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Overview
Many firms in developed countries have decided that it is profitable to integrate sustainability into their business strategy (Nidumolu et al., 2009). However, the business benefits of proactive sustainability strategy are less clear in emerging and transitional economies, where environmental and social regulations are either lacking or poorly enforced, and where the demand for greener environment does not exist (Earnhart et al., 2013).
In recent years, along with accelerated industrialization, China’s energy consumption has increased dramatically, which resulted in serious environmental problems. Environmental incidents have caused serious impacts on the residential and the ecological environment. The conception of sustainable development and environmental protection is increasingly ingrained. Environmental regulation is one of the main administrative measures in directing corporate behavior and guiding enterprises through environmental protection. In view of the significant impacts from environmental regulations, investors of those regulated enterprises may adjust their behaviour accordingly. According to the efficient markets hypothesis theory (EMH) by Eugene Fama (1970), any information associated with the company transfers to the stock market timely, and stakeholders adjust their investment decisions based on the information. The results of these action changes can be reflected from abnormal returns of the shock price of listed companies. This paper examines the impacts of environmental policies on stock prices of listed energy companies in China. Specifically, we 1) employ the event study methodology to examine the abnormal returns of listed energy companies associated with the issues of environment policies during 2007 to 2013;. 2) examine whether the impacts of environmental policy issurance vary among enterprises in different energy industries, with different environmental information disclosure levels, located in different geographical areas, and with different property ownership. 
Methods

In an efficient capital market, daily stock prices should fully reflect the sum of all discounted profits a firm is expected to earn in the future (Fama, 1991). If disclosed information about a firm's environmental performance diverges from investors' expectations and is perceived to affect the profitability of the firm, it will cause abnormal changes in the firm's stock price. This is the theoretical framework that underlies event studies, as applied by Hamilton (1995) and others to examine the reaction of capital markets to environmental news. Following this approach, we assess the impacts of environmental policies on stock prices of energy companies in China. 

A standard event study involves five steps: 1) identify the event of interest and define the event window; 2) select the sample; 3) predict a “normal” return if the event was absent; 4) estimate the abnormal return during the event window, which is defined as the difference between the actual and predicted returns; and 5) test whether the abnormal return is statistically different from zero. Various models can be used to predict “normal” returns in the third step (MacKinlay, 1997), such as OLS (Ordinary Least Squares) regression (Gupta and Goldar, 2005; Klassen and McLaughlin 1996) and the GARCH model. However, the OLS regression could not account for heteroscedasticity resulted from stock price autocorrelation and the GARCH estimators are restricted to non-negative numbers with a magnitude less than one, both of which would result in estimation bias. As an effort to fix this problem, we use the Market and risk adjusted Model (MM) and EGARCH model in this study.   
Results

The results indicate that (1) within 15 days after the issurance of these policies, energy companies’ cumulative abnormal stock returns on average fell 3.6%, which confirm the view that environmental regulation is not welcomed by the market; (2) environmental regulations more negatively influence enterprises in the coal and oil industries, but less affect those in the electricity industry; (3) corporations with lower disclosure levels are more seriously influenced by environmental regulations; (4) the impact of environmental regulations on stock prices does not significantly vary among energy enterprises from western, eastern and medium regions; (5) environmental regulations are least likely to influence medium sized energy companies; (6) environmental policies more negatively affect companies with higher proportion of state ownership.
Conclusions

Concerns about the environment strike throughout China’s energy industry.This study analyzed how environmental policies affect energy companies’ stock prices, with specific attention paid to administrative, legislative, market incentive and information disclosure policies. Based on data of 52 selected Chinese energy companies’ stock prices between 2007 to 2013, the effect of environmental policies on enterprise value was then empirically analysed. This study also improved analytical robustness by separately assessing companies in different energy industries, with different environmental information disclosure levels, located in different geographical regions, and with different proportions of state ownership.
The negative impact of the environmental policy reflects public awareness of the link between environmental pollution and the energy development. However investors concern more about business conditions and profitability, and would take environmental regulation as a potential cause of increased costs and reduced future cash flow. In addition, energy prices are heavily regulated, it is difficult to pass increased costs to the downstream business or consumer. Coupled with non-fossil energy sources such as wind power, solar power, and biomass power, renewable energy generation represents a potential susbstitution of traditional energy supply. In view of that, environmental regulations impose great challenges and uncertainty on traditional energy enterprises, which leads to decrease in their stock returns. Government should not only formulate and implement strict environmental laws and regulations, but also balance the company's profitability with their environmental threats in future policy making, which will surely leads to sustainable development.
References

Earnhart D H, Khanna M, Lyon T P. (2014): "Corporate Environmental Strategies in Emerging Economies". Review of Environmental Economics & Policy, 8(2):164-185.

Fama, E.F.(1991): "Efficient capital markets: II ". Journal of Finance 46 (5), 1575–1617.

Fama, E.F.(1970): "Fama, e.: efficient capital markets: a review of theory and empirical work. " journal of finance 25, 383-417. Journal of Finance, 25(11), 1538-43. 
Gupta, S., Goldar, B.,(2005):"Do stockmarkets penalize environment-unfriendly behavior?Evidence from India. "Ecological Economics 52, 81–95.
Hamilton, J. T.(1995):"Pollution as news: media and stock market reactions to the toxics release inventory data."Journal of Environmental Economics & Management, 28(1), 98-113.

Klassen, R.D., McLaughlin, C.P.,(1996):"The impact of environmental management on firm performance." Management Science 42 (8), 1199–1214.

Mackinlay A C. (1997):"Event Studies in Economics and Finance[J]". Journal of Economic Literature, 35(1):13-39.
Kolditz O, Xie H, Hou Z, et al. (2014):"Opposing activities of the Ras and Hippo pathways converge on regulation of YAP protein turnover[J]". Embo Journal, 33(21):2447–2457.
Nidumolu R, Prahalad C K, Rangaswami M R. (2013): "Why sustainability is now the key driver of innovation[J]". IEEE Engineering Management Review, 41(2):30-37.

( Corresponding author: Xuying Yu, PhD, Beihang University, E-mail: xueying@buaa.edu.cn





