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Can The Third Party Supervision Improve the Efficiency of China Environment Regulation?

Based on the Perspective of Collusion between Government and Enterprises
LIU Zhao', ZHAO Zhi-hua
(1. Applied Economics Post Doctoral Mobile Station, Xi’an Jiaotong University, Xi’ an,Shaanxi, 710061, China;
2. School of Economics and Finance, Xi’ an Jiaotong University, Xi’an,Shaanxi,710061, China)

Abstract ;2007 Nobel Prize for economics went to the three economists, who have laid theoretical foundation
for the mechanism design and made a remarkable contribution, in order to reveal the important position of the
mechanism design theory in the history of the development of economic theory. Principal-agent theory is an impor-
tant part of mechanism design theory, which provides a theoretical guidance in the field of public goods or quasi-
public goods ecological protection and ecological compensation mechanism design.

Since the 1980’ s, many scholars at home and abroad have applied the principal-agent theory to many ecologi-
cal environment problems brought by the incomplete information ( Ferraro, 2008 ; Ozanne et al. , 2011; wei li et
al. , 2006; Li et al. , 2014 ). At the same time, the research of the foreign scholars in recent years also shows that
the incentive mechanism, which is constantly improved, is one of the most effective ways to improve the efficiency
of environmental regulation efficiency and ecological environment protection (Igo et al. , 2010; To et al. , 2012;
Zhang & Li , 2015).

With the deepening of the scholars’ research on environmental regulation, more and more scholars realized the
need to make a trade-off between environmental and economic growth. Simply raising environmental regulation in-
tensity is less and less useful, and the improvement of the function of environmental governance and the efficiency
of environmental regulation becomes more effective. It brings about a consequence that the research on environmen-
tal regulation efficiency has gradually become the emphasis of environmental economics, which is focused on envi-
ronmental regulation efficiency measurement and influencing factors. ( Randy & Henderson, 2000; Zhang Hui-
heng, 2005; Berman & Bui, 2008 ; Han Jiang et al. , 2009 ; Xiang-song Ye & Peng Liang-yan, 2011; Cheng Yu
et al. , 2016). However, the research on the Third Party Supervision based on the perspective of collusion between
government and enterprises is less in the domestic.

From the analysis of China’s administrative system, the central government represents all citizens to delegate
the pollution control tasks of the environmental protection to the local government, and the tasks are entrusted to the
enterprise by local governments, resulting in such a principal-agent relationship formed by the central government,
local governments, and enterprises. Under the condition of information asymmetry, the agents (local governments
and enterprises) must have the double incentive of moral hazard and adverse selection ( Dubois & Vukina, 2004 ).
Preventing collusion between government and enterprises become an important measure to raise the environmental
regulation efficiency and realize energy saving and emission reduction and low carbon economy. Therefore, the in-
troduction of the third party supervision is one of the most effective way to reduce the degree of information asymme-
try (Li & Zhang, 2014 ).

In this paper, the third party is introduces into the supervision of the central government to collusion between
the local governments and enterprises, structures game theory model of environmental regulation involves the four
interest subjects as the central government, local governments, enterprises and the third party, and discusses the
influence of the third party supervision to local governments and enterprises behavioral choices, the results show
that; the third party supervision can significantly reduce the collusion inclination of the local government and enter-
prises, and increase the local governments and enterprises’ effort level of environmental protection. Then empirical
examines on the effect of the third party supervision to environmental regulation efficiency according to the 30 pro-
vincial panel data of 2004—2013 years as research sample, the results show that; the third party supervision not
only can directly improve the environmental regulation efficiency, but also can indirect improve the environmental
regulation efficiency by inhibiting the collusion, the total effect depends on trade-off of the two aspects, and there is
spatial heterogeneity the third party supervision effect on environmental regulation efficiency, the effect of eastern
region is higher than the central and western regions.

Key Words :third party supervision; inhibitory effect; collusion; game analysis
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