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Pollution Haven and Corruption Paradise

May 16, 2017

Abstract

In this paper, we present a simple theoretical extension from the Economic Geogra-

phy literature to characterize the main features of pollution havens (lax environmental

regulation, good market access to high-income countries and corruption opportunities).

Using structural and reduced-form estimations, we �nd that pollution havens are not

a �popular myth� for European �rms, laxer environmental standards signi�cantly ex-

plain the location choice of polluting a�liates. We analyze in depth the role of trade

costs (using various bilateral and multilateral measures), a 1% increase in access to

the European market from a pollution haven fosters relocation there by 0.1%. We also

�nd that corruption lowers environmental standards, which strongly attract polluting

�rms: a 1% increase of corruption fuels relocation by 0.28%. We test the economic

signi�cance of these empirical �ndings via simulations. The protection of the European

market (e.g., a carbon tax on imports) to stop relocations to pollution havens must be

high (a decrease of the European market for Morocco and Tunisia equivalent to 13%)

not to say prohibitive (31% for China).

Keywords: Multinational �rms; Environmental Regulation; Europe; Corruption;

Market Access, Trade.
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1 Introduction

�Although existing studies suggest little or no evidence of industrial relocation,

arguments over pollution havens persist. Why?� Eskeland and Harrison (2003)

In the early 2000s, it was quite common to dismiss the existence of pollution havens by

underscoring that there is no evidence of this hypothesis. Laxer environmental standards

could not signi�cantly explain the location choice of polluting plants. However, failure
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