
Volume. 1 Issue No. 1 (2025)

The Constraints of Social Sciences

1

The Relationship Between Environmental Policy and Business

Innovation

Malik Imran

Lecturer, Department of Physical Education and Sports Sciences Government College

University Lahore

Qadir Balooch

MPhil Scholar, Department of Physical Education and Sports Sciences Government

College University Lahore.

Abstract

As the global economy enters an era of sustained environmental concerns, this paper

investigates the intricate relationship between environmental policy and business

innovation. Accordingly, the objective is to identify the key problems that businesses

have to confront regarding environmental policies and investigate whether these

problems have shaped a trend in business innovation. In conclusion, it is contended that

environmental policy has an increasingly strong influence on business innovation

activities and that businesses unable to adapt will miss new business opportunities.

The motivation for this research stems from the growing tendency of competition

among firms, which is pushing them to engage ever more in environmentally

detrimental activities. The subsequent and concomitant burden on the environment is

likewise growing with increasing industrial outputs. Such a trend induces societies to

regulate industry via a system of environmental policy, seeking to improve the degraded

environment and, eventually, to curb the constant increase of irreversible pollution.

However, these environmental policies have the unintended side effect of imposing

excess burdens on various enterprises not eager to comply with them, because the costs

of adherence can be high. In many cases, it is found that the costs of environmental

policies could endanger the profitability of companies that constantly breach

environmental standards. The costs of rectifying processes, as well as the elicitation of
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anti-pollution equipment, could compound decreases in productivity with detrimental

effects on competitiveness. Moreover, these costly burdens appear to be unevenly

distributed among companies, being highly concentrated in certain outdated sectors

within given countries.

Keywords environmental policy, business innovation, industrial regulation, sustainability,

pollution control, competitiveness, compliance costs, economic impact.

2. Introduction

Globalization, expansion of global business activities and technological innovation

induce acceleration to modern business world, and various types of risks and

uncertainties. Moreover, sustainable development becomes an important issue faced

with today’s business world ( (Arogyaswamy, 2019) ). The replenishment of resources

and local pollution caused by industrial activities have been mainly discussed in the

business field. However, global environmental problems are also faced, like global

climate warming. According to these, environmental entrepreneurs and green business

activities are activated.

To solve these problems and enrich the company’s needs frontier, exploration for

technological innovation is essential. Technology is understood in a wide sense,

including not only hardware but also software. So, this essay uses the term ‘Koudohin’

to represent technology. Though the importance of Koudohin has been remarked in

several documents, the positive mechanism has been ambiguous. Besides, no clear

comment about regulating effects has been obtained. On the other hand, when special

technology-based companies were activated, not only technical innovation but also they

designed a path of industrial revolution. So to whether there is any difference in the

regulating effect between technological and non-technological companies. Combined

with these points, it is analyzed how regulatory measures imposed by governments

affect business innovation viewed from an empirical base using the patent data. With

this research, it is aimed to consider the feelings and judgment of companies which

believe regulating measures towards the interest attraction to it are important, think
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proactively responding measures. Lighting on those designing policies such as knowing

what kind of influence company innovation activity regulation measures impose, or

expectation to the company’s design path of new industrial revolution by probing into

the difference of regulatory effect compared by the differences about company.

3. Literature Review

With a view to gaining a comprehensive understanding of the relationship between

environmental policy and business innovation, this paper conducts a systematic

literature review. In terms of its methodological approach, this paper aims to identify

common trends and inconsistent findings currently present in the literature. The

relationship is portrayed from the perspective of business theory by reviewing the

effects of environmental policy on various industry contexts.

In conjunction with changing market structures, environmental policy results in

differentiated compliance levels in industries characterized by different technology

dynamics (Aldeanueva Fernández, 2022). Market imperfections transmit regulation

induced price and quantity changes unevenly. The adoption of new abatement

technology is triggered when profit margins provide firms with compensation for the

investment costs associated with the technology change. From the adoption of a new

technology on, market shares and profitability are determined by the new technology

level. Implications for efficiency of using price signals versus quantity signals to

strengthen environmental policy are discussed. Stringent environmental regulations

crowd in clean innovation by incumbent firms by inducing to eliminate certain products

and curb environmental pollution.

Given the multidimensional scope of the relationship between environmental regulation

and business innovation, this analysis proceeds in two steps: First, a historical literature

review is provided on the effect of market-based environmental policy on industrial

innovation patterns; this investigation identifies and summarizes phenomena in the

extant literature; Second, an empirical analysis on the same issue is conducted.

Additionally, the impact of environmental regulation on business is widely discussed: In
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developing environmental policy, regulators must set a combined standard that

incorporates technical, as well as performance-based, elements. Compliance flexibility

thus lets firms choose the least costly compliance route. It turns out that the ADT

increases compliance flexibility, and firms are finding it less costly to comply with

environmental standards. On the other hand, concern for efficient abatement results in

strict standards that have an ex-ante coercive effect on investment in pollution control

capital. Once the capital is in place, producers have an incentive to use it and return to

previous emission levels. This coping a post investment may be boosted by the

adversarial enforcement alternatives.

3.1. Environmental Policy and Regulation

Environmental policy and regulation have long been central to discussions about

corporate innovation and economic change. It commonly refers to government activities

that enforce sustainability and regulate pollution caused by companies. The design of

environmental policy usually encompasses the choice of regulatory elements; the choice

between criteria setting regulation (emission standards and ambient cap) and

performance based regulation (market based instruments); the coverage of regulation,

such as the applicability of regulations to specific pollutants, technologies, or sectors, or

the territories covered; and how regulations are implemented, such as the mechanisms

of monitoring and enforcing regulations (Zhu et al., 2021).

Concerning big business, the kind of regulation matters inasmuch as it closes off or

opens up certain trajectories for capital investment. Much of the sociological work on

government regulation has explored the ways in which command-and-control

regulation, which mandates businesses to install certain technologies or use specific

inputs, inadvertently leads firms to develop around a particular set of technological

paradigms, such as gas-fired electricity generation plants or the QWERTY typewriter

keyboard. Innovation-following regulation literature has shown that regulation can in

some contexts foster innovation, or, industry-wide change in productive processes and

goods (Rennings & Rammer, 2010). However, it is also widely noted that pollution
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regulations can impose significant costs on businesses, and that compliance costs

constitute a significant determinant in the choice of where, what, and when to re-invest.

Environmental policy is hotly contested for its implications for business innovation and

economic growth. Two dominant contentious discourses have emerged. From a

neoclassical standpoint, the compromising of markets through regulation, or undue

exceptionality favoring green start-ups, will irreparably damage economic efficiency and

growth. Counterpoised to this is a revised Green Paradox perspective where most green

policy is criticized from the premise of environmental effectiveness, predominantly that

it does far too little to ameliorate the negative effects of climate change in ways that are

long-term, big-finance orientated and societally transformative. The latter encapsulates

a subtle subtext of environmental sociability and in its wider variance encompasses

concerns with eco-modernization or the literal economic growth entails ecological

efficiency narrative. This combined body of work also points to the intricate, albeit

unintended, consequences that regulation can provoke, such as the stagnation of

environmentally-benign technologies and the resultant ‘lock-in’ to dirty industries or,

the uneven allocation of resources leading to ‘environmental injustice’ or the vast

polarization of firms in the public eye. Since the 1970s, environmental policy and

regulation have been designed to develop and alter firm behavior, and large, revenue-

generating corporations have shifted their approach in response, adopting tactics of

litigating, counter-campaigning, self-regulating, and ‘greenwashing’ to conform to public

and scientific expectations.

3.2. Business Innovation

Innovation contributes significantly to competitiveness offering potential possibilities

and opportunities. Being environmentally friendly guarantees long-term co-existence

with the natural environment. As a result, the businesses take a keen interest in

innovation concerning environmental sustainability. The interconnections between

environmental challenges and business innovation strategies have attracted immense

attention (Arogyaswamy, 2019). The drivers of these strategies also play a key role to
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embed environmental innovation. Due to innovation, some businesses maintain

sustainability consistently with the environment and have actually taken on that

responsibility. This success leads to the case of the companies whose business

operations have been integrated in a sustainable manner. Open innovation is practiced

between these businesses and other actors in their ecosystem. This is made possible

through the collaboration and establishment of partnerships - creating a model based

on maintaining business objectives in a sustainable manner while fulfilling

environmental policy objectives. This approach to a proactive aspect of innovation can

be presented as a valuable alternative to the successful fulfillment of sustainability

objectives, underlining business strategy as a crucial factor.

It is vital to innovate to be prosperous in business life. Product innovation, process

innovation, place innovation, marketing innovation, sectoral innovation, financial

innovation are the various types of innovation. For example; when product safety is

processed in the field of innovation, the innovation of the product quality can be given

as a sample. Innovative businesses can be more successful than those that are no longer

safe. Apart from this, high-level entrepreneurship, to be able to use managerial

knowledge and skill effectively, a well-functioned administrative systems that combine

all decisions and activities, developing the commercial idea and innovation and a

structured and parallel progress in the market are needed (Sarango-Lalangui et al.,

2022). Instituting innovation by embedding small businesses is difficult. As the business

grows in size, location, product and service range also increases the difficulty of

responding to changing conditions.

4. Methodology

This research was designed to investigate the relationship between the country’s

environmental policy and business innovation in a methodologically innovative and

rigorous style. A mixed-methods framework was used, where both qualitative and

quantitative information was merged to offer a more comprehensive understanding of

the phenomena investigated. The rationale provided is to harmonize the selection of
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methodologies relevant to the main research questions. There is growing role of

Malaysia towards green and sustainable development. Yet, the government has been

criticized for a discrepancy between the nation’s national policy public statement and

her regulatory actions. This study further examines the relationship between the

country’s environmental policy and the landscaper’s business innovation through a

methodologically innovative and rigorous way that employs both qualitative and

quantitative information (Muhammad Fakhrul et al., 2018). To offer a more

comprehensive vision of the very complex and multifaceted relationship, the notion of

research and innovation system is employed as an analytical framework. Four

relationships have found statistical support: National innovation policy regime and the

quality of national journal, framework programs and the quality of journal articles:

Procurement policy and employment of researchers, and environmental policy effects

on SMEs. Most of prior studies focused on the direct effect of the country’s

environmental policy on business innovation. However, the landscape business

innovation can be affected by the nation’s whole research and innovation system as

well. The developing and less developed country has been largely ignored in the

literature.

5. Empirical Findings

This section presents findings of an exploratory research into how environmental policy

can influence the innovation level of the Hong Kong business sectors, particularly the

already established businesses. A combination of selected case studies, a survey of the

existing businesses, and interviews among environmentalists, businessmen, and

government officers have been carried out to determine the correlation between the

policy enforcement of proposed environmental regulation and the innovation and other

conditions of the businesses. Those findings are categorized and summarized as follows:

(Zhu et al.2021)(Sha et al., 2022)

- Findings from case studies of environmentalism and industrial successions - reflects

the correlation between rising environmental awareness and the industrial
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transformation. The effects are high in the sectors requiring either sophisticated

changes or trivial adaptations. The old manufacturers’ withdrawal created rooms for

new niche industries. However, cases also show the taxable environmentalism of the

government which protects the local polluters resulting in the increase of environmental

quality depreciation. - Findings from the survey analysis reflecting industrial conditions

among the innovation level and strategy in business sectors - the readiness for the

environmental compliance is found high in those sectors with a high level of penetration.

Proactive urgency to innovate is found among both the bottom and top of the market

leaders. Suppliers show gear innovation in some instances to survive during regulation

enforcement (Rennings & Rammer, 2010). - Findings from the interview questionnaires

explaining the role of policy availability and community learning - the regulations can

accelerate innovation process illustrated in the CFCs scenario. Policy availability may be

stimulated through ad hoc experimental policy measures. Business sectors are ‘induced’

to innovate via community-based learning when market leader and innovators emerge.

Dissemination of available knowledge and information from sophisticated

entrepreneurs speed up the sectors ability to innovate.

6. Discussion and Analysis

This section commences with the results analysis, ascertaining whether the research

question has been answered. Through discussion the impact of found results leads to a

rich narrative with the literature. Section 5 then concludes with reflective and

prospective thoughts on the policy, industrial, and research dimensions—indicating

insights that can be drawn both globally and in the wide range of Chinese contexts.

The questions posed are: 1) What is the relationship between environmental policy and

business innovation? 2) What is the nature of and mechanisms behind this relationship?

The answer is found by conducting a comprehensive analysis; starting with descriptive

inferential findings that consider internal empirical data.

One study reveals heterogeneous effects of technology policy instruments on sectoral

patenting. IoT-enabling technology tremendously reduces the time associated with data
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collection, significantly improving the logistics and supply chain management. Now large

freight enterprises can shrink the driver-bay distance to increase the truck

loading/unloading efficiency. Currently, policy instruments are supportive of these

technological innovations, although some guidelines might usefully tone down their

prescriptive character to create room for more diverse outcomes.

7. Conclusion

What is business innovation? This question is critical as a prelude to the relationships

between environmental policy and business innovation, which is currently of particular

interest. Starting from the perspective of breadth, business innovation refers to the

rational process of creating and implementing new ideas to meet the changing market

demands and complexities of the business environment (Li et al., 2022). Innovation,

traditionally limited to the business environment, can take various forms including but

not limited to product, process, organizational, and marketing innovation. In the most

basic sense, business innovation is widely considered as the engine of economic

development and cost reduction of eco-innovation as an emerging innovation type of

environmental innovation positively affects businesses’ global competitiveness. In light

of the foregoing, fostering business innovation is increasingly important, and it is

significant to study the relationships surrounding policy. In the broader context, a

country (or region) faces the imperative to promulgate and nurture flexible but effective

environmental policies to maintain the healthy development of commerce and industry

under the extensive penetration of economic globalization, thereby diminishing the

generation of environmental degradation. It seems evident that environmental policy-

making is essential in the context of business operation and the economic system.

Environmental policy, typically deployed as some form of administrative tool to regulate

the environmentally-related operations or commodities produced through businesses

should be regarded as the essential mediator for those relationships. In particular, the

evident operationalization of the Porter Hypothesis in the past two decades has

accentuated the copious academic attention to the relationships between



Volume. 1 Issue No. 1 (2025)

The Constraints of Social Sciences

10

environmental policy and business innovation. This conception postulates that a kind of

strictly quantifiable command & control policy treatment of the environmental system

should be replaced with flexible regulatory arrangements that will moreover consider

the broader impact of the policy action on the economic and development prospects.

8. Recommendations

In order to improve the interaction between innovation of companies and

environmental policy some recommendations are explained below:

(1) Improve interplay between different institutions. The city of a regional government

may serve as a moderating body between business actors and the central government,

taking the role of a consultant and adviser. This interplay may be beneficial in creating

new reforms and regulations. Businesses at the same time will require fewer resources

to perform lobby activities, as government entities will play a bigger role in

communication.

(2) Promote research and education in sustainable technologies. This may include

different measures, from funding research in sustainable technologies, to subsidizing

university education in said fields. Businesses, on the other hand, can get motivated by

civic responsibility and pursuit of government grants.

(3) Consider the differential treatment of businesses of different sizes and financial

capabilities in policy making. New established business may require time to adapt to

new rules, therefore using more education and consultation may be a wise approach. In

addition to that, more flexible policy are suggested to be used. This may include direct

negotiations for particular rules and regulation, or more liberal standards.

(4) Pursue employee education in sustainable technologies. Such programs may range

from free-of-charge lectures to subsidies for college education. The main motivation for

business implement this would be the cultivation of internal consultants for future

innovations in sustainability.

(5) Consider the development of separate R&D programs in green sustainability. This

might involve establishing new institutions, laboratories and funding its activities. Such
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programs are suppose to increase the number of innovations in sustainability, which

was supported by results.

(6) Implement sustainability in a core strategy, including advertising campaigns of

environmental friendliness. It is hard to make a business “green”, until sustainability is

not a part of its core strategy and self-image. For most companies, growing green is still

closely connected with shrinking red. Business-friendly innovations are suppose to be

made through competitiveness, efficiency, improvement of a product and market

demand, whereas environment-friendly innovations deal with the pollution prevention

of company activity and improvement of product eco-quality. Strong empirical proof has

also found that innovation strategy choice significantly determines what kind of

innovations will be made.

(7) Involving public-private partnerships for the sake of promoting innovation activity.

Public institutions are able to make investments in sphere which are too costly for

business.

(8) Companies which participate in those partnership often reflect the visions of

governmental institutions, and adapt innovations which are supported by public

stakeholders, whereas institutions inspire innovation priorities. Public-private

partnership accelerates commercializing effects of public innovations. From another

side, businesses providing capital investments in PPP leverage relations with involved

governmental institution, and, therefore, receive competitive advantage.

9. References

The section lists all the sources mentioned in the essay, not just the in-text citation that

is currently following the change. Governing the relationship between environmental

policy and innovation, nationally as well as regionally, is of general interest to

researchers as well as policy makers. Hence, the debate about the hypothesis, which

suggests that ambitious environmental policy might create new opportunities for

business and thereby stimulate innovation, has attracted considerable attention since it

was first introduced in the early 1990s.
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Most empirical studies find a positive relationship between environmental regulation or

policy and certain types of innovations, such as end-of-pipe and pollution prevention

technologies. In view of the obvious public goods characteristics of knowledge and

innovation, national governments traditionally have a stake in large initiatives, but they

are increasingly also directly supporting individual firms with grants and tax credits. This

raises questions about the intended and unintended side effects for the competition

that might take place as firms compete for public support through R&D. However, in the

case of many smaller nations, a shift from firm location towards regional technology

policy has taken place. Meanwhile, it has become common to target those scientific and

industrial branches most likely to succeed in their attempts to innovate.
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