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Unintended Consequences: Inter-provincial Differences in the
Environmental Protection Tax Rates and the Migration Strategies of

Polluting Enterprises
XIE Zhenfa, CHEN Fangmin, CHEN Zhuoheng ( Xiamen University, 361005 )
Abstract; The Environmental Protection Tax Law, implemented in 2018, gives local governments the discretion
to set local tax rates, resulting in inter-provincial differences in environmental protection tax rates in the actual
implementation process. Although the original purpose was to use tax leverage to encourage enterprises to
reduce pollution, produce environmentally friendly products, and thus promote the green transition, the real-
life difference in environmental protection tax rates undoubtedly provides space for polluting enterprises to evade
environmental regulation through relocation. In practice, polluting firms, faced with different environmental
regulatory constraints in different regions, may choose to migrate to avoid the negative impacts of environmental

regulation more quickly, thus hurting the environmental governance effect of the policy.
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Therefore, this paper theoretically analyzes the relationship between inter-regional environmental protection

tax rate differences and cross-regional migration of polluting enterprises, and confirms that the tax rate
difference is a key driver of cross-regional migration of polluting enterprises. On this basis, this paper uses the
data on nonlocal investment of listed companies from 2015 to 2020, and examines the impact of inter-provincial
tax rate differences on the cross-regional migration of polluting enterprises using the Differences-in-Differences
method. The study finds that regional differences in environmental protection tax rates led polluting enterprises
to choose to move from areas with a higher rate to those with a lower rate and to set up more nonlocal
subsidiaries in the latter. It is more pronounced in heavily polluting industries and capital-intensive industries,
and cross-regional relocation is characterized by seeking a better market environment and nearby transfer.
Further study indicates that such cross-regional migration helps to reduce production costs and increase
corporate profits, but weakens the incentive of green innovation in the short term and causes pollution transfer.

Compared with previous studies, this paper has three marginal contributions. First, this paper focuses on
the unintended consequences of environmental tax reform, helps to enrich the theory of environmental tax
system, and provides real-life evidence for a comprehensive assessment of the implementation effects of
environmental tax reform from a new perspective. Second, this paper uses the exogenous policy shock of
environmental tax reform to overcome the endogeneity problem of mutual causality in existing literature. Third,
using data at the “listed company-subsidiary region-year” level, this paper includes the characteristics of
enterprises’ origin and destination into the analytical framework, thus more scientifically examining the
institutional motivation of enterprises’ cross-regional migration at the micro level.

The findings of this paper have three policy implications. First, the top-level design and supporting
measures of environmental protection tax should be improved under the overall goal of pollution control, in order
to break regional limitations in environmental governance and prevent the adverse effects of the policy at the
institutional level. Second, due to its wide scope of jurisdiction, the problem of pollution transfer may result in
unclear law enforcement subjects and cross-power conflicts. Intergovernmental collaborative governance is an
effective way to prevent pollution transfer. Third, the government should use the environmental protection tax
reform to help polluting enterprises reduce the cost of transformation and upgrading and establish a good local
market environment, which can help the government and the effective market work together to guide the
transformation and upgrading of enterprises.

This paper reveals the unintended consequences that may be triggered by the environmental protection tax
reform, and provides practical evidence for comprehensively evaluating and grasping the actual policy effect of
the reform. It not only helps to deeply understand the impact of the environmental protection tax rate difference
on the strategic behavior of enterprises, but also provides important policy implications for further strengthening
environmental governance and coordinating regional environmental policies in China.

Keywords: Environmental Protection Tax Rates, Inter-provincial Differences, Enterprise Migration,
Nonlocal Investment
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