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Replacement of Business Tax with Value Added Tax, Fiscal Stress and the
Performance of Environmental Protection Listed Companies

Yl Jinchao, LI Weilong, XU Guoquan
('School of Management & Economics, Beijing Institute of Technology, Beijing 100081, China )

Abstract: In recent years, the central government has attached great importance to the construction of ecological civilization and the
development of the environmental protection industry. At the same time, local governments are facing greater fiscal stress. The contradiction
has become more prominent after replacing the business tax with a value-added tax. Local governments are faced with the dual pressure of
finance and performance evaluation, and may adopt measures to reduce the purchase price of environmentally friendly products to reduce the
financial burden. Based on the data of environmental protection listed companies from 2009 to 2017, this paper uses the fixed effect model and
continuous DID method to study the impact of rising local fiscal stress on the environmental protection listed companies’ performance. The
study finds that the rise in local fiscal stress has a significant negative impact on the performance of listed environmental companies. In
addition, the transformation from business tax to value added tax intensifies the local government’s fiscal stress, which in turn has a significant
negative effect on the performance of environmental protection listed companies. In order to build an ecological environment, the Chinese
government should strengthen the supervision and restriction of local governments, perfect the local taxation system, and support for
environmental protection enterprises.

Keywords: environmental protection industry; replacement of business tax with value added tax; fiscal stress; company performance
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