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Climate Policy Uncertainty and Chinese Enterprises’ Upgrading Dilemma

Wang Shun!, Yu Lu?, Lei Ling?
(1. School of Business, Anhui University, Hefei 230601, China;

2. School of Accountancy, Jiangxi University of Finance and Economics, Nanchang 330013, China;

3. School of Economics, Anhui University, Hefei 230601, China)

Summary: In the face of the increasingly severe challenges posed by climate change, China, as

a responsible major nation, introduced the “peak carbon and carbon neutrality” target in 2020.

Furthermore, China elevated the pursuit of the “dual-carbon” goals and active participation in global

climate governance to the level of national strategic importance in the 20th CPC National Congress

report. The rapidly rising uncertainty index of China’s macro-level climate policies is closely linked

to the nation’s current position in a new development stage, necessitating the continuous

implementation of climate policies to drive the “dual-carbon” goals.

We constructed a firm-level climate policy uncertainty index and matched it with the firm’s total

factor productivity data. The empirical results indicate that climate policy uncertainty has a significant
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negative impact on the firm-level total factor productivity, leading to an upgrading dilemma for
Chinese firms. Mechanism analysis further reveals that climate policy uncertainty suppresses firm
total factor productivity through three pathways: physical investment crowding out, green innovation
crowding out, and financial investment crowding in. Heterogeneity analysis indicates that the impact
of climate policy uncertainty is more pronounced in subsamples characterized by stronger risk
transmission, poor risk mitigation capabilities, and weaker policy guidance. The economic
consequences test indicates that the upgrading dilemma caused by climate policy uncertainty further
erodes firms’ market competitiveness and diminishes firms’ discourse power, hindering their high-
quality development.

The marginal contributions of this paper are primarily evident in three dimensions. Firstly, we
extend the concept of physical risk within climate risk to encompass the policy risk dimension,
acknowledging the pivotal role of policy elements in China’s economic performance. Policy risks,
represented by climate policy uncertainty, similarly exert profound impacts on firms’ production and
operation. Therefore, this paper makes a valuable contribution by addressing existing literature on
climate risks from the perspective of climate policy risks. Secondly, we embed the crucial factor of
climate policy uncertainty into the established literature on climate policy and productivity, thereby
providing a beneficial supplement to the existing literature. Lastly, this study furnishes a theoretical
foundation for governmental entities to formulate proactive and prudent climate policies while
maintaining a judicious degree of policy stability.

Key words: climate policy uncertainty; total factor productivity; climate change; climate risk;

carbon neutral
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