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This_paper examines the strong version of the Porter hypothesis (PH) by
using a huge international firm-level dataset, approximately 800,000 observations and the
environmental policy stringency (EPS) index. To examine the impacts of the EPS on firms
inefficiency, we use the technical inefficiency effects model of the stochastic frontier analysis.
We examined the non-linear impacts of not only the total EPS index, but also the four policy
instruments: standards, tax, trading schemes, and R&D subsidies. To address potential endogeneity
problems, the predicted EPSs are employed in the estimation. Empirical results show that the strong
PH holds for not only the total but also all individual environmental policy instruments when each
of the EPS exceeds its threshold. The empirical results bK policies and by industries are
qualitatively almost the same. Our results support that the strong PH holds when environmental
regulations are tightened beyond a certain level.
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