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ABSTRACT

We study whether exogenous increases in health benefit related labor costs spur
polluting firms to internalize environmental externalities during ongoing operations.
Using the staggered adoption of state-level dependent care mandates from 1990 to 2011,
we estimate that regulated establishments reduce toxic emissions by 16%-21% relative to
unaffected plants. The effect is realized through larger abatement outlays and cleaner
process innovations and is strongest where capital-market scrutiny lowers firms’ cost of
capital after environmental improvements. These findings reveal a novel labor cost
channel through which private financial incentives can mitigate a classic public goods
problem, linking corporate factor cost shocks to environmental gains.
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