both
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internal and external to a corporation—influence compliance strategies, practices, and
performance. A core argument is that effective environmental protection cannot be
achieved by relying solely on pressure from the regulatory community (Mol, 2006;
Weidner & Janacke, 2002); instead, organizational factors such as complying capacity
and green commitment must also be considered (Dehart-Davis & Bozeman, 2001; Liu et

al., 2010; May & Wood, 2003).

Overall, it is necessary to combine these two separate streams of research to
provide a holistic understanding of corporate environmental behaviors. By considering
the interacting process of both the exogenous and endogenous factors, one can
adequately understand how enterprises purposively develop a specific compliance
strategy in the consideration of organizational strength to address external

environmental concerns.

1.2 Research Objectives and Research Questions

Based on the two research gaps identified above, this study has set the following

three research objectives:

(1) To formulate a conceptual framework of corporate compliance style (CCS).
We propose that regulated firms adopt four compliance style dimensions in dealing with

environmental regulations. A conceptual framework of CCS is developed in Chapter 2.

(2) To explore the role of mutually reinforcing regulatory and organizational
forces in corporate environmental compliance. To fully understand corporate

environmental behaviors and performance, both the external and internal determinants
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of corporate responses to environmental regulation should be considered in one
conceptual scheme. Drawing on the natural-resource-based view (NRBV) and the
regulatory compliance literature, I will examine how these two sets of factors—
organizational capacity and regulatory intensity—jointly affect CCS. I also explore how
CCS translates organizational capacity into corporate progress in the adoption of
proactive environmental management (PEM), and whether this process is influenced by

firms’ normative green commitment.

(3) To study corporate compliance studies in emerging economies. There is a
lack of systematic understanding of corporate compliance in developing countries, in
which the internal capacity of enterprises is often limited and regulatory pressures from
government and non-government stakeholders differ in form and intensity from those in
Western countries. With the growing environmental regulatory demands, firms
emerging from a centrally planned economy may adopt various environmental actions
and strategies to respond and adapt to the institutional changes. This study aims to take a
step towards exploring such micro changes at the firm level. Setting our study in the
Chinese context, we conduct empirical studies with mixed research methods. Data were
collected through a firm-level survey and in-depth case studies and interviews in the

manufacturing sector in the Pearl River Delta (PRD) region.

In sum, this study tries to answer the following research questions based on the
existing literature on regulatory compliance and corporate environmental management:
(1) Whether and to what extent regulated enterprises differ in adopting CCS towards

environmental regulation, (2) How organizational capacity (OC) and external regulatory
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intensity (RI) jointly shape CCS adoption, and (3) How firms’ normative green

commitment (NGC) impacts proactive environmental management (PEM).

1.3 Structure of the Thesis

This thesis comprises eight chapters. Chapter 2 reviews two major threads of
literature on corporate compliance and proactive environmental management, one
focusing on the institutional environment and another on organizational-level behaviors
and influencing factors. Chapter 3 develops a four-dimensional framework of CCS and
hypotheses in two research models. Chapter 4 describes the research design and
methodology. Chapters 5 and 6 present findings from survey studies and case
studies/interviews respectively. Chapter 7 discusses the overall findings and addresses
limitations, shedding light on appropriate future research directions. Chapter 8
concludes the study by presenting the implications of the research findings for both

researchers and practitioners.
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CHAPTER 2 THEORETICAL BACKGROUND

Regulatory compliance is the goal that regulatees desire to achieve in their
efforts to comply with relevant laws and regulations. A substantial theoretical and
empirical literature has investigated the economic, political, social, and psychological
bases of corporate environmental compliance (Burby & Paterson, 1993; Child & Tsai,
2005; Hoffman, 2005; LaPorte & Thomas, 1995; Lee, 2011; May, 2004; McCaffrey,
Smith, & Martinez-Moyano, 2007; Shimshack & Ward, 2005; Winter & May, 2001).
Recent empirical studies in China have also generated many insights into how external
institutions and internal factors secure corporate compliance (Ma & Ortolano, 2000; Tilt,
2007; Yang & Yao, 2012) and beyond-compliance (Christmann & Taylor, 2001; Hu,
2007; Liu et al.,, 2010). In this chapter, I will review the related regulatory and
organizational viewpoints on corporate compliance and proactive environmental
management, with a focus on the research themes of this study: corporate compliance
style, organizational capacity, regulatory intensity, normative green commitment, and

proactive environmental management.

2.1 The Institutional Environment of Corporate Compliance

In the early stage of environmental governance, legal and government
intervention in various forms used to be the only means of getting industry to be
responsible for the environmental externality it created (Kagan & Scholz, 1984; Reid &
Toftel, 2009; Shimshack & Ward, 2005). However, firms today are facing more

complexity since environmental governance has been moving towards a pluralistic
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combination of instruments. External pressure not only comes from government but also
from non-government actors that take part directly or indirectly in the regulatory process.
I thus reviewed the literature on these two major constituents of the institutional

environment of corporate compliance.

2.1.1 Government Actors and Demands

The relationship between legal pressure and corporate compliance has been
widely studied (Burby & Paterson, 1993; Gunningham, Thornton, & Kagan, 2005; May,
2005; Short & Toffel, 2010). Coercive pressure from the command and control (CAC)
approach used to be the dominating regulatory demand faced by firms from the 1970s to
the 1990s. Corporate compliance is achieved mainly through the deterrence effect that
stems from the certainty and severity of sanctions (Becker, 1968). Businesses are
perceived as “amoral calculators” (Kagan & Scholz, 1984) who act on the basis of
economic calculus to magnify profitability and diminish environmental risk. To
regulated firms, CAC means that environmental standards/targets set by a government
authority must be complied with in order to avoid sanctions. Therefore, a key method of

responding to such demands is the employment of remedial environmental techniques.

Market-based instruments (MBIs) and informational approaches have emerged
as complementary regimes to the CAC during the past three decades (Hahn & Stavins,
1992; Stafford, 2012). One of the most prominent milestones of MBIs in controlling
industrial pollution is the SO, emissions trading system established by the U.S. Clean

Air Act, in which enterprises face fewer prescriptive demands—such as less restrictive
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technology—and greater discrepancy and flexibility compared to CAC * . The
informational approach consists mainly of education, training, and public disclosure as
supplementary instruments to CAC. Regulated entities can obtain assistance and support
from the regulatory agency to improve their capacity and expertise in addressing
environmental problems (Chatterji & Toffel, 2010; Fung, Graham, & Weil, 2007).
Meanwhile, they are also under stronger public surveillance since informational
instruments provide the general public and local community directly affected with
increased insight and political leverage (Harrison & Antweiler, 2003; Lee, 2010).
Successes were witnessed in: 1) the Toxic Release Inventory (TRI) scheme in the U.S.,
which effectively induces firms to improve waste management (Hamilton, 1995; Hart,
2010), 2) the environmental disclosure law on residential lead paint hazard (Title X),
which improves homebuyers’ lead testing behavior (Bae, 2012), and 3) in developing
countries, the “PROPER” (Program for Pollution Control, Evaluation and Rating) in
Indonesia, which notably reduced pollution by over 40% only 1.5 years after its

initiation (World Bank, 2000)".

A new environmental governance paradigm that seeks to coordinate private,
government and non-government actors in participatory dialogue and collaborative
decision-making has emerged since the 1980s (Ansell & Gash, 2008; Emerson,
Nabatchi, & Balogh, 2012; Freeman, 1997). This new regulatory form features a

preference for environmental partnerships and regulatory flexibility initiatives to

* Some argue that MBIs fit particularly well in developing countries, where there is a lack of public and
private resources available for pollution control. However, others doubt its feasibility due to inadequate
administrative and regulatory capabilities in emerging regimes (Van Rooij, 2010).

* However, another public disclosure program in India —the Green Rating Project—only lead to pollution
reductions in dirty plants, not in cleaner ones (Powers et al., 2011).

27



promote consensus and cooperation (Gunningham, 2009; Lubell, 2004). Therefore, there
has been a global trend toward greater adoption of voluntary environmental programs
(VEPs) to complement the traditional regulatory tools (Henriques, Husted, & Montiel,
2013; Kettl, 2002). With its promise of “win-win” outcomes, it is advocated in order to
avoid the pitfalls of direct regulation and save considerable government costs (Prakash
& Potoski, 2012). For enterprises, how to achieve compliance thus goes far beyond
simply investing in end-of-pipe technologies these days. A wide range of voluntary and
negotiated agreements was made between corporations and environmental stakeholders

(King, 2007; Rondinelli & London, 2003).

However, it is difficult to prevent opportunistic behavior such as symbolic
adoption and shirking (Delmas & Montes-Sancho, 2010; King & Lenox, 2000). For
example, whether adoption of the ISO 14001 EMS program improves corporate
environmental performance remains doubted in the current literature. The positive effect
was confirmed by Potoski and Prakash (2005a) in a U.S.-based study, by Fryxell, Lo,
and Tang (2004) in Chinese firms (modestly positive effect), and by Dasgupta, Hettige,
and Wheeler (2000), who investigated Mexican companies’ self-reported compliance.
Other researchers found that the relationship between ISO 14001 adoption and
environmental performance was negative or insignificant (Darnall & Sides, 2008; Lyon
& Maxwell, 2007). To enhance the effectiveness of VEPs, careful institutional design,
enforcement, and monitoring are needed (Lenox & Nash, 2003; Potoski & Prakash,

2005b; Shi et al., 2008).
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2.1.2 Non-government Actors and Demands

Demands on corporate greening could also stem from non-government actors as
a means of “social control of business” (Barnett, 2006; Jones, 1982; Reid & Toffel,
2009). From a stakeholder’s viewpoint, the agents of social control encompass various
societal stakeholders, particularly the local community, mass media, non-government
organizations, and market actors. First, the direct impact of pressure from the
community on plant level emission reductions was confirmed (Dasgupta, Hettige, &
Wheeler, 2000; Pargal & Wheeler, 1995). Nevertheless, its effectiveness may be limited
due to lack of information and resources, or compromised by dependence on firms for

employment (Wang & Jin, 2007).

Second, the public media can serve as propagators of legitimacy (Miller, 2006)
in monitoring industrial pollution. Traditional media instruments may influence
society’s perceptions of a company, especially when environmental crises occur
(Sharbrough & Moody, 1995; Tilt, 2007). The prevalence of the internet these days also
greatly speeds up the diffusion of environmental information about companies who
cause damage to human health, such as in the case of BP’s oil spill incident (Marquis,
Zhang, & Zhou, 2011). Third, there has been institutional pressure from NGOs and
other social groups seeking regulatory changes and policies (Ansell & Vogel, 2006), to
urge firms to reduce pollution control by adhering to strict self-regulation such as
through ISO 14001 certification (Christmann & Taylor, 2001; Hoffman & Bertel, 2010;

King, 2007). For instance, emerging civic ENGOs in China in the past decade have been
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successfully “expressing their interests, exchanging information, and achieving

collective goals” in the environmental arena (Tang & Zhan, 2008; Yang, 2005).

Last but not least, market demands have motivated business firms to be
environmentally responsible. Environmental concerns from market stakeholders such as
consumers, suppliers, and investors are important in producing incentives for pollution
control (Bansal & Clelland, 2004; Yang & Yao, 2012). For instance, under the TRI
scheme, firms publicized as having the highest emissions among their peers experienced
the largest stock price decline (Konar & Cohen, 1997). In industrializing countries
where strong regulatory enforcement is absent, capital markets have also reacted
negatively to adverse environmental issues and positively to green messages (Lanoie,
Laplante, & Roy, 1998). The “pays-to-be-green” (PTBG) literature has also identified
that firms can benefit from being compliant or green innovators (Barnett & Salomon,
forthcoming; King & Lenox, 2002; Russo & Fouts, 1997). The ground-breaking Porter
Hypothesis suggests that strict environmental regulations enhance efficiency and induce
innovations to improve business competitiveness (Porter & van der Linde, 1995).
Market opportunity involves both tangible benefits such as operational cost saving, and
intangible benefits that show its economic value in the long term, such as improved firm

reputation and competitiveness (Bansal & Roth, 2000).

However, it is still not clear how widespread the so-called green consumerism is
(Pedersen & Neergaard, 2006; Vogel, 2005). Critics suggest that market actors are more
concerned about product price, quality and brand, than firms’ greenness (Eriksson,
2004). Many consumers are not interested in whether a product is produced in an
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environment-friendly way, or just ignore the environmental aspects of goods or services,
as well as corporate environmental misconduct (Barnett, forthcoming; Berchicci & King,
2007). Investors may apply a discount on poor environmental performance, but either
they do not give priority to environmental leaders or their roles vary among different

export countries (Gunningham, Kagan, & Thornton, 2003).

2.2 Organizational Views on Corporate Compliance

The organizational literature on corporate compliance and environmental
management has paid considerable attention to the importance of the natural
environment in the past decade, including (1): the institutional theory that emphasizes
the role of isomorphism in explaining corporate environmental behaviors (Delmas &
Toffel, 2008; Hoffman, 2001; Jennings & Zandbergen, 1995), and (2) the business
strategy literature that stresses the link between a firm’s strategic profile and its external
environment (Boiral, 2007; Buysse & Verbeke, 2003; Christman, 2000; Shrivastava,
1995). One central domain in this research stream is the NRBV (grounded in the RBV
theory) perspective, suggesting that a firm’s competitive advantage is embedded in its
ability to take up environmentally sustainable activities (Hart, 1995); (3) the
stakeholder’s perspective (Bansal & Clelland, 2004; Freeman, 1984; Harrison, Bosse, &
Phillips, 2010; Mitchell, Agle, & Wood, 1997), arguing that businesses face
environmental “shifts” among both internal stakeholders and external stakeholders; and
(4) the “pays to be green” literature that argues a positive relationship between corporate

environmental and financial performance (Howard-Grenville & Hoffman, 2003; King &
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Lenox, 2001)°. A revolving progression in the literature is also noticed, moving from
developing conceptual environmental models to examining the drivers of corporate
environmental actions, then corporate responses to environmental pressures, and finally
emergent directions (Hoffman & Georg, 2013). In the following section, I review the
related literature on corporate responses to external demands as the research focus of
this study, the NRBV in the corporate strategy literature, and the commitment

perspective.

2.2.1 Corporate Responses to Institutional Demands

Various typologies have been proposed and empirically investigated to capture
firm-level variations in responding to institutional demands (Goodstein, 1994;
Greenwood et al., 2011; Oliver, 1991; Pache & Santos, 2010; Westphal & Zajac, 2001),
environmental responses and strategy (Boiral, 2007; Buysse & Verbeke, 2003; Delmas
& Toftel, 2008; King, 2000), and degrees of environmental proactivity (Hart, 1995;
Henriques & Sadorsky, 1999; Roome, 1992). For instance, Sharma (2000) adopted a
categorization of environmental strategy as the continuum of conformance to
regulations and standard industry practices, to actions firms take voluntarily to further
reduce the negative environmental impacts. King’s empirical study (King, 2000)
detected various organizational responses to new pollution regulation, including creating
buffers of technology and personnel, initiating changes to improve environmental
performance, and (in a very few firms) adopting entirely new corporate strategies. Table

2.1 lists the major categorization frameworks developed in the existing literature.

> A more detailed review of these mainstream domains can be seen in Hoffman and Georg (2013).
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Table 2.1 Conceptual Classification of Corporate Responses to External Demands

Author(s) &
publication year

Research focus

Conceptual classifications/Findings

Miles & Snow (1978)

Oliver (1991); Pache &
Santos (2010)

Braithwaite (2003)

Kraatz & Block (2008)

Oliver & Holzinger
(2008)

Corporate responses/strategies to external demands in general

Organizational strategy

Strategic responses to
institutional processes

Motivational postures

Strategic responses to
institutional processes

Corporate political
strategies

There are three patterns of behavior used by organizations in adjusting
to their environments: prospectors, analyzers, defenders.

There are five types of strategic responses: acquiesce, compromise,
avoidance, defiance, manipulation; Variation in the ten dimensions of
five institutional antecedents determines the choice of strategy.

There are five motivational postures to capture the way regulatees
position themselves in relation to regulatory authority, including two
positive orientations (commitment and capitulation) and three defiance
postures (resistance, disengagement, and game playing).

There are four basic ways in which organizations may adapt to
pluralistic legitimacy standards (or seen as approaches to
organizational governance): resist/eliminate, balancing, detaching,
compartmentalizing.

There are four corporate strategies to manage the political environment
effectively: proactive, defensive, anticipatory, and reactive. The
effectiveness of these strategies is determined by firms’ dynamic
political management capabilities
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Table 2.1 Conceptual Classification of Corporate Responses to External Demands (Continued)

Author(s) & Research focus Conceptual classifications/Findings
publication year

Crilly, Zollo, & Hansen  (Decoupling) Responses  There are four configurations of responding to institutional pressures:

(2012) to institutional pressures  two decoupling (evasive decoupling and emergent decoupling), and
two implementation (strategic implementation and routine
implementation). They are affected by four conditions: two
environmental conditions—information asymmetry and stakeholder
consensus, and two firm conditions—managerial consensus and
perceived interests in implementing policy.

Business responses/approaches related to the natural environment

Hunt & Auster (1990) Environmental There are five stages of environmental management program
management development: beginner, firefighter, concerned citizen, pragmatist,
proactivist.
Roome (1992) Environmental There are four business positions on the environment: three reactive
management (driven by threat, legislation, and communication) and one

discretionary (management driven). There are five strategic options
business in shaping business responses: noncompliance, compliance,
compliance plus, commercial and environmental excellence, leading
edge.
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Table 2.1 Conceptual Classification of Corporate Responses to External Demands (Continued)

Author(s) &
publication year

Research focus

Conceptual classifications/Findings

Hart (1995)

Aragon-Correa &
Sharma (1998)

Henriques & Sadorsky
(1999)

Buysse & Verbeke
(2003)

Environmental strategy
(natural-resource-based
view)

Business & the natural
environment (B&NE)

Environmental
commitment practices

Resource-based
environmental strategy

There are three forms of environmental strategies: pollution
prevention, product stewardship, and sustainable development. Each
strategy is associated with different environmental driving forces, key
resources, and competitive advantages.

There are three types of types of corporate approaches to manage the
natural environment: information & education, traditional/regulated
correction, modern/voluntary prevention; These approaches are
affected by firms’ strategic proactivity.

There are four profiles of corporate environmental practices: reactive,
defensive, accommodative, and proactive. Firms with more proactive
profiles differ from less proactive ones in their perceived relative
importance of different stakeholders.

Three dominant environmental management strategies could be
classified based on environmental management practices: reactive,
pollution prevention, and environmental leadership. More proactive
environmental strategies are related to a deeper and broader coverage
of stakeholders.
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Table 2.1 Conceptual Classification of Corporate Responses to External Demands (Continued)

Author(s) & Research focus Conceptual classifications/Findings
publication year

Murillo-Luna, Garces- Strategic responses to There are four types of environmental proactivity degree: passive,
Ayerbe, & Rivera- stakeholder pressures attention to legislation, attention to stakeholders, total environmental
Torres (2008) quality. Managers’ perceived environmental demand from

stakeholders is positively related to the proactivity of corporate
environmental responses.
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Two different research focuses examining firm level environmental variances are
identifiable in the literature. First, many prior typologies conceptualized corporate
environmental behaviors at the operation level by classifying corporate performance
along a continuum. For instance, the corporate social responsibility literature (Wartick
& Cochran, 1985) categorizes firms in ascending order—reactive, defensive,
accommodative, and proactive—based on their green commitment. Second, another
stream of research focuses on corporate behavioral diversity in responding to specific
environmental issues such as the ISO 14001 EMS certification (Boiral, 2007), climate
change (Levi & Egan, 2003), or new regulations (King, 2000). Much less has been
written on the diversity of corporate style to cope with growing regulatory demands in
general. More recently, Lynch-Wood and Williamson (2010) suggested the need to
study how regulated enterprises actually behave, and whether distinctive compliance
orientations are jointly shaped by capability, visibility, and moral orientation. In dealing
with regulatory requirements, enterprises have their own environmental preferences,
professional standards, and experiences. Enterprises will only select approaches that are
compatible with their own internal and external circumstances (Etzion, 2007; Oliver,

1991).

2.2.2 The Natural-Resource-Based View (NRBYV)

The NRBYV literature (Hart, 1995) is a dominant strategic management approach
to studying corporate greening, based on the fundamental principle that the basis for
competitive advantage lies in applying valuable resources and capabilities. It focuses on

resources that allow firms to reduce the negative impact on the natural environment,
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thus addressing the fit between what a firm is capable of and what opportunity it has to
act on environmental issues (Barney, 1991; Berchicci & King, 2007; Russo & Fouts,
1997). Therefore, it helps to understand how firms operating in the business-
environment interface can achieve competitive advantage by developing unique
capabilities® and environmental strategies (Reinhardt, 1998; Sharma & Vredenburg,

1998).

Building on the NRBV literature, we examine how a firm’s organizational
capacity affects its CCS adoption. OC refers to an enterprise’s endowment such as
technical knowledge, financial and human resources, and intangible resources that an
enterprise can employ to comply with environmental regulations. Tangible resources
such as technical assets, financial capacity, and human resources are decisive to a firm’s
environmental policy enforcement and ultimate environmental performance (Bansal,
2005; Darnall & Edwards, 2006; Winter & May, 2001). Intangible resources consisting
of tacit and non-tacit knowledge/skills enable firms to influence public policy
implementation (Hillman & Hitt, 1999; Walls & Hoffman, 2013; Wang et al., 2003).
For instance, firms differ in their nonmarket capabilities related to corporate political
activities (Baron, 2003; Hillman, Schuler, & Keim, 2004). In addition, these political
resources are especially important in emerging regimes where firms rely more on
informal institutions than formal administrative procedures and rules (Marquis & Qian,

forthcoming; Peng & Heath, 1996).

% Following the prior literature (Russo & Fouts, 1997), the term “resource” and “capability” are used
interchangeably in this study by referring to the tangible and intangible assets firms possess.
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We are also interested in exploring how firms’ internal capabilities influence
proactive environmental management. Many NRBV studies have focused primarily on
pollution prevention and partly ignored the development of product stewardship and
sustainable strategies (Hart & Dowell, 2011). Proactive environmental management
refers to environmental actions that not only fulfill regulations but also consider and
deal with all the negative impacts associated with the full life cycle of production
(Hoffman & Woody, 2008; Hunt & Auster, 1990; Ramus & Steger, 2000; Sharma,
2000). It is embodied in a series of corporate strategies, goals, and practical efforts to
improve environmental performance (Christmann, 2000; Coglianese & Nash 2001;
Hoffman & Ventresca, 2002). Regulatees expecting tighter regulation or increasing
market opportunities in the future may prefer to invest in PEM activities (Hart, 1995;
Russo & Fouts, 1997). However, internal implementation might be a barrier to whether
PEM activities are genuinely integrated into business operation. In this study, we
examine how PEM is affected by three organizational factors: organizational capacity,

corporate compliance style, and normative green commitment.

2.2.3 Normative Green Commitment

A regulated entity’s green commitment consists of attitudinal and behavioral
elements. Among the very limited studies, many adopted a behavioral or mixed
perspective. For instance, Coglianese and Nash (2001) labeled managerial attitudes and
actions as commitment, while Henriques and Sadorsky (1999) defined what a company
is doing or has done as its commitment to the natural environment. To capture the
attitudinal aspect, we draw on Meyer and Allen’s (1997) organization commitment
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model and define corporate green commitment as the strength of a firm’s identification
with and willingness to improve environmental performance. Such attitudinal
commitment embraces three features: (a) a strong belief in and acceptance of the goals
and values of environmental protection; (b) a willingness to input great effort to achieve
environmental goals; (c) a definite desire to be a member of a green company. Although
organizational commitment originally referred specifically to commitment to an entity
or behavior, some studies also suggest that organizations can commit to various moral
philosophies, including environmental values (Sharma & Vredenburg, 1998) or
environmental policy (Ramus & Steger, 2000). Following the existing literature, which
emphasizes the importance of moral obligation and a sense of duty (May, 2005; Scholz
& Pinney, 1995; Sutinen & Kuperan, 1999; Winter & May, 2001), this study focuses on
the normative dimension of green commitment, defined as a sense of duty or obligation

to pursue environmental goals (Keogh & Polonsky, 1998).

2.3 Summary

Overall, this chapter reviews the existing literature on the impacts of institutional
environment and internal capabilities/commitment to corporate compliance, as well as
how firms respond to external environmental demands. A comprehensive framework to
integrate these factors to explain corporate compliance and proactive environmental
management is lacking. This study thus seeks to fill this gap by examining the combined
effects of OC and RI on CCS, and the role of NGC in deciding PEM. Figure 2.1 depicts

the conceptual framework.
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CHAPTER 3 RESEARCH MODELS AND HYPOTHESES

Chapter 3 first presents the conceptual framework of CCS based on the corporate
environmental management and regulatory compliance literature. After that, two
research models are developed. In Study 1, we hypothesize that OC is positively related
to CCS adoptions (H1); GVRI is positively associated with the CCS dimensions of
formalism and accommodation (H2); NGRI is positively associated with the compliance
style dimensions of referencing and self-determination (H3); and OC, GVRI and NGRI
have an interactive effect on corporate compliance style (H4). In Study 2, we
hypothesize that CCS mediates the positive relationship between OC and PEM (H5),

and that NGC moderates the indirect effect of OC on PEM through CCS (H6).

3.1 CCS Conceptualization

In this section, we introduce how CCS is defined and how the four dimensions
were differentiated from each other. Corporate compliance styles (CCSs) can be defined
as the strategic-level approaches adopted by regulated enterprises to meet regulatory
requirements. We conceptualized four dimensions of CCS—formalism, accommodation,
referencing, and self-determination—based on an overview of the regulatory
compliance and corporate environmental management literature (Aragon-Correa &
Sharma 2003; Christmann 2004; Hansen & Mitchell 2000; Henriques & Sadorsky 1999;
Ma & Ortolano 2000). Each firm may adopt, to varying degrees, each of the four style
dimensions. A multi-dimensional characterization captures the fact that firms have to

face demands from different types of regulations and stakeholders, and firms often have
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to develop complex arrays of compliance styles in order to meet their business needs
(Schuler, Rehbein, & Cramer, 2002). Compliance styles are conceptually distinct from
environmental management practices and their actual impacts on the environment, as
the former refers to strategic-level approaches, which could result in different practices
and impacts. Table 3.1 provides a summary of the main characteristics of these four

dimensions.

Table 3.1 A Dimensional-Framework of CCS in Environmental Regulation

Formalism Accommodation  Referencing Self-
determination
Scripted Compromise Mimicry Discretionary
Features Mechanistic Cooperative Learning Pragmatic

b

Adhere to formal Actively respond  Either conscious Prioritize firms

Defined rules and use to and reconcile or unconscious  own interests
them as sole political / imitation of and preferences
compliance bureaucratic reference in decision
benchmarks demands groups making

3.1.1 Formalism

The “formalism” dimension refers to a traditional “by-the-book™ approach that
strictly follows formal rules within a command-and-control regulatory context
(Dasgupta, Hettige, & Wheeler, 2000; Scholz & Pinney, 1995; Winter & May, 2001).
Dictated by a legal orientation, enterprises achieve compliance through the closest
reference to the letter of the law, transforming the legal text into internal compliance
procedures and verification mechanisms (May & Winter, 1999); they follow the letter of

law as the sole guiding rule, without allowing any deviations.
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3.1.2 Accommodation

The “accommodation” dimension refers to a compliance approach that places
priority on dealing with political or bureaucratic demands (Cho, Patten, & Roberts, 2006;
Levy & Egan, 2003). Firms might consider regulatory agencies, rather than legislators,
as the central point of contact for responding to the requirements of public policy
(Economy, 2010; Wang et al., 2003). For example, the political pressure from
campaign-style enforcement has contributed to reductions in industrial pollution in
China in the past two decades (Li & Foster, 2008; Van Rooij, 2006). Unlike formalism,
accommodation emphasizes achieving compliance legitimacy through reconciliation and
adaptation to informal rules and demands. One form of accommodation is business
participation in government-sponsored voluntary environmental programs (VEPs) to
maintain or strengthen the relationship with regulators (Darnall, Potoski, & Prakash,

2010; Short & Toffel, 2008).

3.1.3 Referencing

The “referencing” dimension refers to a compliance approach that embraces a
close imitation (either intentional or unconscious) of peers’ compliance practices or
follows professional guidelines recommended/promulgated by industrial trade
associations (Bansal & Clelland, 2004; Greenwood, Suddaby, & Hinings, 2002;
Lieberman & Asaba, 2006). It reflects the standards of external reference groups more
than internal management preferences in compliance. Such behaviors may be a result of

calculated judgment on who and when to follow (King & Lenox, 2000), or simply a lack
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of experience. Regarding calculated imitation, gaining the approval and respect of others

is often a key concern (May, 2005; Scholz & Lubell, 1998).

3.1.4 Self-determination

The “self-determination” dimension refers to a discretionary approach that
emphasizes intellectual flexibility, self-discretion, and autonomy (Majumdar & Marcus,
2001; Oliver, 1991; Rome, 1992; Sharma, 2000). Enterprises under this category
prioritize their own interest with limited external influence and interference.
Organization-environment studies have highlighted the importance of managerial
discretion and autonomy in responding to external pressures (Crilly, Zollo, & Hansen,
2012; Goodrick & Salancik, 1996; Okhmatovskiy & David, 2012). In responding to
mandatory demands, multi-national corporations (MNC) were found to use the “double
standard” approach, adapting their subsidiaries’ environmental programs to local
conditions instead of using a unified practice (Diestre & Rajagopalan, 2011).
Organizational discretion is also found in responses to non-mandatory pressures. For
instance, Okhmatovskiy and David (2012) discussed the “substitution response”
whereby firms develop their own internal corporate governance codes when they find it
difficult to comply with all non-mandatory governmental requirements. A number of
case studies describe the detailed process of using alternative standards to respond to an
external standard (Bartley, 2007; Hoffman, 1996). In adopting the ISO 14001
Environmental Management System, some firms follow the public audit procedure in
EMS enforcement, while others choose to adopt it privately without certification (King,

Lenox, & Terlaak, 2005) and establish flexibility in their internal implementations
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(Huising & Silbey, 2011). Self-determination can also take an industrial form in which
companies construct private regulation systems to deal with the negative spillover effect
(Barnett & King, 2008; Terlaak & King, 2006). As a result of self-determination, some
firms may no longer be subject to costly regulatory demands. For example, firms may
transfer waste to a third party processor, which will take up the liability for pollution
emission compliance. All these examples show that organizations do not ignore

regulatory demands but simply use different approaches to address the related issues.

However, it should be noted that both greater complying efforts and evasion of
regulations may coexist among self-determiners. For instance, in a study examining the
adoption of internal corporate governance codes (ICGCs) in Russian firms,
Okhmatovskiy and David (2012) found significant organizational variations: some
ICGCs present very detailed and instrumental guidelines, whereas others only provide
general policies. On the one hand, some companies employ advanced green technology.
“Reverse decoupling” was detected, whereby many firms implement management
systems that go beyond the ISO 14001 standards requirement (Terlaak & King, 2006).
Some MNCs introduce uniform green standards and encourage global technology
transfer (Christmann & Taylor, 2001; Dowell, Hart, & Yeung, 2000). On the other hand,
some firms transfer their polluting businesses to more loosely regulated countries—a
practice known as “regulation shopping” (Eskeland, 2003), decouple their daily
operating practices with regulatory standards (Boiral, 2007), or lobby/influence

legislators for favorable public policy decisions (Schuler, Rehbein, & Cramer, 2002)’.

7 Greenwashing as an approach to attention deflection can be considered as an example of decoupling
(Delmas & Burbano, 2011; Lyon & Maxwell, 2011; Marquis & Toffel, 2012).
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This evasion element in self-determination is thus similar to the “escape” tactic
proposed by Oliver (1991), whereby the organization reduces the extent to which it is

inspected and scrutinized.

3.2 OC, RI, and CCS (Study 1)

Corporate behavior is often shaped by the strategic interplay between internal and
external constraints (Hoffman, 2001; Oliver, 1991). For instance, Pache and Santos
(2010) provide a theoretical model of organizational responses to institutional conflicts
by considering the nature of both external demands and internal representations. CCS,
which is highly dependent on institutional and organizational conditions, is no exception.
Firms need to balance the inconsistencies between institutional expectations and internal
organizational efficiency. Following regulatory compliance and the NRBV literature, we
hypothesize that corporate responses to regulatory requirements are influenced by two
key factors—organizational capacity (OC) and regulatory intensity (RI). In the
following section, we develop hypotheses concerning the role of OC and RC in co-

shaping CCS. Figure 3.1 presents the model.
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Figure 3.1 Research Model of Study 1
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3.2.1 OC and CCS

Since corporate success depends not only on the amount of resources but also the
way they are allocated and deployed (Teece, Pisano, & Shuen, 1997), in general a firm’s
organizational capacity will positively affect its CCS adoption to secure compliance
legitimacy, as the NRBV theory suggests. Drawing on this general assumption, we

further explore the effect of OC on individual CSS dimensions.

First, organizational capacity is crucial to a mechanistic compliance approach of
formalism (Gunningham, Kagan, & Thornton, 2003; May, 2005). Firms’ knowledge of
regulatory requirement is prerequisite to compliance, since non-compliance is
sometimes due to ignorance rather than deliberate evasion (Brehm & Hamilton, 1996).

Second, organizational capacity is indispensable in facilitating accommodation. In
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addition to the tangible resources needed for internal implementation, intangible
resources such as political acumen are also necessary to access policy makers’ decisions
(Baron, 2003; Bonardi & Keim, 2005) and manage external constituencies (Hillman &
Hitt, 1999; Wang et al., 2003). For instance, managerial ties (e.g. the so-called “guanxi”
in the Chinese context) can enable firms to pursue information such as potential
regulation changes and political favors (Park & Luo, 2001). Firms that have direct
experiences with politicians and regulators can also better understand policy makers’
preference patterns (Hambrick, 2007; Ring, Lenway, & Govekar, 1990). Third,
organizational capacity is essential to organizational learning. The question following
whether a firm should learn from its peers’ practices is whether resource adequacy
allows the implementation of such imitation decisions (Russo & Harrison, 2005;
Semadeni & Anderson, 2010). A firm with forward-thinking top executives might be
more open-minded towards learning from environmental pioneers. An industrial new
entrant’s prior know-how in environmental protection is also highly valuable in enabling
it to understand and follow the rules in the new domain (Diestre & Rajagopalan, 2011).
Last, organizational capacity is a critical factor in being self-determining. Firms’ history
of experiences with regulators can assist intellectual interpretation of the dynamic
environment in making independent decisions. Prior knowledge in improved
performance will also reduce barriers to the pursuit of advanced environmental
strategies (Rugman & Verbeke, 1998). Organizational and supervisory support is
particularly important in encouraging employees’ eco-innovation (Ramus & Steger,

2000).
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In sum, we propose that:

HI1. A regulatee’s organizational capacity is positively related to each of
the four compliance style dimensions: formalism, accommodation,

referencing, and self-determination.

3.2.2 Regulatory Intensity and CCS

Regulatory intensity (RI) is the degree of compliance demand from a wide
variety of external stakeholders. Two groups of stakeholders are identified—one
involving various government entities (GVRI) and the other involving various societal
and market actors (NGRI) that may exert pressure on enterprises regarding their
environmental performance. Regulatory pressure from government stakeholders may
induce enterprise executives to meet their demands by making sure that formal
regulatory requirements are met and that their opinions are taken into account. When
these formal demands are clear and enforcement is strict, the safest strategy for an
enterprise is to follow formal rules rigorously (Stafford, 2002) or to match the expressed
expectations of political and bureaucratic stakeholders (Hansen, Johannsen, & Larsen,
2002). Recent empirical studies in China have generated many insights into how
improvements in legal enforcement may help secure greater corporate compliance (Liu
& Anbumozhi., 2010; Wang & Jin, 2007), and how campaign-style political actions
may motivate enterprises to improve on environmental management (Li & Foster, 2008;

Van Rooij, 2006).
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Thus we hypothesize that:

H2. The regulatory intensity from government stakeholders is positively
associated with the compliance style dimensions of formalism and

accommodation.

Regulatory demands/pressures from non-government stakeholders create more
complex challenges to enterprise executives, as their demands often go beyond simply
meeting government-mandated pollution-reduction targets. In the context of China, for
example, environmental NGOs have become more and more active in promoting policy
reform and corporate compliance (Zhan & Tang, 2013). To respond to these types of
demands, enterprise executives often have to draw on experiences from their peers and
to adopt more innovative approaches to meet rising societal expectations. An enterprise,
for example, may follow the known practices of its peers as a way to maintain its
corporate reputation in the industry. An enterprise may gain the first-mover advantage
in a highly competitive market by investing in eco-innovation and progressive programs
(Doh & Pearce, 2004). Under the pressures of market stakeholders, some Chinese auto
manufacturers have, for instance, begun to adopt green supply chain management (Zhu,

Sarkis, & Lai, 2007).

Thus we hypothesize that:

H3. The regulatory intensity from non-government stakeholders is
positively associated with the compliance style dimensions of referencing

and self-determination.
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3.2.3 Interactions on CCS

Recent empirical studies of environmental protection in China also generated
some insights on how external institutional environments and internal organizational
factors affect enterprises’ environmental management practices in China (Chan, 2005;
Christmann and Taylor, 2001; Liu et al., 2010; Ma and Ortolano, 2000; Yang and Yao,
2012; Zhan, Lo, and Tang, forthcoming). Of particular relevance for this paper are two
recent studies on enterprises in Guangdong, China. Based on a survey in 2007 of Hong
Kong-owned enterprises operating in Guangdong Province, Lo, Fryxell, and Tang (2010)
found that government pressures are associated with stronger management motivation
for better environmental protection measures, but societal pressures are associated with
weaker management motivation. Drawing on the same survey Yee, Lo, and Tang (2013)
found that demands from the local environmental protection bureau and top
management attitude were positively associated with better environmental management
practices, but extra-legal community action had a negative association with corporate
environmental management practices. Both studies offered reasonable explanations for
these results by reference to the specific political and social contexts of China. A
limitation of the two studies, however, was that they did not examine the effect of
internal organizational capacity, the interactive effects of government and non-
government pressures, and different corporate compliance styles.

Regulatory intensity and organizational capacity are likely to interact in complex
ways to influence corporate compliance style. From an efficiency perspective,
compliance with regulatory requirements often represents pure costs. To minimize such

costs, an enterprise has to consider the constraints imposed by both organizational
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capacity and pressures from a wide array of external stakeholders. The interacting
effects of internal resource constraints and external stakeholder pressures have been
identified in a number of previous studies (Aragoén-Correa & Sharma, 2003; Bansal,
2005; Rugman & Verbeke, 1998). Business firms, for example, may find more effective
solutions to environmental challenges by working closely with suppliers and customers
(Prakash & Potoski, 2006). In addition to the dyadic relationship between the focal
organization and individual stakeholders, pressures coming from government and non-
government stakeholders may have interacting influences on a firm’s environmental
practices (Delmas & Toffel, 2008; Gunningham, Kagan, & Thornton, 2003). Enterprises
in China are often faced with regulatory pressures from multiple fronts (government and
non-government actors) and varied means (legal and extra-legal) (Tilt, 2007; Van Rooij,
2010). Different alignments of internal and external factors may affect a firm’s
compliance strategies (Neville & Menguc, 2006). Since it is difficult to speculate on all
the possible scenarios, we adopt the following general hypothesis in an exploratory

analysis:

H4. Organizational capacity and regulatory intensity from government
and non-government stakeholders have an interactive effect on corporate

compliance style.

3.3 The Moderated Mediation Model (Study 2)

The central premise of this model is that the relationship between organizational
capacity and environmental practices is non-linear, and there are factors that mediate

and moderate the relationship between OC and PEM. We examine how the effects of
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OC on PEM are mediated by the extent to which firms adopt a certain CCS dimension.

We also developed the theoretical rationale for the moderating role of NGC on the

mediation process. All these proposed relationships are summarized and presented in

Figure 3.2.

Figure 3.2 The Moderated Mediation Model (Study 2)
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3.3.1 The Mediating Role of CCS

Proactive
Environmental
Management

The positive association between organizational resources (capabilities) and

environmental performance has been confirmed in many resource-based view (RBV)

studies (e.g., Aragon-Correa & Sharma, 2003; Russo & Fouts, 1997; Sharma &

Vredenburg, 1998). Compared to remedial actions, PEM activities usually require more

tangible and intangible inputs in internal management. For instance, some ISO-certified

firms do not fully implement the standards because of the high costs of complying with

the continual improvement principle in the ISO standards (Yeung & Mok, 2005). A firm
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with a more experienced board of directors is also more likely to adopt a proactive

environmental strategy (Walls & Hoffman, 2013).

Besides having a direct impact, organizational capacity can also indirectly affect
PEM engagement via CCS adoptions. To enterprises nowadays, resource application in
environmental protection is far from a simple investment in green technologies, but
rather involves more complex tactics and strategies in balancing compliance legitimacy
and organizational efficiency. The adoption of a compliance style either offers an
external benchmark set by formal laws and political demands to go beyond compliance,
or allows market adaptation and organizational autonomy to facilitate green changes.
Therefore, CCS adoptions can potentially improve resource allocation and enhance
PEM performance. We develop a general hypothesis that a firm’s CCS adoption level

plays an important role in bridging a firm’s resource endowment and PEM:

H5. Corporate compliance style mediates the positive association between

organizational capacity and proactive environmental management.

3.3.3 The Moderating Role of NGC

The indirect association between OC and PEM through CCS may further depend
on firms’ normative green commitment. This is because NGC relates not only to firms’
interpretation of the legitimacy of environmental issues but also to their effort to support
environmental policy implementation. Regarding formalism, highly committed firms are
likely to exceed formal demands, while less committed ones may adopt a more

ceremonial behavior (Weaver, Trevifio, & Cochran, 1999). In terms of accommodating

55



political demands, firms with a strong commitment may consider the potential benefit to
society and nature, while the less committed may be more concerned about the cost of

satisfying additional requirements.

Whether referencing firms take up pro-environmental actions depends on how
they perceive that their peers are doing. Highly committed firms are inclined to follow
proactive models, while the less committed may deem it unnecessary to invest in
greener technologies, or may even follow bad apples. The latter is common, especially
in a loose regulatory context where non-compliance overwhelms “beyond green”. In
these circumstances, the more a firm remains consistent with its peers, the less likely it
is to improve in PEM. In terms of self-determination, firms are more likely to engage in
pro-environmental practices if they strongly perceive reducing environmental harm to
be a social duty (Gunningham & Grabosky, 1998). Less committed firms, however, are

likely to race to the bottom. Thus, we predict that:

H6. Normative green commitment moderates the indirect effect of
organizational capacity on proactive environmental management through
corporate compliance style: the indirect effect of compliance style
dimensions is stronger when a firm has a higher degree of normative

green commitment.
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CHAPTER 4 RESEARCH DESIGN AND

METHODOLOGY

4.1 The Chinese Environmental Regulatory Context

The existing literature has provided many insights into how the unique Chinese
context, such as the cultural, political and legal background, and the stage of economic
development, affects corporate environmental protection. For instance, Chinese
managers were found to favor a centralized decision-making approach in dealing with
environmental issues (Cummings, 2008). In terms of VEP participation, firms in China
are more likely to engage in symbolic implementation for ISO certification, because the
concepts of self-regulation are relatively new in the transition economy (Christmann &
Taylor, 2006). Such symbolic implementation is also accompanied by a relatively
weaker involvement of industrial associations in China than in industrialized countries
(Hu, 2007). These findings might be partly explained by the specific environmental

regulatory context in China.

As widely stated in the literature, policy implementation in China relies on a top-
down political structure (Manion, 2004), and many elements of environmental measures
are policy statements and propositions of ideals rather than formal laws (Beyer, 2006).
With the environmental legal framework relying greatly on informal demands rather
than rule-based mediation (Morton, 2006), political efforts in the past three decades

increasingly established institutions and norms to protect the environment, as well as

57



laying the foundation to integrate environmental protection into future economic
development (Economy, 2010). For instance, the “energy saving and emission reduction”
policy implementation became a national campaign in 2007, when the Premier was in
charge of the issue. In addition, the former State Environmental Protection
Administration’s (SEPA) upgrade to the Ministry of Environmental Protection (MEP) in
2008 also gave a considerable boost to both the enforcement capacity of local EPBs and
regulated entities’ perception of the importance of compliance legitimacy. Nevertheless,
the “fragmented authoritarianism” problem (Tanner, 1994) of segmentation of
governmental authorities into environmental and non-environmental ministries remains
and has limited the legislation and implementation of some environmental policies and

regulations (Jahiel, 1998; Zhu & Ru, 2008).

Though government intervention is still the primary force in environmental
governance in China, civil society is becoming more active than before in improving
corporate compliance. For example, citizens in China’s urban areas have become better
informed about environmental problems (Huang, Zhang, & Deng, 2006). The survey
results suggest that about 64% of respondents in the Ningbo area are aware of “Chinese
environmental labeling”; over two thirds are willing to pay for environmental
improvement and green products. Regarding direct involvement, Tilt’s case study (2007)
found that media exposure by a provincial level television station, alerted by the local
farmers’ collective actions, played a key part in the decision to permanently close
polluting firms in a small town in China. Similar findings can be seen in Van Rooij’s

study (2006), where strong community pressure had a regulatory impact, especially
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when the media became involved. In terms of market demands on greener companies,
listed/TPO companies are currently under stringent regulatory demands from the
Securities Regulatory Commission (SRC) and the Stock Exchange on environmental
performance and information disclosure (Liu & Anbumozhi, 2009). Given such
institutional uniqueness and evolution in China’s environmental regulation in the past
decade, further research is needed to investigate the mechanisms through which

enterprises respond and adapt to regulatory dynamics.

4.2 Research Design

We collected data in manufacturing firms operating in the PRD region of
Guangdong Province. Widely known as the “world’s factory” for almost three decades,
it is home to tens of thousands of manufacturing plants, which differ widely in their
environmental performance. The region also leads the nation as the forerunner of local
environmental policy reform, making it a useful window for identifying the frontier of
ecological modernization in China (Yee, Lo, & Tang, 2013). Indeed, enterprises in this
region have been increasingly under more legalistic regulation and stricter enforcement
from local environmental protection bureaus (EPBs) (Francesch, Lo, & Tang, 2012). At
the same time, they have been under greater societal and market demands for industrial
pollution reduction from an increasingly affluent society (Lo, Fryxell, & Tang, 2010).
Given the vastness and geographical diversity of China, experiences in Guangdong are
not necessarily representative of the whole country; yet they provide useful clues for
understanding corporate environmental compliance in China and other developing
countries.
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The research strategy in this study involved the complementary use of a survey,
personal interviews (both in-depth and structured) and a case study within
manufacturing companies. A pilot study was conducted first to serve three purposes: (1)
to get a general idea of how companies perceive and deal with environmental regulation,
(2) to pretest the reliability of key variables, and 3) to help troubleshoot the
questionnaire to be used in the second phase survey and inform the semi-structured
interview and the design of the case study. Considerable effort was devoted to
administering a larger sample survey as well as a post-survey case study and interviews.
The triangulation effect of mixed methods was achieved. The survey provides data on a
broad spectrum of enterprises in different sizes and industries, as well as internal and
external circumstances. The follow-up case study and interviews help to identify varied
patterns in specific situations and to contextualize statistical findings from the surveys
(Axinn & Pearce, 2006; Yin, 1989). In addition, data triangulation was also achieved in
the case study through comparison between the interview results and objective data such

as official environmental statistics.

4.3 Data Collection

A summary of data collection is shown in Table 4.1.
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Table 4.1 Data Collection Procedure

Response rate & Interview

material
Pilot survey 2010.9-2011.2 71/110, 64.5%
Manufacturing companies in
PRD
The main survey 2011.3-5 121/300, 40.3%
Manufacturing companies in
PRD
Total: 192/410, 46.8 %
2012.4-5
Case study and in- Vice presidents, general Archival documents and semi-
depth interviews managers, and environmental structured interview
managers

4.3.1 The Pilot Study

The first stage was a pilot survey performed in late 2010 in a business
environmental seminar. The survey questionnaire was given to the most senior corporate
executive of each company or the top manager of the company who was most
knowledgeable about corporate environmental management issues. Out of 110
questionnaires distributed, 71 executives responded, giving a response rate of 64.5%.
Given the exploratory nature of the pilot study, the sample size was considered
appropriate for obtaining preliminary insights and for assessing the wvalidity of
measurement items (Denzin & Lincoln, 1994). We removed one item measuring

formalism and one item measuring self-determination to achieve better reliability. The
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Cronbach’s alphas ranged between 0.76 and 0.92, indicating that the measurements

were reliable (Nunnally, 1967)°.

4.3.2 The Main Survey

The main survey was implemented in early 2011, with logistic support from the
management offices of four industrial parks in the PRD region. Before the survey, we
organized a briefing session for the personnel assigned to administering the survey,
concerning the procedure of distributing and collecting the questionnaires in individual
enterprises within their respective industrial parks. We contacted them three weeks later
to follow up on their progress. Among the 300 enterprises selected, 121 usable
questionnaires were returned, representing a response rate of 40.3%. Since the samples
in the pilot study and the main survey were not significantly different in terms of firm
features, we combined these two datasets in the statistical analysis (for a total of 192
samples)’. The Cronbach’s alphas reported in the following section and the statistical

analysis are based on the combined dataset.

Surveyed enterprises included hardware and electronics, paper and packaging,
chemical, power plant, metal and machinery manufacture, among others. Table 4.2
presents detailed information on these demographical features. About two thirds of the
surveyed companies were private-owned enterprises (67%), followed by foreign-

controlled businesses (17%) and state-controlled joint ventures (13%). State-owned

¥ Specifically, the alpha scores of the CCS variables are: formalism (3 items)—o = .76, accommodation (4
items)—a = .83, referencing (4 items)—oa = .88, and self-determination (3 items)—o = .92.

? Additional regressions were conducted using the main survey data only. The hypotheses testing results
remain consistent with those using the combined dataset with the exception that the interaction of GVRI
and NGRI on accommodation is only marginally significant.
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enterprises only accounted for 3% of the sample. All firms had factories operating in
mainland China, and about 85% percent were headquartered there. With regard to the
years of operation, about 60% of the enterprises had been operating in their current
location for 10 years or less, and 17.7% of them for 11-15 years. About 22.3% of the
companies had operated in the local area more than 15 years. Firm size is divided into
three groups: “1” including firms with fewer than 100 employees (38%), “2” 100-499
employees (32%), and “3” more than 500 employees (30%). Concerning the percentage
of exports, 10% of the companies had fewer than 10 percent of export sales, 16% had
11-20 percent of exports, 13% had 21-30 percent of exports, 10% had 31-40 percent of
exports, 11% had 41-50 percent of exports, and 16% had over 50 percent of exports.
The majority of respondents were general managers (78.7%), followed by 11.2%

environmental managers, and 10.1% board members.
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Table 4.2 Organizational Features and Respondents Characteristics (N=192)

Firm features No. of firms Percentage
Year of Less than 5 years 60 31.3
operation 5-10 years 57 29.7
11-15 years 34 17.7
16-20 years 14 7.3
21-25 years 4 2.1
> 25 years 10 5.2
Type of Private-owned enterprises (POEs) 130 67.7
ownership Foreign-controlled businesses (FCBs) 32 16.7
State-controlled joint ventures (SJVs) 24 12.5
State-owned enterprises (SOEs) 6 3.1
Number of Under 100 74 38.5
employees 100-499 61 31.8
500-999 28 14.6
1000-4999 18 9.4
Over 5000 6 3.1
Percentage of Under 10% 19 9.9
products 10-20% 30 15.6
exported 21-30% 26 13.5
31-40% 19 9.9
41-50% 22 11.5
Above 50% 31 16.1
Not applicable 31 16.1
Headquarter China 160 83.3
Abroad 9 4.7
HK 11 5.7
Respondent No. of Percentage
features respondents
Position Board member 17 10.1
General manager 133 78.7
Environmental manager/staff 19 11.2
Tenure Less than 5 years 66 43.4
5-10 years 61 40.1
> 10 years 25 16.5

To appreciate the value of the two surveys, one needs to understand the general

difficulties of administering policy and management questionnaire surveys in China
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(Christensen et al., 2012; Roy, Walters, & Luk, 2001), particularly when the survey
involves sensitive environmental issues (Lo & Tang, 2006). Enterprise executives, for
example, are often concerned about information on their companies’ environmental
practices being passed on to the mass media and business competitors, causing them
political or economic problems. Response rates in this study were higher than those in
recent environmental studies in the U.S. (20%, Christmann, 2004; 13%, Darnall, Potoski,
& Prakash, 2010; 11.2%, Delmas & Keller, 2005) and China (10.2%, Liu et al., 2010).
This is partly due to the assistance we obtained from the business seminar organizer (for
the pilot survey) and the industrial park management offices (for the main survey).
Meanwhile, to ensure that all participation was voluntary and that participants were free
to express their opinions, strict confidentiality was promised and no identification
information was requested of the respondents. Since the questions measuring
compliance styles are not directly about environmental performance, but about strategic
approaches, social desirability bias for the respondents to over-state achievements are

minimized.

4.3.3 Case Study & In-depth Interviews

In-depth interviews were conducted after the completion of the survey and data
analysis in the first half of 2012. From the same population above, 10 firms with
outstanding environmental performance were chosen for interview. As indicated by their
voluntary participation in the Clean Production Program organized by the provincial
environmental protection bureau, this group of exemplary firms can be considered as the

pioneers in corporate environmental compliance in China.
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I included these 10 cases because it became evident that few new ideas were
emerging as the data collection process progressed. This sign of “theoretical saturation”
(Glaser & Strauss, 1967) suggested that there was enough data methodologically in the
selected 10 cases to meet the research objectives. Four of the selected firms were located
in the downtown area, while the other six were in the suburbs (industrial parks). Six
firms were SOEs, three were POEs, and one was a joint venture (JV). Regarding the
listing status, 6 were listed in the mainland China stock market, one in Singapore, one
was in IPO, and the remaining two did not have any IPO plans at the time of the

interviews. Table 4.3 shows the key characteristics of the interviewed firms.
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Table 4.3 Enterprise Profiles in Case Studies

Firms Industrial sector Location Ownership Listing status Interviewees
Subsidi
. ) ubsidiary of Environmental
Pharmaceutical ~ Downtown SOE listed company
1 ) . manager (EM)
in China
2 Chemical Downtown SOE China EM
Subsidiary of ) .
t
3 Electric power Downtown SOE listed company Vice presiden
) . and EM
in China
. General
4 Machinery Downtown POE /
manager
5 Electrical Suburb v / General
machinery manager
6 Chemical Suburb POE Singapore EM
. Subsidiary of
Non-metall .
7 on me‘a 1 Suburb SOE listed company EM
material . .
in China
8 Food Downtown SOE In IPO EM
El i
9 ectronic Suburb SOE China EM
component
10 Waste recycling Suburb POE China EM

We collected data from two different sources: (1) Archival documents: including

annual reports, internal environmental documents such as the sustainability report (Case

3 & 7), CP program application and assessment files (Case 1), and the environmental

performance report for [PO or listed companies (Case 1, 2, 3, 7, 8, 9, & 10). (2)

Interviews: we conducted interviews in 10 selected firms between April and July 2012.

Before each interview, we emailed or called the company to seek permission and

confirm the interview schedule. In the majority of cases, we interviewed senior

executives because they were likely to be involved in their company’s overall strategic

decision-making. All the interviewees were knowledgeable about or directly in charge

67



of the company’s environmental management. Each interview lasted around 1.5 hours,
with questions focused on seven aspects of corporate regulatory compliance: major tasks
of compliance, environmental strategies, internal capacities, compliance experiences,
sources of compliance pressure, possible improvement, and stakeholder expectations

(see Appendix I).

4.4 Measurement

The measures of corporate compliance style, organizational capacity, regulatory
intensity, corporate green commitment, and proactive environmental management were
in the questionnaire. We developed the measurements of OC, RC, NGC and PEM
following well-tested constructs in the current literature. All items were measured on a
seven-point Likert scale, with detailed wording provided in Appendix II (CCS
measurement is also shown in Table 4.4, while PEM measurements are also shown in
Table 5.5). All measures were developed in English and translated into Chinese by a

bilingual expert.

4.4.1 PEM

PEM is the dependent variable in the research model of Study 2. Since PEM
does not necessarily equal the sum of environmental programs and tools, a feasible
measurement is to identify to what extent the major pro-environmental
programs/initiatives are integrated into business operations. Following the scales
developed in corporate environmental management studies (particularly those in the

Chinese regulatory context, e.g. Liu et al., 2010; Lo, Fryxell, & Tang, 2010; Yee, Lo, &
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Tang, 2013), we asked respondents to describe the adoption level of 10 pro-
environmental practices. For each practice, we presented the following seven-point scale:
“not being considered” (coded 1), “considered with no further implementation™ (2),
“piloted it without official implementation” (3), “implemented but not the focus” (4),
“currently implementing as a focus” (5), “implemented and closely connected to other
departments” (6), and “successfully implemented as an integral part of business
operation” (7). By providing intermediate choices to respondents, we were able to
obtain a more nuanced measure instead of a simple dichotomous response as to whether
or not a PEM practice was adopted. We then summed the 10 items together to measure

PEM (Cronbach’s alpha: .93).

44.2 CCS

We adopted a total of 14 items to measure four CCS dimensions (after the
deletion of 2 items based on pilot study results). Each item is based on a statement by
which respondents indicate how strongly they agree that their company has adopted a
certain compliance style dimension. Items were first reviewed by a group of academics,
industry experts, and local EPB officials to ensure that the measures were relevant and
easy to understand. Revisions to the questionnaire were made based on these inputs.
Factor analysis was conducted using varimax rotation. Table 4.4 shows that four
components, accounting for 61.4% of the variance among the 14 items, were
extracted—each with an eigenvalue greater than 1.0. We then formed a scale for each

style dimension by averaging all items under each heading.
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Table 4.4 A Principal Component Analysis of CCS Items

Component/item content

Formalism a = .70

We emphasize whether we meet the formal environmental standards

Our most important duty is to strictly follow environmental laws
Formal regulation is our compliance benchmark and guideline
Accommodation a = .72

Central political leaders’ environmental opinion is important to us
Local political leaders’ environmental opinion is important to us
Local people’s congresses and CPPCC’s opinion is important to us
Local EPB’s environmental opinion is not important to us (R)
Referencing o =.78

We learn from green pioneers’ environmental actions

We try to be consistent with competitors’ environmental behaviors
We communicate with peers on environmental issues

We adopt industrial associations’ environmental recommendations
Self-determination a = .73

We have our own plan in environmental protection

We have our own understanding of greening the company

We have our own environmental performance evaluation system
Note: (R) Reverse worded

-.010
.296
.069

.148
101
490
-.033

73
614
776
795

295
116
130

Component
2 3
291 .009
.069 120
.069 121
797 -.022
855 .095
S00 .036
S19 313
.063 203
.188 131
.047 203
-.005 .035
147 678
.028 875
.079 731

623
818
793

.193
021
184
184

.086
.019
.094
A11

-.038
126
128
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We further conducted a confirmatory factor analysis to evaluate the convergent,
discriminant, and nomological validity of the CCS constructs using AMOS 19.0. The
results showed that the hypothesized four-factor model yields a good fit (CFI = .95, TLI
= .93, RMSEA = .05; y* = 102.52, degrees of freedom = 66, p < .01). A better fit was
noted when compared with the one-factor model (Ay> = 300.45, A df = 11, p < .001).
The y° /df ratios 1.55 (< 2.0) in the four-factor model indicates a very good fit (Hair et al.
2010). The RMSEA of 0.05 here is below the standard threshold (.08). These results
confirm that all loadings are highly significant, as required for convergent validity. The
average variance-extracted values for any two factors are greater than the corresponding
inter-construct squared correlations, indicating no problems with discriminant validity
for the four-factor CCS model. Nomological validity was also supported, as the four

factors are positively related to each other'’.
443 0C

The measurements for OC are adapted from Russo and Fouts (1997), which
capture managers’ perceptions of a firm’s resource endowment. A total of 12 items were
used, including those related to technical resources, human and financial capital, and
various intangible resources. More specifically, three items were set to indicate firms’
technical resources. Five items were used to measure financial and human resources.

Four items were used to measure intangible resources. The Cronbach’s alpha was .87.

' 1t also suggests that the common method bias is not a serious problem since four factors were identified.
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444 RI

A total of 12 items were used to measure RI''. GVRI was measured by asking
respondents if they had faced explicit environmental demands from four government
stakeholders, namely the central government, the local government, the local EPB, and
other government agencies. The Cronbach’s alpha was .80. Similarly, NGRI was
measured by asking respondents if they faced demands from eight non-government

stakeholders. The Cronbach’s alpha was .88.

445 NGC

The measurement of NGC was adapted from the normative dimension of Meyer
and Allen’s (1997) scale as the most widely used organizational commitment
measurement. To be more suitable for the environmental context, we revised the
original items and excluded those unrelated to environmental management. A total of
three items were employed: (1) “we are responsible for the negative environmental
externality that we produced”, (2) “the reason we keep working on environmental
management is that we strongly believe compliance is important and we feel a moral
obligation to do so”, and (3) “reducing environmental pollution is our responsibility”.

The Cronbach’s alpha was .85.

' Exploratory factor analysis results show that the two components (GVRI and NGRI) accounting for 59%
of the variance among the 12 items—each with an eigenvalue greater than 1.0.
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4.4.6 Controls

We included dummy and other proxy variables in the analysis: (1) years of
operation in the current location, (2) firm size, (3) export proportion, (4) ownership, and
5) degree of industrial pollution. Years of operation are important because more
developed firms are likely to encounter greater pollution problems and face the need to
adjust corporate strategies to cope with them (Henderson & Clark, 1990). Regarding the
role of firm size, larger enterprises normally have higher productivity and also produce
more pollution emissions due to economies of scale. They are also more visible and
more likely to be targets of social pressure. Thus firm size as measured by the number of
employees was controlled. We also controlled the effect of export proportion in the
firm’s annual sales. This is because export-oriented firms usually face greater pressure
from international markets and export countries for better environmental practices
(Christmann & Taylor, 2001; Gunningham, Kagan, & Thornton, 2003). We introduced
three dummy variables to differentiate firms among four ownership groups: SOEs, SJVs,
FCBs, and POEs. We selected these four types because existing studies show that
managers’ perception of environmental issues reflects different ownership types in
China (e.g. Steger, Fang, & Lii, 2003). Two dummy variables were introduced to capture
the industrial differences in pollution levels. Three groups—high, medium, and low—

were classified following the advice of a vice deputy of a local EPB.

4.5 Analytical Procedures

We conducted several preliminary analyses before testing the hypotheses. We

examined the likelihood of non-response bias in the main survey, following Kanuk and
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Berenson’s recommendations (1975). First, there are no obvious demographic
differences between responding and non-responding enterprises in terms of firm size
and ownership. Second, we divided the respondents into two groups by response time.
T-test results revealed no significant differences in mean scores of firm features between
carly respondents (first 75%) and late respondents (last 25%)'2. To minimize the
potential risk of common method biases, we presented the survey items in a
nonthreatening, neutral tone (Nederhof, 1985), followed by a Harman one-factor test
(Harman, 1976). The first factor accounted for 25% of the variance. The results hence
eliminated the possibility of any serious problem associated with common method

biases.

To test the hypotheses in Study 1, we conducted hierarchical multiple
regressions. All variables were standardized before entering into the regression, to avoid
multicollinearity and unstable regression estimates'>. After regressing CCS on the
control variables in step 1, we entered OC, GVRI, and NGRI in step 2. In step 3, we

entered the three interaction terms: OCXGVRI, OCXNGRI, and GVRIXNGRI.

To test the mediation hypothesis in Study 2, we followed Baron and Kenny’s
(1986) procedure of mediation effect test. In a complementary analysis, we used an
SPSS macro developed by Preacher and Hayes (2008) to test the multiple-mediator
model. The advantage of this technique is that one learns whether the mediation is

independent of the effect of the other mediators by testing all mediators simultaneously.

12 As late respondents to mail surveys resemble more to non-respondents than early respondents (Fowler,
1993), significant differences could have indicated a response bias.

' The correlation between GVRI and NGRI is relatively high (.73) and may lead to multicollinearity
concerns. We checked the Variance Inflation Factor (VIF) measures of these two variables, and the VIF
for both was around 2.0 and below the threshold (5.0).
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To test the moderated mediation hypothesis, we conducted hierarchical multiple
regressions following the steps suggested by Muller, Judd, and Yzerbyt (2005) in testing

moderated mediation. Three models were tested'*:

Y=b;ot+b11 X+b;2Mo+b;3:XMo-+e; (D)
Me=b,gtby; X+brnMo+by; XMo+e, 2)
Y:b30+b3 1X+b32MO+b33XMO+b34Me+b35MCMO+€3 (3)

The moderated mediation effect is confirmed if 1) by is significantly different
from zero while b3 is not, or 2) either (or both) of two patterns exist: both by3 and bsy

are significant or both b,; and bss are significant (Muller, Judd, & Yzerbyt, 2005).

As regards the qualitative study, we prepared an interview summary after each
firm visit, including interview results, field observations and other information collected.
We then combined the interview summary and previously collected firm background
information to create an individual profile for each case. Transcript coding was
completed by three researchers based on our research focuses: compliance style,
organizational capacity, regulatory environment, commitment and proactive
environmental practices. Further data analyses were conducted by grouping and
integrating archival and interview data, and triangulating between managers’

perceptions and official data'.

Y- the dependent variable; X: the independent variable; Mo: moderator; Me: mediator.

'3 Content analysis rather than a qualitative comparative analysis was adopted in this study mainly
because the case studies aim only to supplement the quantitative methodology rather than work as a main
study.
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CHAPTER 5 SURVEY STUDY FINDINGS

5.1 Results of Study 1

This section presents the hypotheses testing results of Study 1. We hypothesized
that OC is positively related to CCS (H1); GVRI is positively associated with the
compliance style dimensions of formalism and accommodation (H2); NGRI is
positively associated with the compliance style dimensions of referencing and self-
determination (H3); and OC, GVRI and NGRI have an interactive effect on corporate

compliance style (H4).
5.1.1 Descriptive Statistics

Table 5.1 presents means, standard deviations, and correlations. On average, the
surveyed firms score higher on the compliance style dimensions of formalism ( « = 5.73)
and accommodation ( « = 5.41) than those of referencing ( =5 .23) and self-

determination (; = 5.25). Some control variables also suggest interesting relationships.
First, private firms are likely to score higher on the referencing dimension than firms of
other ownership types. This might indicate that private firms in China are usually
subject to greater market competition than firms of other ownership types. Second, firms
in highly polluting industries are likely to score lower on the referencing and self-
determination dimensions. This may be because highly polluting industries were the

major targets for regulatory enforcement by governments. Explicit regulatory standards
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and close surveillance from regulatory agencies make it unnecessary to follow others’

practices; they also leave limited room for organizational initiatives.
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Table 5.1 Descriptive Statistics and Correlations (N=192)*

Mean
1. Organizational capacity 541
2. Regulatory intensity from government 5.15

stakeholders

3. Regulatory intensity from non-government 4.99
stakeholders

4. Formalism 5.73
5. Accommodation 5.41
6. Referencing 5.23
7. Self-determination 5.25
8. Operation years 2.30
9. Firm size 2.04
10. Export 4.19
11. POE .68
12. FCB 17
13.SJvV 13
14. High polluting firm 17
15. Medium polluting firm 40

SD
.86
1.21

1.17

99
94
1.14
1.08
1.36
1.10
2.03
46
37
.33
37
49

46
44"

52"
46

57"
45"
-11
-.05
-.03
18"
-11
-.05
-22

73"

17
32
33"
.19
=23
-23
-.04
25"
=21
-.07
-.18°

5

.20

15"
24

46"
16"
-20
=22
-.07
42"
-28
-20
-27

*

.30

38
28"
24
.01
-.07
-.03
.05
-.02
.01
-.05
.07

35"
29"
-.03
-.05
-.04
.10

-.06
-.04
-.05
-.04

40
-.14
-.09
-.10
25"
-21
-.04

-24
13

046
15"
12
01

.02

-.02
-13
-.03

63"
-.05
-36
26"
07
29

-.20

13
-32"
26"
.10
29

-23"

10 11 12 13

-.06

09 -.64

02 -54" -16"
-15° =22 13 12
04 24" -10 -217

14

-36"

2 *_Correlation is significant at the 0.05 level (2-tailed).
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Table 5.2 shows the descriptive survey data of firms’ OC. In general, the
surveyed firms are technically capable, while intangible resources related to
environmental issues are in relative low sufficiency. Also worthy of note is that
professional human resources in the environmental field are the most lacked resources

in the firms we studied.

Table 5.2 Descriptive Data of Organizational Capacity Measuring Items

Items Mean SD
Green technology 5.53 1.18
Technical resources Technical update 5.54 1.18
Cleaner production process 5.74 1.13
Environmental staff 5.09 1.43
General employee involvement 5.50 1.32
Human Financial capacity 5.36 1.40
& Financial resources =~ Manager holds more duties 5.60 1.29
Internal coordination 5.39 1.32
Green reputation 5.49 1.29
Channel of policy information  5.36 1.42
Intangible resources Channel of tech information 5.30 1.42
Close stakeholder relationship ~ 5.31 1.56

Table 5.3 shows the descriptive statistics on RI from regulatory stakeholders.

From the perspective of the surveyed firms, “local EPB” from the government
stakeholder group exerted the greatest environmental demand on the firms (;=5.35).

This is followed by customer demands (;=5.25). The central government exerts a

higher degree of demands than the local government, while non-environmental agencies

exert the lowest degree of demands among all government stakeholders (;=5.00). In

addition, local government exerts fewer pressures than two major societal stakeholders:
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the local community ( =5, 14) and environmental NGOs ( N =5.16). Two actors from the
market category (financial organizations and competitors) rank the lowest, with mean

values of 4.69 and 4.78 respectively.

Table 5.3 Descriptive Data of Regulatory Intensity Measuring Items

Actors Mean SD
Central Government 5.19 1.56
Government Demands Local Government 5.06 1.47
Local EPB 5.35 1.47
Non-environmental Agencies 5.00 1.63
Local Community 5.14 1.51
Public Media 5.01 1.51
Non-government Environmental NGOs 516 1.49
Demands Financial Organizations 4.69 1.65
Investors 4.96 1.67
Competitors 4.78 1.63
Industrial (Business) Associations 4.96 1.76
Consumers 5.25 1.52

5.1.2 Regression Results

The estimates for the regression models are reported in Table 5.4. We found that
OC has a positive impact on all four dimensions (formalism: b = .59, p < .001;
accommodation: b = .39, p < .001; referencing: b = .52, p < .001; self-determination: b
= .47, p <.001). These results lend solid support to Hypothesis 1, which predicts that a
organizational capacity is positively related to each of the four compliance style
dimensions. The results also suggest that compared with “formalism” and “referencing”,
“self-determination” and “accommodation” are likely to require more resources given
that their beta-coefficients are lower. It is interesting to note that “accommodation”

appears to be the most resource-intensive dimension (b = .39). Apparently, handling
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political demands may distract firms from achieving cost-effective compliance, since
many political demands are temporary rather than long-term. In the Chinese regulatory
context, however, satisfying political demands is almost as important as, if not more

important than, being legally in compliance.
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Table 5.4 Regression Coefficients of Model Predicting CCS Dimensions

Formalism Accommodation Referencing Self-determination
Steps and variables Estimate SE Estimate SE Estimate SE Estimate SE
Constant 5.81 5.32 5.26 5.22
(a) Controls
Years of operation .16 .09 .043 .09 .02 12 .01 A1
Firm size -.18 .09 -.07 .09 .02 11 17 11
Export -.04 07 -.03 07 -.15 .09 -15 .08
POE .05 21 -.01 20 63" 25 24 25
FCB .06 17 .02 16 27 21 20 20
SJV 12 16 .02 15 35 20 13 19
High polluting firm .05 .08 .00 07 222" .10 =22 .09
Medium polluting firm .05 .07 -.08 .07 .06 .10 -.06 .09
(b) Main effect
0C 597 .09 4077 .09 527 .08 47 .09
GVRI -.03 11 23" 10 2217 11 041 11
NGRI -.10 12 -.02 11 427 11 .059 12
(c) Interaction
OC x GVRI .10 11 19 10 -13 11 -11 12
OC x NGRI -.14 11 -.18 10 -.14 11 -15 12
GVRI x NGRI -.02 .05 147 .05 127 .06 147 .06
(d) Model Information
R’ Controls only 3.5% 3.4% 14.6% 7.1%
AR? Controls + main 28.4%"" 233% 28.3% 18.1%
effects
AR? Controls + main 1% 51% 4.4%" 507
Effects + Interactions
Total R* (best model) 32.9% 31.8% 47.4% 30.3%
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The regulatory intensity from government stakeholders (GVRI) is positively
related to accommodation (b = .23, p < .05). Thus H2 is partially supported. In support
of H3, regulatory intensity from non-government stakeholders (NGRI) has a positive
and statistically significant effect on referencing (b = .42, p < .05). But this positive
influence was insignificant on self-determination (b = .06, n.s.), possibly because self-
determination stresses internal flexibility and autonomy rather than passive responses to

external demands.

In support of H4, which predicts interactions among internal capacity and
regulatory intensities from two groups of stakeholders, we found a marginally
significant effect of the interaction between OC and NGRI on accommodation (b = -.18,
p = .08). Nevertheless, the statistical results did not show any significant effects of
interactions between OC and GVRI. In other words, government demands play a limited
role in either strengthening or weakening the positive association between

organizational capacity and compliance style.

In support of H4, which predicts interactions between two groups of regulatory
stakeholders, we found significant interactive effects of GVRI and NGRI on three CCS
dimensions: accommodation (b = .14, p < .01), referencing (b = .12, p < .05), and self-
determination (b = .14, p < .05). Apparently, regulatory pressures from government and
non-government stakeholders have a joint effect on all dimensions except formalism.
Following the procedures outlined by Aiken and West (1991), the forms of these joint

effects are shown in Figure 5.1 (a-c).
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The positive effect of GVRI on accommodation only exists when the regulatory
intensity from non-government stakeholders is high (see Figure 5.1(a), simple slope test:
b =.37, p <.05). This positive effect fades away when there is a low degree of demand
from non-government stakeholders (simple slope test: b = .09, n.s.). Similar interaction
effects can also be observed on self-determination (see Figure 5.1(c). Referencing
appears to be mainly driven by the pressure from non-government stakeholders. NGRI’s
positive influence is stronger when regulatory intensity from governmental stakeholders
is high (see Figure 5.1(b), simple slope test: b = .59, p < .001) than when it is low
(simple slope test: b = .35, p < .05). Overall, a firm’s adoption of these three CCS
dimensions is highest when it is under high regulatory pressure from both government
and non-government stakeholders.

Figure 5.1 Plots of the Interactions between GVRI and NGRI in Predicting
Accommodation (a), Referencing (b) and Self-determination (c) (N = 192)
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5.2 Results of Study 2

This section presents the hypotheses testing results of Model 2. We hypothesized
that CCS mediates the positive relationship between OC and PEM (HS5), and NGC

moderates the indirect effect of OC on PEM through CCS (H6).

5.2.1 Descriptive Statistics

Table 5.5 provides a summary of surveyed companies’ PEM. The top four

integrated environmental programs (rated 5-6) are: recycling of resources and
byproducts (; = 5.39), routine environmental audits (:' = 5.22), EMS certification, (;
= 5.18), and reductions in resources consumption (; = 5.08). The least adopted

proactive environmental practice is drafting an annual environmental report ( « = 4.56),
which 1is consistent with previous empirical results of studies on corporate

environmental management in China (Liu et al., 2010).
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Table 5.5 Descriptive Statistics of PEM (N=192)

1. Clean Production Assessment
2. EMS certifications, such as ISO 14001

3. Reduction in resources consumption (e.g. clean water, electricity,
material)
4. Substitution by renewable materials or energy sources

5. Periodical evaluation of firms’ environmental performance

6. Environmental training for managers

7. Environmental training for operatives

8. Setting environmental objectives as part of the annual business plans

9. Including environmental performance measures in management
evaluations
10. Preparation and release of environmental reports

Mean SD

498 1.78
518  2.01
508 1.62
539  1.59
522 1.64
500 1.75
490 1.74
493 1.70
495 1.80
456 1.86

Table 5.6 presents means, standard deviations, and correlations. Some control
variables first suggest interesting relationships. Regardless of the CCS dimensions,
firms with the following features are more likely to perform better in PEM: (1) fewer
years of operation in the existing location, (2) larger size, and (3) higher level of general
environmental demands from non-government stakeholders. Meanwhile, SJVs are less
likely to achieve better PEM than other ownership types. When the CCS dimensions are

controlled, high polluting enterprises are more likely to achieve better PEM than less

polluting entities.
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Table 5.6 Descriptive Statistics and Correlation (N=192)

oC

Formalism
Accommodation
Referencing
Self-determination
NGC

PEM

Operation Year
Size

Export

POE

FCB

SJv

High polluting
Medium polluting
GVRI

NGRI

Mean
5.41
5.41
5.23
5.25
5.73
5.83
5.01
2.30
2.04
4.19
.68
17
13
17
.40
5.15
4.99

SD
.86
94
1.14
1.08
.99
.89
1.36
1.36
1.10
2.03
46
37
33
37
49
1.21
1.17

sk

52

sk

46

sk

57

sk

45

sk

.56

ok

.73

-.11
-.05
-12

sk

18

-.11
-.05

ok

22

.10

sk

46
44

.015

-.03
-.05
-.19°
.10
-.06
-.04
-.05
-.04
327
24

4 5 6 7 8
40"
337 37

ok ok ExY

52" 38" 33
-.14" .04 08 -23"

-09 15" 08 -05 .63"
-08 -227 -17"  -13 -.02

sk *ok

25 .01 04 257 -36"
-21 .02 03 -15" 26
-04  -02 -04 -14" 07

ok * sk

-24 13 -12 17 29
13 -03 .03 16" -207
337 19 14 407 237
46 160 157 48 207

-.07

-32
26
.10

29
-23"
-23"

sk

=22

10

=227
18"
15
-.06
.09
-.07

-.09

11 12 13 14 15

sk

-.64
-547 LT

-2 13 12

24 S11 =217 -367

257 -21™ 07 -18° 207

sk sk sk ok Es

42 -29 -20 -27 .30

16

.73
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5.2.2 Tests of Mediation

Table 5.7 shows the results of the mediation test. After entering all the control
variables, OC was found to be positively related to PEM (b =.92, p <.001). At the same
time, OC was positively related to an adoption of formalism (b = .69, p < .001),
accommodation (b = .46, p < .001), referencing (b = .60, p < .001), and self-
determination (b = .54, p <.001). However, none of the CCS dimensions (formalism: b
= -.11, n.s.; accommodation: b = .01, n.s.; referencing: b = .09, n.s.; self-determination:
b = .07, n.s.) was related to PEM when controlling the effect of OC. This result is
further supported by bootstrapping estimates based on 5,000 bootstrap samples (see
Appendix III). Thus Hypothesis 5 about the mediation effect of CCS is not supported.
Although the mediation model was not significant, it suggested the presence of a

potential moderator regulating the mediation effects on PEM.
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Table 5.7 The Mediating Role of CCS

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
(formalism) (accommodation) (referencing) (self-
determination)
Variables Estimate Estimate Estimate
Years of operation 37 16 07 -.04 -.00 2357
Firm size 24" -.19" -.07 04 17 20"
Export -.03 -.03 -.02 -.08 -.12 -.02
POE -30 .05 .05 17 -.04 -31
FCB -25 .06 .03 .04 .03 -24
SJV 37 12 01 11 -.05 -36"
High polluting firm 14 04 .02 -.07 -12 16
Medium polluting firm .10 .05 -.09 .01 -.06 A1
GVRI -.13 -.02 14 .17 .03 -.10
NGRI 347 -.08 -.01 36 -.01 26"
0oC 927 6977 46" 6077 5477 1.05°
Formalism -.11
Accommodation .01
Referencing .09
Self-determination .07
Model F statistics 2622 7.077" 5507 776" 5107 19.69°"
Adjusted R? 617 277 2197 217 2077 617"
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5.2.3 Tests of Moderated Mediation

Hypothesis 5 predicted that NGC moderates the indirect effect of OC on PEM
through CCS, such that the mediation effects of CCS on the association between OC
and PEM are stronger when the NGC level is high. As shown in column 1 in Table 5.8,
the negative effect of years of operation and ownership of SJV, and the positive effect of
firm size and high degree of pollution on PEM are consistent with the result in the
mediation model. Column 2 shows the results from equation 1, indicating an overall
effect of OC on PEM (b, =.926, p <.001). This effect is not moderated by NGC (b;3=
-.10, n.s.). Columns 2-4 show the results of equations 2 and 3 respectively when
referencing is the mediator. In equation 2, there is a significant effect of OC (b, = .47, p
<.001) on referencing. From the equation 3 results, referencing has a significant effect
on PEM (bss= .17, p <.05) and there is a significant CCS x NGC interaction (b3s= .18,
p <.01). Thus a significant moderated mediation is noted: the magnitude of the indirect

effect of OC, via referencing, varies in magnitude as a function of NGC.
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Table 5.8 Regression Results of Moderated Mediation

Predictors

Constant

Years of
operation
Size
Export
POE
FCB

SIv
High
polluting
Medium

polluting
GVRI

NGRI
X: 0C

MO: NGC
XMO:
OC*NGC
ME:
ME*MO:

Model 1

5.03

-35%*

32%
-.05
.02
.01
-.13
-.01

.03

Sqwnx

-.08
-.10

.08
.06

Model 2a

5.21

-.03

.08
-.09
.35
18
24
-.15

-.03

-.05
AT

.08
.02

* p <0.05, ¥*p < 0.01, ***p < 0.001

Referencing
Model 3a
5.03
.10 -32%*
.10 22%
.08 -.01
.24 -24
.19 -18
.18 -.34%
.08 A7*
.08 .08
11 -.11
12 20%*
.10 R
.08  -.08
06 -17*
A7*
18%*

.08
.07

.08
.07

Self-determination

Model 2b

5.24

.01

21

12
15
.06

-.10

A8
.09
35%*

20%
-.01

.09
.07

Model 3b

4.99

_33%%

21%*
-.01
-25
-24
-.33%
16*

-.16
36%*
Rk

-.06
-.14*

.09
A7*

12

.09

.06
.20
.16
15

.07

.07
.10

.09

.08
.06

.07
.07

Model 2¢

5.77

17

-13
-.05
.26
22
27
-.05

.01

14
03
45%ex

23%%
-.01

Formalism
Model 3¢
5.03
.10 -
30%*
.10 20%
.08 -.03
23 -.28
.19 -.24
18 -.36*
.08 A7*
.08 11
11 -.13
12 31HR*
.08 97**
*
.08 -.06
.06 -.10
-.09
.01

.09

.09
.06
.20
.16
15
.07

.07

.10
.10
.10

.08
.07

.08
.08

Model 2d

5.42

.07

-.03
-.02
.19
13
.10
-.04

20%%
.06
34%*

.08
.01

Accommodation
Model 3d
5.04
.10 -3
.09 21%*
.07 -.03
21 -28
17 -25
.16 -.36*
.07 .16*
.07 11
.10 -12
11 30%*
.08 92 %k
*
.08 -.08
.06 -.08
011
-.06

.10

.09
.07
.20
.16
15
.07

.07

.10
11
.10

.08
.07

.07
.07
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Columns 2, 5, and 6 in Table 5.8 show the results of the moderating role of NGC,
with self-determination being the mediator. In equation 2, there is a significant effect of
OC (by; = .349, p < .05) on self-determination. Further, this is not moderated by NGC
(b3 =-.015, n.s.). In the equation 3 results, there is a significant CCS x NGC interaction
(bss=.168, p < .05). This significant interaction is indicative of moderated mediation. It
means that the magnitude of the indirect effect of OC, via self-determination, varies in
magnitude as a function of NGC. The insignificant coefficient bss shown in Columns 8
and 10 suggests that the moderated mediation effect is insignificant when formalism and

accommodation are mediators.

Overall, HS is partially supported. The indirect effect of OC on PEM through
referencing and self-determination depends on the degree of NGC. Figure 5.2 shows the
plot of the interactive effect of referencing and NGC on PEM, following the procedures
outlined by Aiken and West (1991) for testing simple slopes. The effect of referencing is
positive under conditions of high normative commitment (simple slope test: b = .351, p
< .01), but insignificant when commitment is low (simple slope test: b = -.005, n.s.).
Similarly, Figure 5.3 plots the interactive effect of self-determination and NGC on PEM.
As posited, self-determination is not significantly related to PEM (b = -.076, n.s.) when
NGC is low, but is positively related to PEM (b = .26, p < 0.05) when a firm has a high
level of CGC. Therefore, the mediating effects of referencing and self-determination are

stronger in firms with a higher level of normative commitment.
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Figure 5.2 Plots of the Interaction between Referencing and NGC on PEM
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Figure 5.3 Plots of the Interaction between Self-determination and NGC on PEM
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5.3 Hypotheses Testing Summary

Table 5.9 summarizes all the hypotheses and empirical results. In Study 1, the
main effect of OC is fully supported, while the main effects of GVRI and NGRI are
partially supported. The interaction hypothesis among OC, GVRI, and NGRI is also
partially supported. In Study 2, the mediating effect of CCS is not supported. The

moderated mediating effect of NGC is partially supported.
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Table 5.9 A Summary of Hypotheses and Testing Results in Study 1 and Study 2

Hs Description Results Details
Study 1

H1  OC is positively related to each of the four compliance Supported OC is positively related to all CCS
style dimensions: formalism, accommodation, dimensions
referencing, and self-determination.

H2  The regulatory intensity from government stakeholders Partially GVRI has positive effect on adoption
is positively associated with the compliance style supported of accommodation, but such effect is
dimensions of formalism and accommodation. insignificant on formalism dimension;

GVRI also has a negative impact on
referencing.

H3  The regulatory intensity from non-government Partially NGRI has positive effect on adoption
stakeholders is positively associated with the supported of referencing, but such effect is
compliance style dimensions of referencing and self- insignificant on self-determination
determination. dimension.

H4  Organizational capacity and regulatory intensity from Partially The interactions between GVRI and
government and non-government stakeholders have an supported NGRI are significant on three CCS
interactive effect on corporate compliance style. dimensions: accommodation,

referencing, and self-determination.
Study 2

H5  CCS mediates the positive association between Not supported ~ None of the CCS dimensions
organizational capacity and proactive environmental significantly mediated the relationship
management. between OC and PEM

H6  NGC moderates the indirect effect of organizational Partially The indirect effect of referencing and
capacity on proactive environmental management supported self-determination is stronger when a

through corporate compliance style:

firm has a higher degree of CGC
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CHAPTER 6 CASE STUDY AND INTERVIEW FINDINGS

An in-depth case study and interviews were conducted in 10 environmentally
progressive firms in the PRD region to provide further understanding of our three key
research questions. We present descriptions of each case first, followed by the key

findings and how they triangulate with prior survey results.

6.1 Case Descriptions

6.1.1 Firm1

Company Background: Firm 1 is a state-owned pharmaceutical company with
more than 60 years’ history and currently a subsidiary of a listed company in China.
Located downtown, it was a top 500 manufacturing company and in the top 50 in the
pharmaceutical industry in China. Firm 1 planned to relocate to the suburbs under the
policy of “suppress the second industry and advance the third industry—the so-called
Tuier Jinsan (TEJS)” introduced by the local government in 2007. Due to some

unsettled land use issues, it is currently still operating in the downtown area.

Environmental Strategy: Firm 1’s environmental strategy is “low carbon
business development and environmentally friendly medicine manufacturing. Do not
harm the living environment of the local community, and convince them that we are a

clean company operating in their neighborhood”.

97



Complying Initiatives: A number of end-of-pipe and preventive programs were
initiated in Firm 1, including: 1) Transition to clean energy—in response to the
municipal government’s “Clean Energy Transformation Project”, an energy-saving and
environment-friendly natural gas fueled boiler was introduced to replace the old oil
burning systems in 2008; 2) Water recycling and reuse—instead of directly discharge, a
new approach was adopted to recycle and reuse the shop floor bottle washing water after
filtering, 3) Reclaimed water use—recycled the reclaimed water after sewage treatment
to reduce the volume of wastewater and total chemical oxygen demand (COD)
discharge, 4) Office lighting system reconstruction—replaced the current lighting with
LED energy-saving lamps, and 5) CNY 0.2 million was invested in noise control to
meet the demands of local residents, and over 0.4 million in a rainwater and sewage

shunting system to ensure that rainwater does not enter the city sewage network.

Voluntary Initiatives & Green Awards: Firm 1 voluntarily adopted the
Cleaner Production (CP) certification in 2008, and was granted “Provincial CP
Company” and “Municipal CP Outstanding Company” in 2010. It was certified
“municipal environment-friendly enterprise” in 2011. In 2010, it adopted GMP (good
manufacturing practice) certification (an industrial standard with a similar role to that of
ISO 14001). All its suppliers were required to adopt ISO14001 to improve their

environmental performance.

Internal Management Arrangements: A number of internal environmental

routines were established, including the managerial environmental target accountability
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policy, waste management inspection, noise control facilities maintenance, canteen
fume dust treatment device operation, and environmental incentive and punishment. An
environmental emergency plan was also established. For new environmental projects,
the environmental department submits the feasibility plan to the vice-president in charge
of environmental issues, who used to head the department. Environmental staff also
exchange views with top leaders and supervisors, who will put the plan into practice if
they consider it feasible. Sometimes the department head goes to visit example firms
(both domestic and abroad) to learn about advanced environmental measures. In June
2010, a GMP Management Committee was established to lead the GMP certification. In
addition, an informal communication mechanism was built between Firm 1 and the local
community, so that local residents can contact the environmental manager directly

whenever there are environmental problems.

6.1.2 Firm 2

Company Background: Located downtown, Firm 2 is a listed SOE focusing for
more than half a century on chemical products manufacturing. It used to be among the
top 500 manufacturing companies in China, and was relocated to the suburbs under the

policy of TEJS introduced by the local government in 2007.

Environmental Strategy: The environmental strategy in Firm 2 is “Pollution
control and energy saving are essential for the company in order to strike a balance

among economic, environmental and social benefits”. It was also clearly identified that
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the feasibility of any environmental initiative always depends on the analysis of its cost-

effectiveness.

Complying Initiatives: Firm 2’s pollution control effort is mainly focused on
wastewater treatment. A pre-treatment facility was updated based on the existing
wastewater treatment system. Instead of mixing wastewater from different sources, the
pre-treatment procedure helps to lower the concentration of pollutants before final
treatment, and leads to reduced treatment costs. As for air pollution control, most of the
SO, produced is absorbed by the product (washing powder), and the firm only has to

deal with the smoke and dust in waste gas emission.

Voluntary Initiatives & Green Awards: In 1997, Firm 2 spent CNY 20 million
on a sewage treatment station, and was certified by the local Economic and Information
Commission (ETC) as a showcase company in “reduction of total emission amounts”. In
2003, Firm 2 initiated a research program to develop a green product to substitute the
existing petroleum by-products. In 2004, it received the “China Green Label Products
Outstanding Award” along with other 23 companies nationwide. Also known as the
“Ten Rings” certification, this award is the most prestigious certification of
environment-friendly products in China. In 2005, Firm 2 was among the first 14
enterprises honored as an “Outstanding Water-Saving Enterprise” in the local province.
It was also among the second batch of enterprises (a total of 100) mandated to CP
certification in the local province. After the compulsory CP certification in 2006, it
joined the voluntary CP agreement in 2010. In 2008, it actively participated in the “One

Factory-One Year-One Environmental Project (1-1-1) Program” launched by the
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Federation of Hong Kong Industries (FHKI), and won a green medal'® in the “Hang
Seng Pearl River Delta Environmental Awards”. This award was established by FHKI
and the Hang Seng Bank in 2007, set up under the manufacturing category of the 1-1-1
program to recognize and encourage greening practices by manufacturing companies in

Hong Kong and the PRD.

Internal Management Arrangements: The internal environmental
management scheme in Firm 2 consists of three aspects. First, top leaders propose
further improvement ideas and inform the environmental department of the green
information updates of the industry. Second, front line staff also provide many ideas for
innovation or further improvement in daily operations. An employee participation
program—*“incentive-suggestion (IS)”"—has been carried out for many years. Proposals
on both production and environmental protection are collected from employees by the
environmental department each quarter in order to analyze their feasibility. The
company rewards proposals that can bring certain economic and environmental benefits
on an annual basis. Last, the company has signed “environmental responsibility
contracts” with all department heads, to make sure that they will take care of the

environmental issues under their jurisdictions.

613 Firm3

Company Background: One of the largest coal-fired power plants in southern

China, firm 3 is a subsidiary of a listed SOE established about 20 years ago. The coal-

'® The program has four levels of recognition: Environmental Awardees, Green Medalists, Green
Participants, and 3 Years + entrants.
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fired power industry has been a major contributor to air pollution in terms of SO, and
NOx (nitrogen oxides) in China, due to primarily coal-fueled electricity generation
(roughly 80 percent'”). It was thus one of the most tightly regulated industries during
the 10™ and 11™ FYP with a target of reducing SO, emissions by 10% in both five-year

periods.

Environmental Strategy: The environmental strategy of Firm 3 is “Try to be an
environmental pioneer”. Environmental compliance plays a veto role in its business

operation, so that all negative environmental consequences are rigorously controlled.

Complying Initiatives: In 2006, Firm 3 pioneered the building of a
desulfurization project in the local province before the official regulation was released.
Over CNY 350 million was invested in a two-stage desulphurization project, and annual
SO, emissions were considerably reduced from 19,841 tons in 2006 to 1,569 in 2011. In
2009, another CNY 250 million was voluntarily invested in NOy pollution control.
Annual NOy discharge was greatly reduced from 7,957 tons in 2009 to 2,273 tons in
2011. In order to meet the updated emission standards, an advanced bag-filtering dust
precipitator costing CNYS50 million was adopted to replace the old electrostatic
precipitator. A wastewater treatment project was also constructed in 2009 to handle

water pollution and improve water recycling.

Voluntary Initiatives & Green Awards: In 2003, Firm 3 adopted ISO 14001

EMS certification. In order to update the regulatory, technical, and market information

' Data source: IMF http://www.imf.org/external/data.htm.
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on environmental protection in a timely fashion, it actively joined a number of
environmental associations, such as the provincial Energy Conservation Association, the
Association of Resources Utilization, and the China Building Material Market
Association (green building materials). A green procurement standard was introduced to
make sure energy-intensive equipment was not purchased. A monitoring system and
emergency plan were developed with third party assessment. Risk assessments and
regulatory information updates were organized periodically by the environmental
department. The firm also collaborated with an environment-friendly building materials
manufacturer in recycling and reutilizing the solid waste it produced in electricity

generation.

Firm 3 voluntarily joined the CP program in 2009, and was certified a
“municipal outstanding CP enterprise” and “provincial CP enterprise” in 2010. It also
invested CNY 0.25 billion in denitrification equipment in response to the “blue sky”
project initiated by the local government in 2009. It is one of the two firms'® in all 10
cases that have released a sustainability report. In 2011, Firm 3’s parent company
released its first annual corporate sustainability report to the public. In 2012, it was one
of the 10 listed companies in China that were given the “2011 Corporate Information

Disclosure Award” by the Shanghai Stock Exchange.

A number of environmental awards were granted to Firm 3 in 2009-2010 by the

local government, related departments, and environmental organizations, including 1)

'® Both firms are subsidiaries of the same company but in different industrial sectors.
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“2009-2010 energy-saving outstanding enterprise” by the provincial government; 2)
“2006-2010 green credit enterprise” by the provincial EPB; 3) “The most
environmentally socially responsible enterprise in 2011 by the China Environmental
Newspaper Press, 4) “municipal environmentally friendly enterprise in 2011 by the
EPB, and 5) “Asian Games air pollution control outstanding enterprise” by the

municipal government.

Internal Management Arrangements: A hierarchical environmental
management system was established in Firm 3. At the top level, the Safety Health and
Environmental (SHE) Management Committee was established in the parent company,
with the CEO in charge. The vice-president heads the sustainability team in drafting an
annual sustainability report. At the mid-level, a SHE department is in charge of
environmental policy implementation. The investor relations department is responsible
for corporate social responsibility information disclosure and related consulting work. A
specialized team in the environmental department focuses on collecting environmental
regulatory information regularly. The financial office and the consulting department are

also involved in bidding in environmental protection.

In addition to these routine mechanisms, some temporary actions have also been
taken up to deal with specific issues. For instance, a leading team was set up for when a
new environmental program is adopted. The desulfurization office was established
before the firm officially started SO, pollution control, with a vice-president in the lead.
This office was then assigned to conduct denitrification research after the SO, project

was finished in 2007. Meanwhile, the office head conducted field trips to learn from an
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environmentally pioneering power plant. A specialized team was set up to investigate

other companies’ methods of NOy pollution control.

6.1.4 Firm 4

Company Background: Firm 4 is a machinery manufacturing JV with over 15
years’ history. Its parent company is the largest motor manufacturer in China and is
committed to various public activities, such as helping the disabled, disaster relief,
assistance, and poverty alleviation. Firm 4 is a flagship company in the local city, and

government leaders visit it from time to time.

Environmental Strategy: The environmental strategy of Firm 4 is “to convince

the public that they are living in a clean neighborhood”.

Complying Initiatives: Firm 4 invested over CNY 30 million in air pollution
reduction, and is the only company in the industry that has adopted an electroplating
pollution control system. As the largest business partner of a leading international
automobile company, it gained considerable experience in corporate environmental
management from its partners. To reduce energy consumption, Firm 4 joined the Hong
Kong-Guangdong CP partnership program. A total of CNY 0.37 million in operating

costs was saved, together with satisfactory carbon emission reduction.

Voluntary Initiatives & Green Awards: Firm 4 hired a third party consulting
firm to test its pollutant emissions independently. Its key product was a well-known
brand in China and was identified as a “Green Exemption Product”. In 2008, Firm 4

voluntarily adopted ISO 14001 certification. In 2010, the National Automotive Industry
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Association initiated the “Greening the Chinese Motorcycle Industry” program before
the new National Emissions Standard came into effect. Firm 4 voluntarily signed the

agreement with over 100 peer enterprises.

Internal Management Arrangements: Firm 4 has an air pollution control team
led by the chief engineer, who conducts regular field trips to pioneering firms and
qualified environmental service companies. To meet the demands of overseas customers,
several environmental management approaches were introduced. For example, Firm 4
had adopted the 5s-site management method (sort out, straighten, sweep, sanitation, and
style) when it was established. Originally designed to improve production efficiency, it
was extended to cover environmental management issues. An incentive-based approach
was also brought in by the overseas shareholders to encourage employee participation.
The “proposal improvement” instrument was introduced from Japan in 1995, with a
special office in charge of policy implementation. This is similar to the IS approach in
other companies, except it is compulsory in Firm 4 for every employee to write
proposals for environmental improvement. The company awards CNY 4 to each
proposal and more (up to a maximum of 0.2 million) to those that can bring in

considerable profit.

6.1.5 Firm 5

Company Background: Firm 5 is a JV focusing on waste battery recycling and
manufacturing. It is a domestic industrial leader focusing on new energy and circular

economy technology (e.g. industrial solid waste treatment). Its foreign partner is a
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global leader in battery recovery and hi-tech materials, with 200 years’ history. Firm 5

was among the first batch of circular economy pilot companies in the local province.

Environmental Strategy: The environmental strategy of Firm 5 is “prepare for
the future, go beyond end-of-pipe and be environment-friendly from the beginning of

production through reducing raw material consumption and energy conservation.”

Complying Initiatives: In order to operate in the nickel-containing waste
recycling and treatment industry, Firm 5 has to stay in full environmental compliance to
get an environmental license. Its major pollutants—E-NH3 (NH4) and heavy metals—
were highly regulated in the 12™ national Five-Year-Plan of environmental protection.
CNY 10 million was invested in treating the two pollutants effectively. The unique
ammonia-containing waste treatment technique is the research outcome of Firm 5’s

collaboration with a research institute.

Voluntary Initiatives & Green Awards: A pollution control research project
was initiated by the vice-president (who is an expert in water pollution control) to make
the quality of wastewater that Firm 5 discharges in the future meet the drinking water
source standard. Firm 5 was one of two cases that conducted both compulsory and
voluntary CP certifications. As a company with hazardous waste, it adopted mandated
CP certification under the guidance of the local EPB in 2009, and voluntarily joined the
CP agreement regulated by the provincial EIC in 2010. An EHS system that
incorporates both EMS and OSHA was established in 2010, with power to veto all

production project construction. To make sure all products meet the environmental
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standards in importing countries, Firm 5 chose green suppliers (e.g. ISO 14001 EMS-

certified) in all of its raw materials procurement.

In June 2011, Firm 5 was awarded the “provincial resources reutilization
outstanding enterprise” award. Launched by the provincial EIC in 2011, this program is
part of the local effort to implement the “The Circular Economy Promotion Law in the
PRC”, and promote the local resource utilization industry. The pre-condition for
applying for this certification is that the firm should be in full environmental compliance,
and no environmental pollution accident should have been detected (or reported) in the

previous three years.

Internal Management Arrangements: The CEO of Firm 5 majored in
environmental engineering, and almost all of the top managers are professionals in the
chemical and environmental fields. The foreign partner takes corporate environmental
performance so seriously that they put forward many internal requirements even stricter
than the local regulatory standards. The implementation of EHS is a routine topic at its
board meetings. Firm 5 has also hired a consulting company to conduct a risk
assessment and evaluate its environmental performance regularly, with the report
reviewed by the board of directors. Firm 5 has devoted many efforts to encouraging
employees’ participation at different levels in eco-innovation. About 100 improving

proposals were received in 2011, and 22 were officially adopted as part of the CP plan.
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6.1.6 Firm 6

Company Background: Located in an industrial park in a suburban area, Firm
6 is a subsidiary of a Singapore-listed energy manufacturing company with over 10
years’ operational history in China. It focuses on clean energy production and is the
largest manufacturer of dim ethyl ether (DME, a worldwide-accepted super-clean
energy). As an identified national high-tech enterprise, Firm 6 now has many
subsidiaries in China. It is also in charge of drafting the DME fuel industrial standard, as

assigned by the provincial government.

Environmental Strategy: Firm 6 aims to be the key new energy-manufacturing
base in the local area and play an active role in alleviating energy pressure and
improving local environmental quality by adjusting the traditional energy consumption
structure. Environmental protection is one of the two most important issues in its
business strategy. The environmental strategy is to “stay in full compliance and further

improve by investing in environmental projects with potential economic benefits”.

Complying Initiatives: In Firm 6, all construction projects are built strictly
following the environmental impact assessment (EIA) and the “three-synchronization”
requirements. CNY 0.3 million was invested in an industrial noise insulation screen
when the firm was already in compliance. All ordinary glass windows inside the firm
were replaced by sound-proofing double-layer vacuum glass, and all equipment was

installed with noise abatement facilities.
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Voluntary Initiatives & Green Awards: Firm 6 obtained the ISO 14001 EMS
certification and voluntarily adopted CP certification in 2009. It received the province’s
environment-friendly enterprise certification (in the first batch in a local city) in 2008.
Two domestic subsidiaries were also awarded “environment-friendly enterprise” at the
provincial level. It was awarded “the outstanding CP enterprise” at both municipal and
provincial levels, and was certified as “a national DME clean energy vehicle

demonstration enterprise”.

Internal Management Arrangements: An environmental department was set
up and staffed with experienced technical engineers when Firm 6 was established, with
the guideline of “monitor environmental details at all levels”. A substantial
environmental investment was made annually to take the company down the path
towards low-carbon economic development. In the early stages, most of the
environmental activities were initiated in a top-down way whereby top managers
proposed ideas for the lower level employees to implement. The IS approach was then
extended to encourage employee participation in the environmental domain. Any ideas
related to energy saving and emission reduction will be rewarded according to the actual
benefit achieved. Instead of learning from peers, inter-firm (subsidiaries)
communication and sharing inside the business group was introduced. The firm
established and implemented an “environmental experience-sharing seminar” scheme

long ago.
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6.1.7 Firm 7

Company Background: Firm 7 is a subsidiary of a state-owned listed company
established about 20 years ago. It is located in a suburban area, focusing on construction
material manufacturing from solid waste such as burned coal dust from coal-fired power

plants.

Environmental Strategy: The environmental strategy of Firm 7 is “to be an
environmental pioneer in the industry, doing environmental protection in a long-term

way and always maintaining internal standards higher than state regulations.”

Complying Initiatives: Firm 7 focuses on source pollution control. It invested
CNY100 million in an environment-friendly production line to reduce solid waste
effectively. Pollution monitoring in air outlets is not mandatory for small and medium
enterprises. In Firm 7, however, a round-the-clock online monitoring facility was

installed in all air outlets as a routine check.

Voluntary Initiatives & Green Awards: Firm 7 was a pioneer in terms of CP
certification in the construction material manufacturing industry. It voluntarily adopted
CP certification in 2009, and was awarded “Municipal Outstanding CP Company” with
another 11 certified companies. Through continuous CP efforts, the product
qualification rate rose to 98% in late 2009 compared with the previous 93.28%, the
reutilization rate of solid waste increased by 18.2%, and raw materials consumption was

reduced by 15%. A total of CNY 4 million was saved annually.
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Internal Management Arrangements: Firm 7 actively participated in
environmental training organized by the provincial CP center. Its internal environmental
standard was established based on the law, but was stricter than regulatory requirements.
Every time the regulatory bar rose, the company revised the internal standard slightly
higher to keep it above the mandates. Firm 7 also adopted the ISO 14001 EMS
certification, as mandated by the parent company, and hired a consulting firm to be
responsible for environmental technical issues. Environmental projects are inspected
and evaluated upon completion by top executives from the corporate headquarters.
Programs that have achieved considerable environmental or economic benefits are

introduced and recommended to other executives in formal meetings.

6.1.8 Firm §

Company Background: Established in the mid-1950s, Firm 8 is one of the
largest dairy manufacturers in southern China. It has two subsidiaries, and was
preparing for its IPO (initial public offering) in the Chinese stock market when we
conducted the visit in mid 2012. Firm 8 is included in the relocation plan under the local

TEJS policy.

Environmental Strategy: The environmental strategy of Firm 8 is “keep
improving in accordance with the regulatory changes”. In addition, a low-carbon
business model was the key theme in Firm 8’s “building a learning organization”

business strategy.
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Complying Initiatives: Firm 8 did not conduct an EIA when it was established
because there was no environmental protection law at that time. In 2002, it completed
the sewage treatment station reconstruction and conducted an EIA, which was approved
by the local EPB in 2003. Its subordinate firms set up after 2000 strictly followed
regulatory requirements on pollution discharge declaration and registration, applying for
pollution permits, and paying pollution fees. Various pollution treatment facilities were
also established together with a water recycling system. Meanwhile, an environmental
department and internal environmental policies were set up. Firm 8 standardized its
environmental practices in around 2008, after participating in a number of seminars and
workshops organized by the local EPB. This is consistent with the official data showing
that many pollution control practices were formalized after several detected non-
compliance in 2008. However, Firm 8 did not use advanced water pollution control

techniques due to high costs.

Voluntary Initiatives & Green Awards: Firm 8 voluntarily adopted the CP
program in 2011, saving CNY 0.5 million in operational costs annually. In 2008, Firm 8
began to use an environmentally friendly and recyclable glass bottle package (can be
reused more than 10 times) to partially replace the paper packaging. By actively
promoting it among consumers, the firm increased its glass bottled milk sales in 2010 to
nearly 10 times than that in 2008. Glass bottled milk sales also accounted for 20% of the
total sales in 2010, compared to less than 1% two years previously. As one of the largest
local companies, Firm 8 played an active role in responding to and cooperating with the

local government’s demands to improve environmental quality. For example, it
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represented all local enterprises during the “National Environmental Protection Model
City” reassessment. To get ready for this reassessment, Firm 8 proactively collaborated
with the local EPB by holding an on-site environmental seminar for all major regulated

enterprises.

Internal Management Arrangements: Both the vice-president in charge of
corporate environmental management and the environmental manager attended the CP
training organized by the local EPB. A top-down internal management mechanism was
established, with a special team focusing on CP led by the vice-president. Meanwhile,
middle-level managers in other departments cooperate and coordinate in primary
environmental projects such as CP. Chiefs of all factory workshops are responsible for

enforcing and collecting ideas and feedback from frontline employees.

619 Firm9

Company Background: Firm 9 is a national high-tech enterprise identified by
the Ministry of Science and Technology, and also a provincial innovative enterprise
certified by the Guangdong Provincial Department of Science and Technology. As an
SOE, it was established in 2000 and listed in 2011 in the Shenzhen Stock Exchange.
The company has ten branches and four subsidiaries focusing on electronic information
and communication technology. It was a top 100 manufacturer in the province and won

the 2010 “Provincial Software and Information Services Outstanding Enterprise Award”.

Environmental Strategy: The environmental strategy of Firm 9 is “do not
violate the rules and follow the exact regulatory requirement; develop a green company
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and contribute to green nature”. Both production safety and environmental protection

are top priorities in Firm 9’s business strategy.

Complying Initiatives: As an electronics manufacturing company, key
environmental issues are waste water pollution control, water recycling, and waste gas
treatment. All construction projects have implemented EIA and meet the “three
synchronization” requirements. A newly built plant was set up in an electroplating
industrial park with a central wastewater treatment plant (WWTP) to help the firm deal
with water pollution. CNY 45 million was invested in the new plant’s pollution control

system.

Voluntary Initiatives & Green Awards: Firm 9 adopted the ISO 14001 EMS
in 2009 and voluntarily joined the CP program in 2010. To deal with customer pressure
for green products from overseas markets, it invested in an expensive production line

and hired a third party firm to monitor its environmental performance.

Internal Management Arrangements: Environmental protection was
integrated into Firm 9’s business strategy to make sure all potential environmental
impacts were closely monitored. A feedback scheme was introduced to collect
employees’ ideas for energy conservation and pollution control. Meanwhile, a
specialized team was set up with increased human resources. Some staff were assigned
to collect regulatory and technical updates from official governmental websites. Some
middle-level managers were trying to promote an energy audit within the firm and have

finished some pilot projects in several departments.
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6.1.10 Firm 10

Company Background: Firm 10 was a private-owned enterprise established in
1994 and focusing on industrial and domestic waste recycling and reutilization. As a
leading company with 16 subsidiaries in China, its business now includes recycling and
reutilization of over 500 types of materials, covering industrial waste, community waste,
electronic and electrical waste, and building and garden waste. Located in the largest
industrial zone in the province, Firm 10 has constructed a highly efficient business

network with the surrounding manufacturing companies.

Environmental Strategy: The general business strategy of Firm 10 is “creating
a leading brand in the resource recycling and reutilization industry”, with the
environmental strategy of “going beyond regulatory compliance, and always being

prepared for the future”.

Complying Initiatives: The primary environmental focus of Firm 10 is on solid
waste, wastewater, and noise treatment. Metallic waste was categorized first and then
broken down into different products. A treatment plant was set up to pre-treat
wastewater before further treatment in a central treatment plant inside the industrial park.
Noise reduction measures were adopted in production workshops. Meanwhile, health
training was provided to frontline workers to reduce and prevent employees’ injuries
from excessive noise. All these pollution control and preventive measures were adopted
when the firm expanded the scope of its business into waste reutilization (in the

beginning it was mainly focused on waste recycling).
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Voluntary Initiatives & Green Awards: A community-based solid waste
classification and recycling treatment program was introduced to promote public interest
in waste classification and minimization in the surrounding neighborhood. A
community waste recycling treatment center has been established to take charge of this
program. The top management team also promoted a firm-level circular economy model,
which was certified as a national pilot project with 30 other programs. To further
improve its environmental performance, managers visited and learned from peer
companies in Germany. Firm 10 also played an important role in environment-related
associations and committees. For instance, it is a committee member of the Sino-Japan
circular economy city program, and vice-president of the unit of provincial resources
comprehensive utilization association. It adopted the ISO 14001 EMS in 2011, and
voluntarily joined the CP agreement in 2010 (awarded “Provincial Environmental
Outstanding Company”). It has also been awarded the “Provincial Resource Recycling
Outstanding Enterprise” by the local EPB, and “the third batch of National Circular

Economy Promotion Enterprise” by the National Development and Reform Commission.

Internal Management Arrangements: An environmental department was
established in 2004 to take charge of daily pollution control when Firm 10 began to
standardize its environmental management. In addition, a community survey of the
firm’s impact on local environmental quality is conducted once or twice year. Based on
a go-international strategic vision, Firm 10 has launched communication and partnership
programs with renewable resource recycling institutions and organizations in developed

countries.
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6.2 Findings

In this section, we present the case study and interview findings as well as their
triangulation with prior survey results. We first describe the CCS and PEM in the 10
cases. This is followed by an investigation of the role of organizational factors,
including resources, green commitment, and top-down and bottom-up coordinating
mechanisms. We then go on to present how firms dealt with demands from government
and non-government stakeholders. In the end, we describe how these firms have

benefited from being green.

6.2.1 CCS in Environmental Progressive Firms

Our interview findings suggest that the four CCS dimensions do co-exist. Firstly,
self-determination is the most commonly adopted dimension, with more than half of the
firms emphasizing independent decision-making and pragmatism. For instance, it is
explicitly indicated in Firm 2’s environmental strategy that only proactive
environmental programs with economic benefit will be implemented. Our interview
records further suggest that JVs and FCBs are likely to score higher on self-
determination, since they are under closer watch by international buyers and consumers.
In the words of an interviewee: “We are subject to dual regulation from both the
Chinese government and foreign shareholders, who set higher environmental

benchmarks than local regulatory standards (Firm 5).”
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Secondly, the conventional formalism dimension still plays an important role,
with all firms shown to be sticking to formal regulation as the compliance benchmark,
though varying in the extent of priority. In addition to the dominating role of CAC
means in the current regulation system, the finding is also partly due to the fact that all
firms were members of the CP program in which legal compliance is a prerequisite of

participation.

Thirdly, firms’ active participation in VEPs initiated by governments and EPBs
(e.g. CP, Environment-Friendly Enterprise) provide further evidence of the
accommodation dimension. Official statistics show that half of the 10 firms adopted
voluntary CP certification in 2009, three in 2010 and two in 2011. Two firms (Firms 2
& 5) were mandated to undergo certification at first, and subsequently conducted

voluntary certification.

Lastly, in regard to the referencing dimension, most of the firms conducted field
trips to industrial green pioneers to learn from their experiences (Firms 1, 3,4, 6, 7, 8, &
10). However, none of them explicitly emphasized referencing in their environmental
strategies. Nevertheless, it i1s a common practice in the early stages of some firms’
implementation of environmental programs as well as adopting advanced environmental

practices (see Firms 3 & 10).

6.2.2 Proactive Environmental Management

The CP Program is the most popular proactive environmental program in all of

the selected firms. It was initiated in 2002 by the local government, and was more
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prominently featured in the EPB’s strategic plan in 2008. Firms’ CP application and
assessment were regulated by multiple governmental departments including the EPB,
the ETC, and the Department of Science & Technology (DST). In our study, all firms
successfully joined the program by 2011. Two firms (Firms 2 & 5) were mandated to
become certified at first, and they further engaged in voluntary certification after that.
Therefore, we did not differentiate between these two and the rest, who were purely

voluntary participants.

In addition to CP certification, all firms joined other VEPs such as (1) the ISO
14001 EMS (8 out of 10) as the second most popular environmental program. Two
companies did not conduct EMS certification because a similarly-functioning industrial
self-regulation program was adopted (Firm 1), or managers perceived the program as
not cost-effective (Firm 2). This is consistent with the results of selected proactive firms
in the survey study, which found that EMS was the most frequently adopted
environmental program, followed by CP; (2) green product labels such as “the National
Green Label” (Firm 1) and the CE (Conformite Europeenne) label (Firm 10); and (3)
other government-initiated VEPs such as “Environmentally Friendly Firms” (Firm 1 &

6). Detailed information is provided in Table 6.1.
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Table 6.1 Corporate Environmental Target, PEM, and Green Awards in 10 Cases

Firm Corporate environmental target PEM Green awards
Participation in Participation in other VEPs
government-initiated
VEPs
1 Low carbon production & 1. CP (2010, voluntary) ~ GMP (Good Manufacturing 1. “Provincial CP company” and
environment-friendly 2. Municipal clean Practice) certification inside the “Municipal CP Outstanding
manufacturer, do not harm the energy transformation pharmaceutical manufacturing Company”
living environment in local project industry
community. 3. Municipal
environment-friendly
enterprise
2 Pollution control and energy 1. CP (2008, compulsory 1. One Factory-One Year-One 1. China Green Label Products
saving is the essential part for & 2011, voluntary) Environmental Project (1-1-1) Outstanding Award
companies to achieve a balance 2. Municipal clean Program by the Federation of Hong 2. Emission total amount control and
among economic, environmental energy transformation Kong Industries (FHKI) compliance show case company
and social benefits. project 2. Green medalist in the “Hang 3. “Water Saving Outstanding
3. Municipal Seng Pearl River Delta Enterprise”
environment-friendly Environmental Awards”.
enterprise
3 Try to be an environmental 1. CP (2010, voluntary) 1. ISO 14001 EMS 1. Energy saving outstanding
pioneer. Environmental 2. Municipal 2. Voluntary Information enterprise at provincial level
compliance has a veto in environment-friendly Disclosure (annual sustainability 2.2006-2010 Green Credit Enterprise
approving construction projects enterprise report from parent company) 3. The most environmental social
inside the firm. responsible enterprise in 2011
4. Asian Game air pollution control
outstanding enterprise
5. Outstanding CP enterprise in city
and provincial level
4 Let the public feel that they are CP (2009, voluntary) 1. ISO 14001 EMS 1. National green exemption products

living in a clean neighborhood.

2. Initiated and joined the
“Greening the Chinese Motorcycle
Industry” program.
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Table 6.1 Corporate Environmental Target, PEM, and Green Awards in 10 Cases (Continued)

Firm Corporate environmental target PEM Green awards
Participation in Participation in other VEPs
government-initiated
VEPs
5 Go further beyond end-of-pipe 1. CP (compulsory in ISO 14001 EMS 1. “Provincial Resources reutilization
pollution control and to be 2008 &voluntary in outstanding enterprises”
environment-friendly from the 2009)
beginning of production. Always 2. Circular economy
prepare for the future. pilot company program
6 Environmental protection is the 1. CP (2009, voluntary)  ISO 14001 EMS 1. Outstanding CP enterprise at the
second top issue following safety. 2. Provincial municipal and provincial level
Satisfy all regulatory requirements  environmental-friendly 2. National DME clean energy vehicle
and also further improve by enterprise certification demonstration enterprise
investing in environmental
projects with potential economic
benefits.
7 To be an environmental pioneer CP (2009, voluntary) 1. ISO 14001 EMS Municipal Outstanding CP Enterprise
inside the industry. Doing 2. Voluntary Information
environmental protection in a Disclosure (annual sustainability
long-term way and always have report from parent company)
internal standard higher than
regulation.
8 Keep improving based on CP (2011, voluntary) 1. ISO 14001 EMS Municipal Outstanding CP Enterprise

regulatory changes. A low carbon
business mode was the key theme
in its “building a learning
organization” strategy.

2. Environmental-friendly package
and production site
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Table 6.1 Corporate Environmental Target, PEM, and Green Awards in 10 Cases (Continued)

Firm Corporate environmental target PEM Green awards
Participation in Participation in other VEPs
government-initiated
VEPs
9 Do not violate rules and follow CP (2010, voluntary) ISO 14001 EMS Municipal Outstanding CP Enterprise
the exact regulatory requirement.
Develop a green company and
contribute to a green natural
environment. Environmental
protection is the first priority in
business principals.
10 Go further beyond regulatory 1. CP (2010) ISO 14001 EMS 1. “Provincial Outstanding CP

standards, and always prepare for
the future.

2. Circular Economy
Pilot Enterprise (first
batch at provincial level)

Enterprise”

2. “Provincial Resources Reutilization
Outstanding Enterprise”

3. “The third batch of National
Circular Economy Promotion
Enterprise”
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6.2.3 Organizational Factors

In this section, we present an analysis of critical organizational factors that
influence proactive corporate environmental management, including resources, green

commitment, and two distinct coordinating mechanisms.

6.2.3.1 Organizational Capacity

Our interview findings confirm the importance of organizational capacity for CCS
adoptions. Table 6.2 summarizes all cases’ profiles in three types of capacities.
Technical capacity is indispensable in enabling firms to comply with formal regulatory
requirements. Firms in industries with mature environmental technologies seldom
indicate technical issues as an impediment (Firms 1, 2, 3, 6, 7 & 9). The main difficulty
they face is that modern environmental facilities do not fit well with existing land-use
patterns. This is particularly common among firms built over 20 years ago, when
environmental protection was rarely considered in business design. In industries where
technical maturity is absent, firms are trying hard to develop appropriate green
technologies (Firms 4, 5, 8 & 10). The environmental manager of firm 4 shares this

experience.

We have searched for an appropriate pollution treatment technology in both the
domestic and international markets for a long time. There are no peer references,
and even experts in EPB have no ideas. In the end, we set up a specialized team
led by the vice-president and invested over CNY 8 million in 2 systems.

Although one of them was already approved and checked by the EPB, there are
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still some problems due to technical immaturity. In order to meet the regulatory
demands, we have no choice but to use the current system while continuing to

search for a better solution.
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Table 6.2 Corporate Resources and Capabilities for Environmental Protection in 10 Cases

Firm Technical Human resources Financial
N/A Sufficient staff, a department in charge; Marginally sufficient; EPB
1 encourage lower-level participation subsidies covers 30% of
total cost
2 N/A Leaders are very supportive; shop floor No monetary difficulties
workers are committed
3 Existing business structure (e.g. land A department in charge with inter- N/A
use shortage) is incompatible with departmental coordination; specialized staff
new technology to collect information
4 Potential risk of immature Vice president in charge; full participation of  High operating cost (1
technology; no domestic case to refer all-level employees million/month) and no
to; hard to find feasible solutions subsidies for new
technology
5 Had being searching viable Green actions initiated from upper-level; Increased cost due to
technology for a very long time encourage employee participation advanced tech; not too
much financial difficulty
6 Potential risk of new technology Empowered environmental department; seek ~ N/A
employees’ advice
7 Very few third-party treatment Supportive leaders; encourage employee No difficulties because
companies on the market participation leaders are supportive
8 Historical reasons such as land use Vice president in charge, mid managers to Not a burden
coordinate, workshop chief to enforce and
collect ideas and feedback from employees
9 Land use shortage; very few qualified A specialized environment team, with Increasing investment
third party treatment companies increasing specialized staff
10 Need to work hard on technical Set up a research & development center on Very few financial

innovation

biomass technology

difficulties
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Both financial capacity and human resources are critical in compliance. Half of
the firms are financially capable, mainly because “upper-level leaders (or owners) are
very supportive” (Firms 1, 2, 7, 8 & 10). In addition, reduced operational costs due to
preventive programs (e.g. the CP program) and subsidies/awards from local EPBs and
governments also help to relieve the monetary pressure (Firm 1). Human resources are
particularly important for self-determination. Several interviewees noted that an
empowered environmental department within the firm is indispensable for eco-
innovation research and environmental information collection. In addition, the general
managers in three highly eco-innovative firms were all experts in industrial pollution

control (Firms 1, 4 & 5). In the words of one interviewee (Firm 1):

Our new department head used to lead the environmental department in two
different peer firms. He came to our firm three years ago and brought along his
prior experiences and ideas, even including the practices he was unable to

implement previously due to financial constraints.

6.2.3.2 Corporate Green Commitment

All interviewed managers expressed their full support for the tough environmental
legislature because “it is for the sake of individual citizens, the whole country, and
future generations” (Firms 2, 3, 6, 7, & 9). We were not able to further explore how
corporate green commitment (CGC) differentiates firms in terms of PEM, since all 10

selected cases were environmentally progressive firms. However, case study findings
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provide further details of how firms differ in the three dimensions of corporate green
commitment'’. In addition to the normative green commitment we examined in the
survey study, the continuous commitment component of CGC refers to a “need” (Meyer
& Allen, 1991) for top leaders to engage in environmental activities. The high level of
punishment as well as the increasing likelihood of detecting violations leave firms no
choice but do as the regulations require. In contrast to the cold calculations of
continuance commitment, the affective component reflects leaders’ intrinsic desire to
engage in environmental actions. After coding the 10 firms’ descriptions of commitment
to capture the three dimensions, we identified some key features of CGC in each firm.
As shown in Table 6.3, affective commitment is the least mentioned dimension in all 10
firms, with only Firm 1 explicitly noting an intrinsic interest in environmental protection.
Half of the firms identified only one commitment dimension—normative commitment
(Firms 3, 8, & 10) or continuance commitment (Firms 5 & 9). Two firms prioritize
normative commitment over continuance commitment (Firms 2 & 7) while another two
do the opposite (Firms 4 & 6). In addition, we even detected some evidence of shifts

among the three dimensions (Firm 1).

" Though we focus on the normative dimension of CGC in hypotheses test, a further investigation of
other dimensions using qualitative data is helpful to enlighten further research.
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Table 6.3 Corporate Green Commitment in 10 Cases

Firm Descriptions of Commitment Features
In old days we do environmental production to appeal Continuance—

1 government. In recent years we have changed our affective
attitudes and become more sincerely interested in
turning green.

2 What matters most is that companies should be Normative &
responsible for the negative influence it produced. We continuance
were also pressured to control pollution.

3 Firms are members of society and should take Normative
responsibility.

4 We have to comply due to the external pressure. It is Continuance &
also part of the corporate social responsibility. Normative

5 We have no choice but invest in environmental Continuance
protection.

6 We have to comply with environmental regulations, and Continuance &
it is also an issue of social responsibility. Normative

7 Firstly it is a social responsibility, and we also have to Normative &
comply with environmental regulations continuance

8 It is for the social benefit and we have to be responsible Normative
for the future generation;

9 We have to comply because it is required by the Continuance

government.

10 Firms should comply for the good of society. It is also Normative

a business code for an emerging green industry.

6.2.3.3 The Top-down and Bottom-up Coordinating Mechanisms

findings provide more details of how internal coordinating mechanisms help in
corporate environmental management. We summarize these mechanisms into two

groups: 1) a “top-down” approach that stresses strong top manager commitment, and 2)
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a “bottom-up” approach that emphasizes employee empowerment. Within a top-down
mechanism, environmental activities are initiated by top management to mid-level
managers and front-line employees. For instance, an environmental manager told us,
“Most of the time it is the vice-president in charge of environmental protection who
urges us to continuously promote environmental protection. The idea of establishing a
low carbon industrial park was put forward by him and we are mainly responsible for
implementing it. Whenever we feel an environment-friendly enterprise application is a
difficult endeavor, he strongly encourages us to do it and always throws his support

behind us (Firm 1). ”

Established in an early stage of corporate environmental management, the top-
down mechanism is a traditional and popular approach in all cases. This is consistent
with findings of prior empirical studies that top-down effects were stronger than bottom-
up influences in the early greening stages (Branzei et al., 2004). This is mainly because:
(1) green initiatives are investment-intensive and need financial support from top
executives or board members; (2) top leaders’ green consciousness and long-term vision
are critical to integrating environmental strategy into business operation (Firms 1 & 3);
in some traditional polluting firms, top managers are more environmentally experienced
and knowledgeable than mid-managers and employees; (3) top leaders usually have
more regulatory information channels and knowledge of peers’ environmental initiatives
to guide policy implementation inside the company (Firms 3, 5, & 8). Overall, top
managers take up the role of “boundary spanners” as suggested in the social psychology

literature (Walls & Hoffman, 2013; Williams, 2002), or technical gatekeepers according

130



to the innovative literature (Cohen, March, & Olsen, 1972); (4) top leaders’ support can
guarantee employee participation at different levels and coordinate environmental
activities across multiple departments. This will then facilitate a clear hierarchical

infrastructure and delineation of roles and responsibilities in environmental management.

The bottom-up mechanism emphasizes that grass-root employees are the
important stimulant of eco-promotion. One key factor affecting the effectiveness of
environmental management relates to the management methods that enable employees
to participate in improving corporate environmental performance. The respondent in

Firm 2 shared an example with us:

One key factor leading to outstanding environmental performance in the firm is
the involvement of shop floor workers, who provide many ideas for innovation
and further improvement. They are the people most familiar with the production
process and daily work, thus their suggestions are very important. In addition,

their enthusiasm and commitment are important.

The bottom-up approach (Firms 1, 2, 3, 4, & 6) emerges usually following the
development of the top-down approach, in particular when corporate environmental
strategy and guidelines are confirmed, and macro configuration is founded inside the
organization. At this stage, employee engagement is considered as an “effective and
efficient way to maintain normal operations, improve in small details and detect the
blind corners in daily practice (Firm 6)”. In our study, this mechanism is enforced in all

firms for a long time, mainly through the so-called IS approach. The IS approach was
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originally designed to improve the production efficiency, and was later extended into the
environmental field, so that any ideas with the potential to improve environmental
performance get rewarded. It effectively “enhances employees’ commitment and
enthusiasm in actively contributing to business management (Firm 2)”, and “promotes
eco-innovation inside the firm based on frontline workers’ wisdom (Firm 3)”. In
particular, two different forms were undertaken: one voluntary (see Firms 7 & 4) and the

other compulsory (see Firm 5).

We have carried out the IS program for many years. Each quarter we collect
innovative ideas (both production and environmental protection) from all
employees and analyze their feasibility. Every year, we reward people whose

suggestions have brought in economic or environmental benefits (Firm 7).

Besides encouraging voluntary participation of employees, we also sign
“responsibility contracts” with each department in relation to its environmental
target. Those who meet the target will get an extra bonus at the end of the year

(Firm 4).

We imported the “proposal improvement” approach from Japan in 1995, with a
specialized office taking charge. This is similar to the IS approach in other
companies, except that it is compulsory for everyone to write proposals for
improvement. We award 4 Yuan to each proposal, and more (up to a maximum

of 0.2 million) to those bringing in considerable profit (Firm 5).
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Several respondents further suggested that the bottom-up approach also helped
strengthen employee loyalty: “The point is more than whether their suggestions are
feasible or not (in fact some of them are unrealistic), but it reinforces their belief that
they are members of a big family (Firm 3).” We also found that the extent to which this
approach is adopted depends on firms’ environmental experience. For example, one
company abandoned this approach after more than 10 years because “we found that

there is very limited room for further improvement after many years’ effort (Firm 5).”

6.2.4 Regulatory Intensity from External Stakeholders

6.2.4.1 Government Actors

We found that there are some differences between SOEs and non-SOEs in terms
of the government pressure intensity they face and the way they deal with it. SOEs, in
particular larger ones, have a closer relationship with local EPBs and governments than
their non-SOE counterparts. On the one hand, this close relationship provides SOEs
with easier access to government support. This is in accordance with former studies
indicating that government ties are more important to SOEs than to non-SOEs (Li et al.,
2010; Peng & Luo, 2000). On the other hand, SOEs are under greater pressure when an
informal demand is presented (Firms 1, 2, 3 & 8). We hear similar responses, such as,
“As a SOE, we should set a good example for other firms. Therefore, we feel proud that
we are in line with the state policy and can contribute to improved environmental

quality in China (Firm 8)”.
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Government pressure also differs among firms with different locations.
Downtown firms are under the regulation of the urban planning policy of TEJS
announced by the municipal government in 2007. This adjustment of urban land use
structure reduces the proportion of manufacturing enterprises and improves service
industry development. It is also an important component to improve local environmental
quality by demanding polluting enterprises to relocate to 11 industrial parks before the
deadline. 206 firms are required to relocate in three batches, by 2009, 2012, and 2015
respectively. The relocation plan is going smoothly, in that all firms in the first batch list

had relocated by mid-2012.

In this study, three out of the four firms located in the downtown area were listed
in the relocation plan (Firms 1, 2 & 8). Two of them planned to move to an industrial
park by 2012, while the other one was not able to relocate due to some unsettled land
use problems (Firm 1). Firm 1 became more accommodative to external demands since
they had to “keep running in the local community”, and thus their environmental goal
became “do not harm the living environment of local citizens, and convince them that
we are a green company’. Firms planning to move to the industrial park need to follow
the coded industrial practices such as “installing updated pollution control equipment
(Firm 2)” or “integrating into the centralized pollution control system in the industrial

park (Firm 8)”.

Inter-agency collaboration in environmental governance also emerged in recent

years. Based on the “Interim Procedure of Environmental Information Disclosure”
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released by the original SEPA, the Shanghai Stock Exchange released the “listing
company environmental information disclosure guidelines” in 2008. According to its
specifications, listed companies that have a negative impact on environment quality,
such as power plants, are mandated to disclose their information on seven environmental
issues®’. The parent company of Firms 3 and 7 is the only firm in this study that has
released a sustainability report. We checked the parent company’s sustainability report
in 2010 and 2011 and confirmed that all the information disclosure requirements were
met. In 2012, it was one of the 10 listed companies in China that were given a “2011

Corporate Information Disclosure Award” by the Shanghai Stock Exchange.
6.2.4.2 Social Actors

All firms were facing increasing pressure from societal stakeholders, and 8 firms
received complaints in 2009-2012%'. Whether a firm attaches great importance to the
need of local residents depends partly on its location. For example, Firm 1 moved to its
current location about 20 years ago, when there was no residential area surrounding it.
Currently, it is surrounded by local communities fewer than 5 meters away, due to the
urbanization process. The environmental manager conveyed how Firm 1 prioritizes the

neighborhood demands.

» The seven environmental issues are: (1) corporate environmental protection policy, annual
environmental target and effectiveness; (2) annual total amount of resource consumption; (3)
environmental investment and environmental technology development; (4) pollution discharge; (5)
environmental facilities construction and operation; (6) solid waste disposal, treatment, recovery, and
reutilization; (7) joining voluntary environmental agreements initiated by EPBs.

! The other two firms did not receive local community complaints because they are far away from
residential areas (Firms 5 & 7).
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Our environmental target is that we do not harm the living environment of the
local community. This is because our firm is located in an urban community, and
we have to be very environment-friendly in order to survive. We need to
convince the public that we are not a traditional polluting company, and that we
take care of the pollution produced and the adverse impact it generates on local

citizens.

Some firms were found to be aiming for a closer business-community
relationship. For instance, Firm 10 took a proactive step to improve mutual
understanding by conducting a community survey on its impact on local environmental
quality once or twice a year. In order to enhance local residents’ awareness of waste
classification and minimization, it established a community-based waste classification
and recycling treatment system. This program aimed not only to help promote public
environmental consciousness, but also to work as a public relations initiative to enhance
public understanding of Firm 10’s environmental practices. However, as the manager
noted, “very few local citizens classify solid waste before disposal due to poor
awareness and knowhow”. Instead of relying on the local EPB to settle an
environmental dispute between the neighborhood and the firm, Firm 1 has developed a
direct and informal communication mechanism between the firm and local residents in

the past five years.

According to the respondents, the fact that the general public has been paying

increasing attention to corporate environmental performance is a positive development.
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Nevertheless, false and unreasonable complaints have also become a problem (Firms 1,
2,4 & 8). For example, the general manager in Firm 4 told us that “although we have
been behaving well in recent years (as supported by the official data), we still get
complaints from local residents. The EPB comes to investigate, and in some cases the
evidence shows that we did not violate the rules. These unfounded complaints put us

under tremendous pressure and, at the same time, hurt the firm’s reputation.”

6.2.4.3 Market Actors

We found that firms with international business were under great pressure from
the product market to turn green. A prevalent opinion among Chinese firms is that
customers and suppliers in overseas markets are more concerned with firms’
environmental performance than the domestic market, sending a clear signal that basic
compliance is not enough. When asked whether improved environmental performance is
good for firms’ public image, most of the respondents answered in the affirmative.
These influences were illustrated by one manager as follows: “The key motivation for us
to go greener is that the programs we participate in can bring in real benefits. For
instance, our marketing colleagues told us that the environment-friendly product logos
are attractive to customers. Therefore, we keep on extending our certification

periodically (Firm 2).”

Consistent with the current literature, JVs and FCBs are under greater pressure
from the market than others. As suggested by the vice-president in Firm 5 (a JV), the

firm was under “dual regulation from both the Chinese government and foreign
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shareholders, who set higher environmental benchmarks than the local regulatory
standards”. Therefore, a consulting company was hired to conduct periodical risk
assessment and regular evaluation of the firm’s environmental performance. This
independent third party informs Firm 5 immediately when there are new domestic
regulatory updates. “They also tell us what potential risk there might be in a certain
scenario, and these scientific evaluation methods help us continuously improve”, said
the interviewee. Firm 6 is listed in the Singapore stock market. Though there are no
additional demands set specifically by shareholders, “most of them conduct site visits

from time to time, and we have to make sure that no pollution is detected (Firm 6)”.

In recent years, the domestic stock market has also become more sensitive to
corporate greening, especially for listed companies. For instance, Firm 2 successfully
developed a green product from natural renewable materials to resolve the industry’s
long-term dependence on non-sustainable petroleum resources. This eco-innovation,
based on 8 years’ research, was shown to have paid off when the firm’s stock price
surged after the new product press meeting (Shanghai Stock Exchange, 2012). In
China, listed companies and those with IPO plans are under more stringent regulatory
pressure than before. To make heavily polluting industries comply, the SEPA
mandated in 2003 that all pre-IPO firms should pass an environmental performance

22 . . . . .
assessment™”. The environmental manager in Firm 8 told us “in order to succeed in

** Data source: http://www.zhb.gov.cn/. In 2011, over 50% of pre-IPO firms failed the assessment.
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our [IPO, we have to pass this assessment and prove that our firm is in full

compliance”.

6.2.4.4 Triangulation with Survey Results

Our interview findings may to some extent explain why some hypotheses were
not supported in the survey results. First, the insignificant role of regulatory intensity
from government stakeholders on formalism might be because business firms nowadays
consider sticking to legal regulations as inherently important, regardless of regulatory
pressures from government entities. In our interviews, we heard similar responses: “No
matter whether the local EPB conducts frequent and random inspections, we make sure
our pollution control facilities are operating normally as a daily routine (Firm 2).” In
addition, a firm’s confusion over formal regulatory requirements may also explain why
GVRI is not statistically related to formalism. In our interviews, only one respondent
clearly suggested that there is no problem understanding and following formal
regulations (Firm 7). Others described formal regulations in the following terms:
“confusing (Firms 1, 2 & 6)”, “unfeasible (Firms 6, 8 & 9)”, “conflicting (Firms 4, 8§ &
10)”, “updated too slowly (Firm 10)”, and “changing too often (Firms 3, 5 & 8)”. The
latter two might seem contradictory, but they actually are consistent in suggesting that

the one-size-fits-all regulations have created much confusion for the enterprises.

Second, the weak role of regulatory intensity from government stakeholders in
affecting the relationship between organizational capacity and CCS adoptions may be

due to the fact that although government regulators have been more forthright in recent
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years about their expectations of corporate environmental performance, many
enterprises have remained unsure about the technical means for meeting those

expectations. Some interviewees expressed the following:

Some requests are too general to follow. For instance, the EPB often requires us
to fix a problem without providing any help for feasible solutions. We have no
idea what techniques should be adopted or are available in the market (Firms 4

&)

Last, the story of Firm 1 may provide some clues as to why the interaction
between GVRI and NGRI has an insignificant effect on formalism. The firm is located
in a downtown area and has received regular complaints about its operating noise from
residents in the immediate neighborhood. Instead of relying on the local EPB to handle
the complaints, the firm has developed a direct and informal communication channel
between the firm and local residents in the past five years. The environmental manager

in the firm told us that:

All popular figures (local environmental activists) in the neighborhood have my
number and call me directly whenever there are environmental problems. I can
deal with these complaints immediately since I live in the neighborhood. This is
more efficient than calling the EPB because it takes one or two days for me to
receive the complaints from the EPB. Such direct communications not only

solve the problem but also reduce the negative impact on our firm’s reputation.
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6.2.5 Benefits from Being Green

To examine how firms benefit from being green, we asked our respondents
questions such as “Did corporate environmental protection/management bring any
benefit to firms?” We summarize interviewees’ responses to these questions into three

categories as follows:

Improved Environmental Performance: Instead of relying on official data on
firms’ environmental performance, this study focuses on managers’ perceptions. The
environmental benefits lie in reduced pollution and better quality of life (Firms 3, 4, 6, 8,
& 9) through pollution treatment. Most of the respondents suggest that the working
environmental quality is greatly improved, which is very helpful in recruitment and
maintaining employee loyalty (Firms 1, 2, 3, 4, 7, & 10). Nevertheless, respondents’
comments on some other firms may still indicate a pursuit of the “rational myth” that
spurs symbolic gestures. This thus casts doubt on the reliability of self-reported
environmental performance data, and suggests that firms may not be “good apples” all
the time. Due to the limited sample size, we did not conduct further analysis on this

1ssue.

Enhanced Organizational Efficiency: we detected some strictly calculated
economic benefits through implementation of various environmental programs. First,
operational costs were reduced since less pollution was generated as a result of
enhanced production efficiency (Firms 1, 2, 3, 6, 7, & 8). This is consistent with the

PTBG argument that preventive measures provide unexpected profits compared with
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traditional end-of-pipe approaches (King & Lenox, 2002). Take the CP program, for
example, there is no certification charge. The Department of Finance (DOF) takes care
of the certification costs incurred and rewards firms that yield a good environmental
outcome through CP. The demonstrated CP cases receive additional financial support
such as priority in pollution fee usage and provincial/national environmental projects
application. In addition, all respondents suggested that the local EPB also provide
support, including on-site visits, assistance hotlines, holding CP workshops, and
organizing inter-firm visits and learning. This helps reduce participants’
administrative/transaction costs in searching information and technologies. The manager

of Firm 1 shows how preventive programs help reduce costs:

We had never expected that considerable costs could be saved before we
replaced oil with cleaner natural gas. Through improving the boiler efficiency,
we reduced desulfurization costs by about CNY0.5-0.6 million annually. Energy
consumption has also gone down, saving 1,000 tons of standard coal per year. In
addition, we received a CNY 0.2 million reward from the EPB for energy-saving
and water reuse, as we are saving 500 tons of water per day (representing a CNY

60,000 reduction in water costs).

Second, internal management is improved through implementing environmental
programs (Firms 1, 2, 3, & 9). Since some industrial pollution stems from weak internal
management, external audits can help identify existing problems and exploit

opportunities for further improvement. In this way, environmental enhancement can be
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achieved at a low price by improving internal management such as increasing
equipment efficiency, conducting a materials and energy audit, and educating

employees to be environmentally conscious.

Third, corporate reputation is improved. Better environmental performance
delivers more than environmental benefits: firms can strategically use it to improve sales
of environment-friendly products (Firms 1, 2, & 3) and attract highly educated or skilled
employees who are more sensitive to environmental protection (Firms 1, 2, 3,4, 6,7, &

10), as well as maintaining corporate sustainability (Firms 5 & 10).

Although preventive programs were deemed to be economic beneficial by most
of the respondents, environmental investment as a whole may weaken good firms’
competitiveness in industries with unfair regulatory environment, which is “a typical
example of a lemon market in which bad firms drive out green firms (Firm 4)”. This is

conveyed by one vice-president’s experience (Firm 4):

The regulatory injustice makes the situation worse, in that firms may face
different pressures even in the same area. This unfairness leads to weakened
competitiveness of environmentally-friendly firms due to high environmental
investment. In addition, some firms cheat or use other tactics to evade regulation.
For instance, we know that the product price of a local competitor is very low,
since they do not invest a lot in NH3 treatment. In order to compete, we have no

choice but to mark down the price, and our profit is reduced.
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Lessened Regulatory Pressure: The regulatory benefits of adopting various
environmental programs (in particular those sponsored by governments) consist of three
aspects. First, firms may face less frequent inspections by maintaining a good reputation
in the EPB and the eyes of the local government (Firms 1, 2, 3, & 6), leading to a
potential “win-win” cooperative interaction with regulators. This is consistent with the
current literature on the relationship between self-policing and enforcement relief
(Toffel & Short, 2011). Second, updating pollution treatment technologies and
optimizing internal environmental management prepares firms for enhanced regulatory
stringency in the future (Firms 3, 4, 5, & 10). It also helps reduce the potential risk of
being non-compliant (Firms 5 & 9). Last, members of government-sponsored VEPs
received less external scrutiny such as local community complaints (Firms 1, 2, 3, 4, 6,
8, & 9), which used to place a burden on firms. This is consistent with the purported
benefits of “green clubs” proposed in the current VEP studies (Darnall, Potoski, &
Prakash, 2010), namely that green club members can easily differentiate themselves

from non-participants in the eyes of external stakeholders.
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CHAPTER 7 DELIBERATIONS AND REFLECTIONS

The aim of this thesis was to develop and examine a multi-dimensional
perspective of corporate compliance style, and a systematic analytical framework of
corporate compliance and proactive environmental management. The CCS framework
we have developed provides a dimensional perspective to study corporate compliance.
Formalism refers to a traditional “go-by-the-books” approach that strictly follows
formal rules. Accommodation prioritizes dealing with political or bureaucratic demands.
Referencing embraces a close imitation of peer companies’ compliance practices and
follows professional codes and guidelines recommended by industrial and trade
associations. Self-determination refers to a discretionary approach that emphasizes
intellectual flexibility and values autonomy. Based on this conceptualization, we
conducted further empirical studies to explore our research questions. In the final
chapter, I intend to review and combine the quantitative and qualitative findings to see
whether this triangulation will lead to new observations. Further discussion focusing on
the Chinese context and how the western theories can be complemented is presented.
The chapter also discusses the limitations of this study, some of which may guide future

research.
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7.1 Overall Findings

I present the findings by answering the three research questions raised in Chapter
1. Table 7.1 summarizes to what extent these questions were theoretically explored and

empirically investigated.
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Table 7.1 A Summary of the Theoretical and Empirical Investigation of Three Research Questions

Research Questions

Theoretical Investigation and Empirical Findings (Quantitative/Qualitative)

Q1: (1) Whether and to what extent Conceptual
regulated enterprises differ in adopting Quantitative
CCS towards environmental regulation. Qualitative
Q2: How organizational capacity (OC) Quantitative
and external regulatory intensity (RI)
jointly shape CCS adoption.

Qualitative
Q3: How firms’ normative green Quantitative
commitment (NGC) impacts proactive
environmental management (PEM).

Qualitative

Development of a dimensional-framework of CCS
Validity of CCS variations

CCS distributions in environmental progressive firms

Provide full support to the positive relationship between
OC and CCS, partial support to main effect of GVRI and
NGRI, and partial support to the interaction effect.
Confirm the important role of OC and RI; Provide

additional support to the interaction effects.

Confirmed the mediation effect of self-determination
and referencing depends on NGC. Formalism and
accommodation has no mediating effect on the OC-PEM
relationship.

NGC is common in environmentally progressive firms;
sub-dimensions of green commitment may change

overtime.
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The first question was “Whether and to what extent regulated enterprises differ
in adopting CCS towards environmental regulation”. The quantitative findings suggest
that enterprises in China differ in their compliance style—four dimensions of CCS
(formalism, accommodation, referencing and self-determination) co-exist. In addition,
formalism and accommodation are more favored by the surveyed firms than referencing
and self-determination. Case study and interview findings provide further evidence of
the CCS developed in the theoretical framework. The co-existence of all four CCS
dimensions was exhibited in all 10 environmentally progressive enterprises. In addition,
firms vary in the extent to which they adopt a certain style dimension. The most
commonly adopted dimension is self-determination. The conventional dimension of
formalism plays an important role in that all firms consider formal rules as compliance
benchmarks, though the extent to which they give these rules priority varies from firm to
firm. Enterprises that have a close relationship with the local government are also more
likely to adopt the CCS dimension of accommodation. The referencing dimension is
common in the early stages of environmental protection, but almost no firm explicitly

emphasized it in its environmental management.

To answer the second question, “How organizational capacity (OC) and external
regulatory intensity (RI) jointly shape CCS adoptions”, we explored the mechanisms
through which external and internal factors independently and jointly affect CCS. The
quantitative findings show that organizational capacity is positively related to each of
the four compliance style dimensions. However, the four CCS dimensions differ in their

resource intensities. Formalism is the most resource-intensive dimension, followed by
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accommodation. Referencing and self-determination are relatively less resource-
intensive CCS dimensions. Regulatory intensities from government and non-
government stakeholders interact with each other and with organizational capacity in a

variety of ways to affect enterprises’ adoption of different compliance style dimensions.

The importance of organizational capacity and regulatory intensity was also
confirmed in the case study and interviews. The interview findings provide further clues
as to the salience of the sub-categories of resources and internal coordinating
mechanisms. Environmental initiatives in most of the cases we studied are largely
implemented in a top-down manner (promoted by top leaders and the environmental
department). Through a bottom-up mechanism, employee participation also contributes
to improved environmental performance. We further find some evidence of improved
involvement of other functional departments, such as engineering (for technical eco-
innovation) and sales departments (the first to be aware of market concerns about
suppliers’ environmental management practices or performance), as well as increasing
interactions between environmental and non-environmental departments. Regarding the
role of regulatory intensity, firms responded to government, societal, and market

stakeholders in a variety of ways depending on firm features.

The last question was “How firms’ normative green commitment (NGC) impacts
proactive environmental management (PEM)”. The regression results suggest that the
mediation effect of referencing and self-determination depends on firms’ corporate

green commitment level. The indirect effect of OC on PEM through referencing and
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self-determination is stronger if the firm has a higher degree of normative green
commitment. Regarding the role of formalism and accommodation, our quantitative

findings show no mediating effect.

7.2 Discussions

This research was an initial step toward identifying the co-existence of various
corporate compliance style dimensions in a developing country. Chinese enterprises
adopted four types of CCS—formalism, accommodation, referencing, and self-
determination—in response to regulatory demands for corporate environmental
protection. More specifically, formalism and accommodation are popular among

manufacturing enterprises, whereas referencing and self-determination are less common.

The conventional formalistic dimension is important for Chinese enterprises,
probably due to China’s authoritarian setting, in which enterprises can be subject to
closure for non-compliance without much legal recourse. Yet simply following the
written rules is often insufficient, as enterprise executives can hardly ignore informal
pressures from governmental actors (Morton, 2006), pointing to the need for adopting
an accommodation dimension as well. Yet there may be differences between SOEs and
non-SOEs with respect to accommodation. SOEs, especially larger ones, have closer
relationships with local EPBs and governments than their non-SOE counterparts (Peng
& Luo, 2000); these informal ties provide SOEs with more convenient access to

governmental support, therefore accommodation is a cost-effective approach to
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achieving regulatory compliance. Yet SOEs are under greater pressure when

bureaucratic demands are presented to them.

The weaker role of referencing and self-determination probably reflects the
resource constraints faced by the regulated enterprises. Business firms in developing
countries like China are less familiar with environmental management as compared to
their industrial counterparts in developed economies. Many enterprises were established
at a time when environmental issues were not a major business concern, and resource
scarcity prevented them from pursuing superior environmental performance
(Christmann & Taylor, 2001; Liu et al., 2010). In addition, responding to environmental
demands is a relatively recent demand for some managers, who may not fully
understand the nature of the issues and their business impacts (Berchicci & King, 2007).
Our follow-up interviews with ten environmentally progressive firms supported these
explanations, as most of them reported the adoption of self-determination strategies,
more so than is evident from the broader survey. In other words, firms tend to adopt a
self-determination dimension when the regulatory environment leaves room for

autonomy and the firm is highly capable of dealing with environmental issues.

Possible over-time changes of CCS might be considered. Apparently, formalism
is the primary compliance style dimension in a government-dominated mode of
regulation. The other three dimensions have begun to emerge in the more recent
regulatory context, which involves a wider range of private, public, and non-government

stakeholder interactions. Meanwhile, new entrants into the industry could also bring
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with them new perspectives on environmental issues. While external institutional
changes have an effect on CCS, internal organizational experiences also matter. A
referencing dimension may work well in some circumstances, but not necessarily in all
situations. Firms need to learn from their past experiences in order to know what works
and what does not. Internal structural and managerial changes in a firm can also trigger
different compliance styles (King, 2000). Not all firms will ultimately employ a self-
determination compliance style dimension, and multiple dimensions may co-exist.
Overall, a perspective that changes over time should be considered to explore the

temporal shifts of CCS in both regulatory and management research.

Our findings also extend the current view of the NRBV literature. We show that
organizational capacity is always critical to any CCS dimension. However, resources
will be leveraged to accommodate political interests only when non-governmental
demands are unclear. In addition, pressures from government and non-government
groups appear to have opposite effects on referencing: explicit societal demands appear
to encourage environmental learning among firms, while clearly-stated government
demands distract firms from mimetic behaviors. These results probably reflect the fact
that government authority remains the most powerful institutional force in China; when
government demands are clearly evident, firms will have no choice but to accord them

higher priorities than demands from other societal actors.

In Western setting, a strong civil society may help provide voluntary solutions to

collective action problems when the formal political system is facing the problem of
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fragmented authority (Berardo & Scholz, 2010; see also Feiock & Scholz, 2010). In
China, we also found interesting role of the local policy context. The interactions
between government and non-government stakeholders do not affect formalism, but
they do affect accommodation, referencing, and self-determination. The latter three
dimensions are favored by enterprises that face clear demands from both government
and non-government stakeholders. These findings suggest that government-non-
government collaboration can help transform corporate environmental practices in
China; specifically, non-government stakeholders may strengthen their influence on
enterprises’ compliance by partnering with the more powerful government stakeholders
(Gunningham, Kagan, & Thornton, 2003; Scholz & Wang, 2006). In recent years,
increasing numbers of cases have indeed emerged in China in which community-based
movements against industrial pollution have successfully led to efforts by local
governments to engage enterprises more actively in improving their environmental

management practices (Johnson, 2010; Zhan & Tang, 2013).

Past literature on pro-environmental management generally supports a resource-
based perspective that there is a direct relationship between organizational input and
proactive performance. However, in a regulatory context characterized by central
planning and campaign-style implementation (van Rooij 2006; Zhou 1993), a theoretical
extension of the current perspective is needed. Our finding suggests that although
organizational capacity is still a fundamental determinant of PEM, there are various
indirect mechanisms through which this positive association is sustained. An interesting

finding is that only voluntary  dimensions—referencing and  self-
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determination—successfully translate firm capability into proactive environmental
management. The mediating role of responsive dimensions—formalism and
accommodation—is not identified even they are more highly adopted than voluntary
dimensions®. Such paradox leads to a concern of symbolic governance that the formal
regulatory tools and political intervention brings minimal changes (Coglianese,
Kilmartin, & Mendelson, 2009; Lubell, 2004), and a concern of symbolic compliance

that regulatees only pay ceremonial effort in responding to external demands.

The insignificant role of formalism and accommodation might be partly
explained by the unique regulatory context in China, in which local EPBs have weaker
regulatory authority compared with development-oriented governmental agencies. With
regard to formalism, existing command and control-dominated regulation may not have
provided enough incentives and guidance to enable firms to pursue progressive
improvement. In terms of accommodation, on the one hand, it may mean selectively
joining less demanding pro-environment programs that help secure minimum or
symbolic compliance instead of genuine improvement. On the other hand,
compromising with political demands may distract firms’ attention from focusing on
their own priorities, since many of these demands are temporary rather than long-term.
Over-interference by politicians may even undermine regulatees’ perception of the
legitimacy of formal laws and regulations (MacLean & Behnam, 2010), and induce a

fallacious perception that consistent abidance with laws is unnecessary.

* Another possible explanation is that instead of related to proactive environmental management,
formalism and accommodation (as relatively responsive compliance styles) might be more likely to relate
to compliance performance. We tested such rival hypotheses, which are not supported.
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The significant impact of referencing and self-determination compliance style
dimensions suggests that, at least in the context of China, one way to promote stronger
environmental protection practices among enterprises is to encourage them to strengthen
their referencing and self-determination styles of compliance. When this suggestion is
combined with our earlier results on the drivers for CCS dimensions, a key to promoting
stronger corporate environmental protection practices is not to just exert stronger
government pressures (which may only lead to more accommodation), but to find policy
tools, such as various compliance assistance programs (Stafford, 2012), to help
enterprises enhance their internal organizational capacity. At the same time, it is
important to encourage the partnership between governments and non-government
stakeholders in promoting referencing and self-determination, and subsequently stronger

environmental protection practices among enterprises.

Nevertheless, the ineffectiveness of responsive CCS dimensions does not mean
voluntary dimensions could guarantee corporate environmental performance all the time.
Organizational failure might be more serious than regulatory failure in many situations
such as minimum compliance, where traditional mandatory regulation was found more
effective than the discretional approach alone (Harrison & Antweiler, 2003; May, 2005).
In this research, CCS is neither a sufficient nor a necessary condition of better PEM, the
road towards which is different among firms with different degrees of green
commitment. This may suggest that self-regulation and management-based regulation
are desirable and effective in enhancing PEM only in highly committed firms. In fact,

following market trends and reliance on self-judgment are detrimental to PEM if a firm
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has little commitment. Our findings suggested that referencing and self-determination
are negatively related to PEM in low NGC conditions, though the coefficient is
insignificant. This is consistent with the literature that corporate self-policing helps
leverage the normative motivations of regulatees but can hardly replace traditional

enforcement tools (Short & Toffel, 2010).

Overall, our research suggests that the existing insights into corporate
compliance and environmental management can be applied to the Chinese context to a
large extent. Nevertheless, the specific compliance style dimension that firms adopted to
respond to environmental regulation and the mechanisms through which these
dimensions transform organizational capability into genuine progress in PEM may differ
across regulatory regimes. Although corporate compliance in China is usually largely
related to accommodation when political and societal pressures are in place, what cannot
be ignored is that regulated enterprises are becoming increasingly independent in

pursuing proactive corporate environmental management.

7.3 Theoretical Implications

This study on corporate environmental compliance is situated in the
developmental context of China; yet it has implications to corporate environmental
management and regulatory enforcement studies in other countries. Overall, this study
contributes to the regulatory enforcement and compliance literature on three fronts. First,
we have added new insights to the existing literature by examining the strategic-level

approaches adopted by enterprises to meet regulatory pressures. Taken together, the
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four-dimension classification enables us to move beyond the traditional focus on formal
compliance results, and to adopt a more nuanced view on how corporations may address
regulatory compliance issues. An empirical study based on this classification allows us
to examine in some details the strategic and behavioral orientations behind daily

environmental management practices.

Second, we have offered a refined framework for examining how enterprises
respond to regulatory pressures from multiple stakeholders by adjusting different
compliance style dimensions. The framework highlights the need to investigate not only
the relative importance of organizational and public policy forces, but also how they
reinforce each other and the processes through which they induce corporate behavioral
changes. This study also contributes to the growing literature on how stakeholder
interactions influence corporate environmental strategies (Crilly, Zollo, & Hansen, 2012;
Gunningham & Grabosky, 1998). Nevertheless, emphasizing the synergetic effect of
regulatory intensity from different stakeholder groups does not mean that greater
stakeholder involvement is always better in ensuring corporate compliance. Different
synergetic effects may work in different circumstances and during various phases of the
policy process.

Last, by extending the organizational commitment view into the corporate
compliance context, we further find that highly environmentally committed firms differ
from less commited firms in the greening process. Green commitment was found to be
of critical importance in achieving genuine green proactivity when firms take up various

approaches to deal with environmental regulation. It also denotes a possible ecological
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modernization in China (Mol, 2006; Yee, Lo, & Tang, 2013), that an increasing number
of firms are taking up environmental management practices due to internal commitment
and entrepreneurial spirit rather than merely as a passive response to external pressure
(as suggested in the conventional wisdom). Though such commitment might not be

common at the current stage, it suggests a possible future trend.

7.4 Limitations and Future Research Directions

This research has a few limitations. First, the survey was limited to one region in
China where private and joint-venture firms account for a large proportion of the
surveyed companies (67% and 12% respectively in this study), one needs to be careful
when generalizing our results to other regulatory contexts. Meanwhile, we cannot
generalize our results to all ownership types, as different types of firms may differ in
their emphasis on the various compliance style dimensions. A second limitation is that
because the research design was cross-sectional, the current study is not able to trace
CCS changes over time (though the interview findings have provided some hints).
Therefore, many research questions remain on both the theoretical and empirical
research agenda for the further study of CCS. Some of the most interesting questions

can be grouped as follows:

7.4.1 Over-time changes of CCS

A call to investigate organizational responses to institutional pressures as a
dynamic and evolving process has been emerging in organizational research (Edelman

& Petterson, 1991; Hoffman, 1999). As Tilcsik (2010) suggests, “an organization that
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complied with institutional pressures a year ago may resist them today, and an
organization that used to circumvent a mandate may have embraced it by now”. With
regard to regulatory compliance, there might be systematic shifts in compliance style
dimensions among enterprises. The CCS alteration across time and space, not only in a
specific enterprise but also at the industrial level, deserves further attention in both
regulatory and management research. CCS is formed during the process of dealing with
regulatory demands, and this process does not take place overnight. In other words, one
should not expect a sudden shift from one dimension of CCS to another, rather an
evolving perspective should be considered. The conceptual model we developed in this
research mainly presents a static picture of CCS. In-depth case studies and longitudinal
explorations may facilitate a more comprehensive investigation of CCS changes over a

long period of time.

7.4.2 CCS adoptions: when and how?

In the Business & Natural Environment literature, time is an important variable
of interest (Berchicci & King, 2007). Firms can play a more active role in adopting
different CCS dimensions at different stages of policy implementation. Just as the
timing of an environmental investment determines its financial impact on a firm (Nehrt,
1996), so does CCS adoption. We provide a primary investigation of “when” is the
appropriate timing for CCS adoption by examining the role of regulatory intensity. An
avenue for future study would therefore be to explore the optimal CCS at different
stages of policy implementation and business development. At different stages of

business growth, organizations may employ different CCS towards regulation. For
159



instance, a new entrant to the industry may adopt formalistic CCS at first before moving
to self-determination when it is able to do so. Future research may also examine whether
firms with multiple CCS dimensions differ in ultimate environmental outcome from
those focusing on a single dimension. On the one hand, firms endeavoring to a single
CCS can focus their resources on priorities, leading to a better performance due to
economies of scale. On the other hand, enterprises with more than one CCS might be
more adaptable to the changing external environment and capable of further reducing

regulatory uncertainty.

7.4.3 Regional Variations of CCS

Another research question is whether regional variations in regulatory, political,
and cultural contexts affect corporate compliance style. Future studies may include more
cities to represent a wider diversity of experiences in terms of economic development
and environmental condition. For instance, do multi-national corporations adopt
remarkably different CCS in different localities? In addition, the CCS framework may
be applicable to a wide array of regulatory domains where businesses are subject to
government regulations, such as those related to taxes, workplace health and safety, and
product safety. Learning from other policy settings may help develop theoretical

insights for the further development of this integrative model.

7.4.4 The Role of other Sub-CGC Dimensions

One possible explanation to why the moderated mediating effect of NGC is only

partially supported may lies in the existence of other commitment dimensions. Adapted
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from the management literature on organizational commitment, corporate green
commitment is also likely to capture other two components—continuance and affective
commitment in addition to the normative commitment we studied in the current research.
Our qualitative findings have already shown some evidence of how firms attach
different levels of importance to each dimension, as well as the possible shifts among
them. Though beyond the scope of the present study, whether and how different CGC
dimensions play a role in corporate compliance deserves further research attention.
Future research may take a further step to examine such differences and how they

contribute to corporate compliance performance.
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CHAPTER 8 CONCLUSIONS

A mystery in environmental governance is that there is no perfect regulatory and
policy solution to guarantee industrial environmental performance. Actions of regulatees
are so puzzling that empirical evidence of the effectiveness of external efforts on
corporate compliance and proactivity remains inconsistent. One possible reason is that
the organizational mechanisms through which regulated entities address environmental
concerns are partly ignored in the current literature (Schaltegger, Burritt, & Petersen,
2003). This research has developed and empirically examined a systematic analytical
framework to capture the significance of these internal processes in determining

corporate compliance and proactive environmental outcome.

Just as regulators may choose from a variety of enforcement styles to achieve
policy targets, this study suggested that regulated entities may also choose different
compliance styles in response to various regulatory demands. Survey findings supported
a four-dimensional perspective of CCS, the main and interactive effects of OC and RI in
determining CCS adoptions, and the moderating role of NGC on the mediating effect of
CCS (on the OC-PEM association). More specifically, organizational capacity is
positively related to each of the four compliance style dimensions. Regulatory
intensities from government and non-government stakeholders interact with each other
and with organizational capacity to affect enterprises’ adoption of different CCS
dimensions in a variety of ways. Furthermore, we find that resource sufficiency does not

always lead to improved PEM. Two voluntary dimensions of CCS, referencing and self-
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determination, translate organizational resources into PEM progress only when firms
have a high level of normative green commitment. The two responsive dimensions of
CCS, formalism and accommodation, do not show any bridging functions even though
they are more frequently adopted than voluntary dimensions. Post-hoc case study and
in-depth interview findings add to the survey results by first showing a more detailed
and dynamic picture of CCS. They also support the hypotheses in the survey study and
provide some possible answers as to why some hypotheses were not supported in an

empirical context in China.

Practical implications of this research are twofold. Inferences for managers are
clear. Careful resource management in strategic planning will allow regulated firms to
make better compliance decisions under both external and internal constraints. A full
evaluation of a firm’s resource endowment is important since resource limitation
requires enterprises to allocate them rationally to meet regulatory demands and be
economically efficient. Managers should also consider the priority of each dimension
and specify which environmental program or activity to fund if more resources become
available, or which activity to reduce if the total budget is reduced. Moreover, instead of
dealing with demands from each regulatory group separately, a full evaluation of the
firm’s regulatory environment will help develop smarter and more effective strategies
for achieving regulatory compliance. Green commitment also deserves further attention
in order to improve a firm’s environmental performance. Managers should realize that
whether a selected environmental approach or strategy can achieve an expected goal

depends on the extent to which the company is genuinely committed to environmental
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protection. Programs such as green training for staff are helpful in fostering green

commitment.

To policy makers, a proper understanding of the antecedents of corporate
compliance style helps in the design of better regulatory policies and implementation
strategies. More specifically, collaborative efforts between government and non-
government entities may encourage enterprises to adopt more innovative compliance
style dimensions. In addition, policy makers, industry associations, and NGOs may
consider ways for helping enterprises develop their internal capacity for pursusing more

effective strategies for regulatrory compliance.

It is also important for policy makers to understand that firm-level diversity in
environmental approaches and their level of green commitment matter. Instead of being
dictators, policy makers and enforcement officials may work as “public choice
architects” (Thaler & Sunstein, 2008), holding responsibility for organizing the context
in which regulatees make decisions. Not all roads lead to Rome if policy makers cannot
adopt an appropriate combination of policy instruments to induce and encourage firms
with different environmental preferences to go proactive. Bridging the gap between
environmental policy and the facts in private-sector management may require further
changes in regulatory design. As Fiorino (2006) stated in his book, the key question is
“How do we design and build a regulatory system that will promote a continuing, broad,
and enduring greening of industry that builds on the demonstrated achievements of the

leading firms?”
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Overall, the results of this thesis clearly demonstrate that regulated businesses do
adopt various compliance style dimensions in response to environmental regulation. an
investigation of corporate compliance style provides a new lens to study the impact and
effectiveness of environmental policies from regulatees’ side. This research further
clarifies the mechanisms of how institutional and organizational factors determine CCS
involvement and proactive environmental management. The empirical study went
further than merely investigating the main effects and shows the interactions among
firms’ environmental capacity, perceived regulatory intensity, and corporate green
commitment. Taken together, the thesis findings not only contribute to the scholarly
understanding of corporate compliance but also provide strong insights for investigating
CCS in a wide range of fields in the future. It is hoped that the theoretical framework
and empirical findings in this research will offer some interesting and elucidating
insights to both managers and policy makers, enabling them to achieve better results in

regulatory enforcement and compliance.
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APPENDICES

Appendix I: The Interview Protocol for Case Studies

QL. i UL W 51 o Wl R ANV IR B ORI VL, SR A ZRARA TR o] T FEFA 8 OReg Ry G
PRI AR LR 25 LR E 2 e

Please elaborate your view of corporate environmental protection and its relationship with
business operation. Please also briefly introduce how the company carries out environmental
protection and pollution control work, as well as the major progress achieved in the past few
years.

Q2. i A FIEHES ANV I IR A IR T Ged RE P AT R EEAT 7 7 G F T RSB A A ?
How did the company benefit from being compliant and proactive environmental management
(if any)? Were any difficulties encountered during this process?

Q3. St A FHEIT ANV BT ORI AR 125 BN 5, PARPRSERIPLH]. 15T De A
)RR ARAH S HES) A MY IS ORI AR (1) 322280 1 KU

What are the main considerations in corporate environmental protection? How is an
environmental decision made? Please describe the key motivation to actively undertake and
promote environmental protection.

Q. 7 FL AL A T SRR T AR IR E1 T 772 TR ? 35502 A2 Ak
DX? R AbAT TR el SE M URATT I A PR A 2

Where does the external pressure come from? E.g. Local government, Competitors, Media,
Community, Customers. How do these pressures affect the environmental management and
focus?

Q5. Dt A FETT ANV BT ORI TAE, e ORIG IS, TR EES X5 ?
What are the main reference groups when your company carries out corporate environmental
protection work?

Q6. Bt 2 w0 H F IR S i ez il RVE R I PP QT 2 XA R JR) I AR AT AT A
L2 EEAE 5 AR 5 2

What is your opinion of the current environmental regulatory system as well as the EPA’s
enforcement? Do any improvements need to be made?

Q7. 15X Bt 8 W) IR AR BN P — BTl 3R S s T i
Please evaluate your company’s environmental performance. What are the determining factors
that contribute to its success and future plans for improvement?
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Appendix II: Survey Questionnaire (Chinese Version)
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X7 ()
M TR PEH TSR FHILUAM
HiL 6. (852) 2766 7343 ME#i: nicole.liu@

BJE, BRNENSE KHEBRRE KR!

196


mailto:mscarlos@polyu.edu.hk
mailto:nicole.liu@polyu.edu.hk

B—HBr: NVRFREEE T

HEHH: FREER AWK ERFEL, BBEUAEERET, RSN TIRERE. RZRE S5
WIS TE 80 WIEFE 7: WA 8, G EE 1 WURBO A I RER IO, e wfE DA AT LA R 16
[ PERL, PIREEE 4 e b arr.

SEERFRR 23hva STEFRR
1 2 3 4 5 6 7

s
=
S
=
+
S
)|
i

I &
it o
i

|
0|

B¢ Ao
e

FESR B R A F) A 0 RoFE B 77 T

1. P BRI N R PRI T ) o FRAT T 2 M 1R K

2. 105 UM T N TR A ORISR R i) 0 AT T AR K

3 N RARZ RS BB b O T IR R 32 O FRAT T2 M 1R K
4 3075 IR SR 0] T AP IR PSR BAT T AN K

5. ANE T S BT S B A PR B AR RN 27 5K
6. TEIRETIEFR AT L FRAT T A5 BRI 58 G 2 AR RF — 2

7. AL H AL At AV AZ I A S5 ORI 2 56 RN B R

8. MNA WS HATIINS (B4 LRI T &
9. FATIAE T AV IR R 5 AT 1F CMARE ) H bR F R

10. FATTKS A IR R Gl i A5x4 15 O ARYE RN TR

1. FATH A SRR GRS 5 X

12. AT TAE IR BR3P 5 T ) SR BT

13 5 RER T IR T, FRAT I8 g LALE 21 4510 = = 1 Sk vy
14, FEIESFIARIE T, A1 e 2 4 A 1A A

15. PRUEA MY IR B G0k b oA T e B B R 5%

16, FRORIEH B m 2 FRA T T F A LR ) o B i AR o )

e il -
W W W W W W W W LW W W W W W WwWWw
B e T i i S S S N
DN D D O D D D D D D e D D D O
[oXWe) S Rie) o) e e ) N e e e e e e e NN
N e T B B B e B B I B e N BN

197



B RMANIMRE IR R: FE, g6 ) DRV EE

2A: NV FFRIAR B R

HEVH: EAAR AR, AU VI A DR BT BRI I RC A& DU K T . B BBt ANV B SEFR TG
L, BB EERET, RO ) T R R

A Wch AR thar FE OBCh wAe

A, Y I N i - R FHE
1. BEREIC £ N0 Vg e il He R R4 1 2 3 4 5 6 7
2. BEMEXTILA 0y e o R e B B AT (BTt L 1 2 3 4 5 6 7
PERRR
3. BB S ILA 7 i AR A R LK 1 2 3 4 5 6 7
4. V5 IR R TAEMI N S B AR 78 2 1 2 3 4 5 6 7
5. BERS BRI & B 2 B T3 5 s A L BR8P 1 2 3 4 5 6 7
6. My 2 RELh T T RE IR 78 00 IR 08 &S R 1 2 3 4 5 6 7
7. HL XA IR IR LAY 75 45 47 5 2 1K 54T 1 2 3 4 5 6 7
8. BEMEHHOR A TR AR )b Bl R E A5 1 2 3 4 5 6 7
9. FEINBELRY 5 A A 1 Aol s 2 1 2 3 4 5 6 7
10. H R HE B EE L T ISR B S & 1 2 3 4 5 6 7
1. AR IERRE L T AR ARG R 1 2 3 4 5 6 7
12. B SR GEARCE (Bl R R, K5 SN Rm 1 2 3 4 5 6 7

TRFFE DI R

198



2B: NV IR &

WEPWH: S LR 1121012 B 2R PP R 21 %4 10

1. ANV 2 0 2278 R Fp P A R A BE 5 i 471 5

2. AN IEFF AR TAEI I N 22— AE T3R5 A R R
B, I HATIEME G RIX A

3. Rl D A AN IS A (175 Gt P 5iAE

A
A

~r

IEIL;.\
1
1

1

B
A

CRN NN

R

=

3
3

3

Har

LIPS T

ﬁ%z: ]a/‘\
6 7
6 7
6 7

199



F=8 o R AT KR

BEHY: BEEAREDAR, ERTLUS— R REAH I X AP Pl ) 5 M E A ) 22 (0]t 545 e B 5 4
M) SERRE DL, B H )N GG AT, DRI R 1 1 R R

TEAFRR ShYA TERE

1 2 3 5 6 7

sl
cilig

4

SN BN ANE Har Wik 5EA

LT &5 Bt AN RIMR ) B> R 8 L 2 75 i) = E= b
B HASR Bk

1. H e BURF

2. JHUBUR (i, BoEAE)

3CMHBIAER R (B A A, JEAREE)

4, AP SCBORFER ] (Bl TR, ROeEss)

5. HATE LR LA

6. YAt X

7. AR

8. IMRAH L

9. Bt 7 sl B A

10. FEEGX S

11470 (Rl thes

12. % R0 3

NNNNNNNNNNNN@M%{

e e e e e
W W W W W W W W W W W Ww
R S e T T R S S SN
(V. R, RV, RV, RV, BNV, BV, BV, R0, RV, BV, R
(o) Nle) Nl e e N e )N Re) Re)\
N B N B B B BN B |

200



SBIER: AR EEIBENBR

HEUH: ERAHONE, & B SR RS S — MR T#. LRSI TG Tk — R 51
PRORIH A, TR B BSE AN BSERR IR DL, B O B A, LR T I R R

[1] MoK AT L8 I [2] e, HEAMEITE
[3] BARRKNEHET, ERAIEACRA [4] DR, R RIFFAGE T4
[5] E4R T BA 0 = I H [6] LA AANERT I I AT AL Al ok

[7] C2e R A A H & B ER)

MARFERE HiEd,  @idk SXRAME caxXM HHEH o

it R AT A REE JRASh TIMEtT EwiE
Bk 178) wAIE ETIAE  FELIH AL E ERANL
AR K ok 4y
1.Z 5G4 E 1 2 3 4 5 6 7
2.2 5 R 1S014001 TAE 1 2 3 4 5 6 7
3. A% FH I ¥ YA 1 2 3 4 5 6 7
40 IR EAT AR A R DRCR 1 2 3 4 5 6 7
5. WA H A AL R IR R R I 1 2 3 4 5 6 7
6. T FEAMY o 2 B FN DA I R AR5 1) 1 2 3 4 5 6 7
7T EHE 2 G RS 1 2 3 4 5 6 7
8 HE IR H b AL A B Bk H b 1 2 3 4 5 6 7
() —B 5>
9.5 56 i\l P 855 2% WL PR VP-4l i N Al 1 2 3 4 5 6 7
BRI AR PRGN 25
10.90 5 S RATAAN PR 1 2 3 4 5 6 7

201



BRES: RN AFR

&5, EEETIEREAMEN ALK EE. SRENFTERERMIA, AaBFHEAAANR, FROEE.

1. srAMbJE T —AMTk?
2. srAmlk A I EAH B I 207D
(1) LEAZ S P Erii Al 4) AnEE
(2) FoE Ak (5 EFARM
(3) HPRATE & il He (B #):
3. A R T A R G ) e GHREHEZO
oA T T TR E KRR GBI T e GHEFEMEZO
o AV AERLIE A R e DA 2 /DAY CIRSEL ) . PR
(D) DF5HE (2) 5-104F (3) 11-15% (4) 15-204F (5) 21-254F (6) #2544
6. s AMVIAE AT 2 /044 51 T2 CI S Y. R 07D
(1) F 100 (2) 100-499 (3) 500-999 (4) 1000—4999 (5) #&Eit 5000
7. 2009 S AME = I R R A b CIFSEL ) . PR 50

(D) MF10% (2) 11-20% (3) 21-30% (4) 31-40% (5) 41-50% (6) #Aid 50% (7) ANEH
8. 71 2010 T ANV IR ST B IR ECR 2 2?

9. W FETRAMNE L TIET: 4

10. /& N AE S MY AR 2

BRI B !

202



Appendix III: Bootstrapping Results of Multiple Mediation Test

sk st sk sk s sk sk sk sk sk sk sk sk s sk sk sk sk sk sk sk sk s sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk s sk sk sk sk sk sk sk sk sk skoskokoskok

IV to Mediators (a paths)
Coeff se t p

Formalism .6898 .0863 7.9891 .0000
Accommodation 4584 0853 5.3719 .0000
Referencing 6045 .0919 6.5767 .0000

Self-determination  .5456 .0985 5.5368 .0000

Direct Effects of Mediators on DV (b paths)
Coeff se t p

Formalism 1134  .0796 -1.4238 .1564
Accommodation 0059 .0811 .0729 .9420
Referencing 0877 .0749 1.1711 .2433

Self-determination .0751 .0698 1.0768 .2832

Total Effect of IV on DV (c path)
Coeff se t p
ocC 1.0701 .0869 12.3169 .0000

Direct Effect of IV on DV (c¢' path)
Coeff se t p
oC 1.0516 .1155 9.1054 .0000

Partial Effect of Control Variables on DV
Coeff se t p
Operation Years -.3489 .0919 -3.7955 .0002

Size 2026 0919 2.2052 .0288
Export -.0187  .0681 -.2750 .7837
Ownerdl -.3085 .2039 -1.5135 .1321
Ownerd2 -2472 1636 -1.5104 .1329
Ownerd3 -3605 .1554 -2.3200 .0216
Pollu_dl1 1618 0746 2.1672 .0317
Pollu_d2 1107 .0733  1.5103 1329
GVRI -.1041 .0845 -1.2322 2197
NGRI 2558 .0945 2.7057 .0075

Model Summary for DV Model
R-sq AdjR-sq F dfl df2 p
.6458  .6130 19.6894 15.0000 162.0000 .0000

sk sk s ok s sk sk sk sk sk sk s sk sk sk sk sk sk s sk s sk sk sk s sk sk sk sk sk sk sk sk sk sk skeosk sk s sk sk sk sk sk sk sk sk sk sk s sk sk skeosk sk skokosk

BOOTSTRAP RESULTS FOR INDIRECT EFFECTS

Indirect Effects of IV on DV through Proposed Mediators (ab paths)
Data  Boot Bias SE

TOTAL 0185 .0132 -.0053 .0899

Formalism -.0782 -.0798 -.0016 .0728
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Accommodation .0027 .0010 -.0017
Referencing 0530 .0463 -.0067
Self-determination .0410 .0457 .0047

Bias Corrected Confidence Intervals
Lower Upper

TOTAL -.1546 1988
Formalism -2391  .0488
Accommodation -.0838 .1220
Referencing -.0496 .1529

Self-determination -.0314 .1338

.0509
0512
.0420

sksksksksksksksksksksksksksksksksksk sk sksk sk sksk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk sk
Level of Confidence for Confidence Intervals: 95

Number of Bootstrap Resamples: 5000
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