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Environmental regulation factor endowment and enterprise location:
an interpretation of “Pollution Haven Effect”

and “‘Factor Endowment Hypothesis”
ZHANG Caiyun' SU Danni’

(1. Institute of Economics Chinese Academy of Social Sciences Beijing 100836 China;
2. School of Economics Nankai University Tianjin 300071 China)

Abstract: In order to clarify the role of environmental regulation and factor endowments in enterprise location from the
macro level this paper first compares two theories of “Pollution Haven Effect” and “Factor Endowment Hypothesis” and
puts forward a hypothesis to be verified. Since then the negative binomial regression method is used to verify the impact of
environmental regulations and factor endowment on the location of enterprises in 255 cities in China from 2003 to 2007. The
results show that: firstly environmental regulation directly affects the location of enterprises. From the perspective of
comparative advantage framework environmental regulation like other factors of production is the driver of the enterprise
location. Secondly environmental regulation indirectly affects the location of enterprises by changing the structure of
production factors. This mechanism shows that environmental regulation makes the factor endowment of a region change
structurally and then affects the location of enterprises especially the polluting ones. Thirdly the influence of environmental
regulation and factor endowment on the enterprise location exists regional heterogeneity and enterprise heterogeneity and the
impact on the location of enterprises in developed areas low—productivity enterprises and private enterprises is more
significant. The three conclusions not only highlight the role of environmental factors in enterprise location but also reflect
that different types of enterprises are affected differently which have some specific practical inspirations on how to use
environment labor and other factors to optimize resource allocation.

Key words: environmental regulation; factor endowment; resource allocation; enterprise location; negative binomial

regression; Pollution Haven Effect



