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Environmental Regulation and Total Factor
Productivity in China’s Manufacturing Sector:

Testing the Porter Hypothesis
Cao Jing, Zhan Hao

Abstract; In conventional economics theory, environmental regulation
would hinder the productivity growth, in the opposite “Porter Hypothesis” ar-
gues that environmental regulation would encourage firms to create and adopt
new technology, while eventually exert positive effect on the productivity growth

of the firm. In this paper, I will take manufacturing industry as a starting point,
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use firm level panel data, follow Levinsohn and Petrin’s method which use inter-
mediate input as proxy to estimate total factor productivity ( TFP) in china’s
manufacturing industry. After that, I will construct a multi variable regression
model to evaluate what’s the effect of environmental regulation on the TFP
growth. By doing this, the paper tries to test whether the “Porter Hypothesis”
exists in China’s manufacturing industry, and explore policy recommendations
base on the research results.
Keywords: Environmental regulation Total factor productivity (TFP)

Porter hypothesis
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