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ABSTRACT

Do the regulatory and political climates of states affect the probability that they will serve as headquarters for companies?
Are other factors better explanatory variables, such as median educational attainment, incomes, or “greenness” of the state?
Are businesses in Democratic vs. Republican-leaning states more socially responsible, ethical, or transparent? What do
statistics reveal, is there more than one interpretation of the data, and what would be next steps for scholars of business law?
A conventional stereotype is that Republican-leaning or “red” states are generally more pro-business: namely, skeptical of
government intervention in markets through regulation, less likely to support public sector solutions to societal problems, and
generally in favor of lower taxes. Democratic-leaning or “blue” states are stereotypically less business-friendly, less trusting
of unregulated markets, and more inclined to trust active public sector involvement to solve societal problems, including the
associated regulatory and tax burdens.
This exploratory study tested whether indeed there is a connection between the number of corporate headquarters in a state
and the state’s political climate. The authors begin with a literature review regarding the common factors businesses consider
when choosing their headquarters. Next, a hypothesis is established concerning the question of whether the political climate
of a state has a statistically significant relationship with the number of company headquarters located within its boundaries.
To test this hypothesis, information was collected on just under 1,600 companies in the CSRHub.com database. Data was
also collected to establish political climate of each state. In addition to these variables, data on average income, educational
success, and perception of relative “greenness” of each state was collected to determine the impacts of these variables on the
number of corporate headquarters in a state.
Somewhat counter to what might be guessed based upon prevailing stereotypes, “ultra-blue” states (where an average of
55 percent or more of voters chose the Democratic candidate in presidential elections from 1996-2008) host approximately
seven times the number of company headquarters than “ultra-red” states (where the electorate leans most heavily toward the
Republican Party). More importantly, multiple regression analysis indicates a strong and positive relationship between
propensity of a state’s electorate to vote Democratically and the number of corporations headquartered in that state. No other
tested explanatory variable had a significant relationship. The authors acknowledge the limitations of this study, offer several
interpretations of this statistical outcome, and provide several provocative directions for future research.
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I.

Introduction

The goal of this exploratory study is to establish whether the political climate of a state has a relationship with the number
of corporations headquartered within its boundaries. A commonly held stereotype is that strongly Democratic states tend to
have greater regulatory and tax burdens, while Republican states are supposed to be business-friendly. Therefore, a natural
guess would be that companies might prefer Republican-leaning states for siting headquarters.
The authors begin with a literature review regarding the common factors that can impact siting a business activity. In
addition to developing the main hypothesis, several more variables are identified that might foreseeably have a relationship
with the number of corporate headquarters in a state. These include average educational level, income, and the “greenness”
of a state. Data sources and methodology are described and key findings are reviewed. The authors conclude by offering
several interpretations and suggesting directions for future research.
From the onset, it should be noted that large companies often incorporate in one state, have headquarters in another, and
production and/or service locations in a diversity of states or even countries. Arguably, this might lead one to guess that
there is no significant relationship between regulatory/political climates of states and their likelihood to host business
headquarters.
It is therefore all the more surprising that companies prefer, by a 7:1 margin, to locate in the cohort of states whose
electorates have the greatest propensity to vote for the Democratic Party as opposed to the cohort of states that are
Republican strongholds. A regression test using data from almost 1,600 companies confirmed that this is a strong positive
relationship. The same test failed to find a statistically significant relationship between, as independent variables, income,
education, and “greenness” of states and the dependent variable of number of corporate headquarters in a state.
The authors conclude by acknowledging the limitations of this study, offering interpretations of the statistical results, and
suggesting questions for further research.
II.

Literature Review

Where companies choose to locate their headquarters is not a question that has a generalizable answer. Commonly
accepted salient factors include access to resources, location of markets, supply of skilled workers, and favorable tax codes. 1
At first glance, this list of four factors seems to summarize most of what would dictate a decision of where to locate a
corporate headquaters, but the simple fact that a location already hosts a lot of businesses may attract other headquarters to
that location, especially if they are involved in the same industry. 2 General economic stability and quality of life for
employees enters the equation. Certain key factors that seem to be universal include customer demand, market of available
and competent suppliers and existence of closely linked companies in similar fields. 3
In addition to the aforementioned factors, businesses also take into account the overall business climate of the area. 4
Inherently, one of the factors embedded in the business culture of an area includes the political atmosphere. 5 More
specifically, the “quality of governmental politics…quality of relationships between politicians and commercial sector” are a
part of the criteria in deciding where to locate a business or its headquarters. 6 Political atmosphere implicitedly includes
favorable tax and regulation schemes for businesses. 7 However, some of the not overtly political factors affecting choice of
location of a headquarters – such as supply of an educated workforce and infrastructure resources – are closely tied to
decisions of where to invest public resources, which ultimately can be related to the larger factor of political climate. 8 The
political climate of state also has a self-evident effect on tax rates and the tendency to use regulation and the public sector to
solve or mitigate problems – these government interventions in the market and associated taxes are commonly characterized
as burdens.
Clear stereotypes are associated with the tendency of states to vote for one major political party or the other. 9 Put simply,
Democratically-leaning states are stereotyped as having an electorate and government officials that are more likely to favor
government actions to solve or mitigate problems – including regulations and public sector programs and associated taxes. 10
Republican-leaning states are stereotyped as having an electorate and government officials that are more likely to trust the
private sector and distrust government action – and for this reason are often characterized as more business-friendly. 11
Based on the foregoing literature and reasoning, the authors set out to test whether indeed business headquarters are more
likely to be located in Democratic-leaning vs. Republican-leaning states. In statistical terms, the political leanings of a state
would be an independent variable and the number of company headquarters in a state would be the dependent variable.
However, drawing on the literature review above and input from other scholars, several other factors emerged as
potentially more powerful determinants of where companies locate headquarters. Specifically, as mentioned, the availability
of skilled and educated workers can greatly affect where a company locates its offices, and higher education attainment tends
to the quality of a workforce in these respects. 12 For this reason, the authors decided to test whether an indicator of average
educational attainment in a state would be a better predictor of the number of corporate headquarters. A somewhat
countervailing factor is average income; potentially, higher average educational attainment leads to higher incomes which
makes a state less desireable because of high costs of labor. Therefore, average income in a state was added as an

independent variable to test as potentially affecting the number of corporate headquarters located in a given state. The choice
of data and methodology for including these variables in the test follow this section.
The last independent variable included is the green score of each state. These scores were determined by Brian Wingfield
and Miriam Marcus based on each state’s carbon footprint, air quality, water quality, hazardous waste management, policy
initiatives and energy consumption. 13 Arguably, these scores reflect not only comparative environmental quality, but also
relative regulatory burdens in each state and therefore could be – as mentioned above – negatively correlated with the number
of corporate headquarters. Conversely, according to some, green innovations and reputation (whether imposed by law or
voluntarily embraced) contribute to business efficiency 14 and morale of employees, 15 and practices such as sustainability
reporting are embraced more frequently by older and larger companies. 16 For these reasons, it is not obvious whether and
how comparative greeness of a state might relate to the number of corporate headquarters within its boundaries.
III. Hypothesis
Based on the foregoing literature review and reasoning, the following hypothesis is proposed:
H1: The political climate of a state has a significant impact on the number of corporate headquarters in the state.
Additionally, given that this is an exploratory study, and as explained above and further described below, statistics
reflecting average educational attainment, income, and comparative greenness of states were included to test if any of these
factors were more powerful determinants of where companies locate their headquarters.
IV. Data & Methodology
To test the hypothesis above, information was gathered from various sources on the dependent variable and independent
variables. The political climate or leanings of states could have been determined several ways. For example, something like
current voter registration data could have been used, or outcomes of recent state-level elections. However, registration data
can change over time and does not always predict outcomes, and state-level elections can be won by individuals that may
nominally belong to one party, but would, on a national level, not match the party platform or values.
Instead, the authors looked for a variable that would reflect (1) the long-term political leanings of a state (2) consistently
gauge state-level political climate as it compares to the national spectrum. Using results of the last four presidential election
cycles fit these two criteria. Next, the variable has to be continuous. Fortunately, in a two-party system, the percentage of
the popular vote won in each state by one party has a near-perfectly inverse relationship with the percentage of the popular
vote won by the other party. Therefore, one party’s share of the popular vote in each state accurately reflects the electorate’s
leanings toward both parties, and also meets the needs of performing the statistical analysis.
The specific data points collected were the percentages of the popular vote in all fifty states for the years 1996, 2000,
2004, and 2008 that were won by the Democratic Party. 17 The mean percentage won by the Democratic Party in these four
presidential election cycles was then calculated for each state. With these means calculated, the states were then grouped into
five cohorts that reflect the propensity of states to vote in favor of Democratic vs. Republican presidential nominees, as
illustrated in the following table.
STATE POLITICAL CLIMATE COHORTS DEFINED
MEAN PERCENTAGE OF POPULAR
VOTE WON BY DEMOCRATIC
PRESIDENTIAL NOMINEE 1996-2008

POLITICAL CLIMATE:
DEMOCRATIC PARTY vs. REPUBLICAN
PARTY FAVORED

COHORT

≥ 55%
50.5% -54.9%
47.5%-50.4%
43.1-47.4%
≤ 43%

Strong Democratic
Likely Democratic
Swing
Likely Republican
Strong Republican

ULTRA BLUE
BLUE
PURPLE
RED
ULTRA RED

For example, the share of the Massachusetts popular vote in each presidential election between 1996-2008 that was won
by the Democratic Party’s nominee was 62%, 62%, 60%, and 61% with an average of 61.3%. This percentage puts
Massachusetts in the “ultra-blue” classification. Using this methodology, states were categorized as illustrated in the table
below. Using this methodology, 11 states are categorized as ultra-blue, 9 as blue, 6 as purple, 13 as red, and 11 as ultra-red.

Next, the CSRHub database was used for gathering company information. The 1,686 companies in the CSRHub database
includes 93% of the Fortune 1000 and more than 95% of the S&P 500. 18 Companies included in the CSRHub database tend
to be publicly-traded companies about whom there is enough information to generate a report concerning their corporate
responsibility activities. 19 CSRHub aggregates more data and ratings on companies related to corporate social responsibility
than any other source. 20 This data includes twelve indicators related to company impacts on employees, the environment,
and communities, and governance, as well as information such as location of company headquarters. 1,596 companies
matched the basic criteria of being headquartered in the United States and as having enough visibility to be listed with a full
profile on CSRHub. The next table displays the number of company headquarters in each state.

To test the alternative independent variables, the following data points were used. As an indicator of educational
attainment, the number of bachelor’s degree holders per capita in each state was used. 21 As an indicator of the comparative
cost of labor, median income per state was used. 22 As already mentioned, the comparative “greeness” of each state was
tested as an independent variable using the rankings of Wingfield and Marcus. 23
V. Findings and Discussion
An elementary examination of the data suggested that this study was worth pursuing. This initial comparison of the
median number of corporate headquarters in each political climate cohort did not yet consider any other potential independent
variables, and yielded the following chart.

This illustrates that, for example, states characterized as ultra-blue have the highest median number – forty-seven – of
corporate headquarters. A pattern is strikingly clear: the median number of company headquarters per state drops as one
moves across the cohorts from ultra-blue, to blue, to purple, to red, and finally to ultra-red (where the Republican Party wins
the highest percentage of the popular vote), a cohort where the median number of company headquarters per state is seven.
Put another way, by a margin of about 7:1, companies favor having their headquarters in ultra-blue v. ultra-red states.
Another way to understand this data is to rank, side-by-side, the top ten states (Democratic-leaning vs. Republicanleaning) by number of corporate headquarters. The following chart results.

This graph shows the top ten states (ranked from left to right by the number of corporate headquarters that each hosts)
that qualify as etiher blue or ultra-blue or else red or ultra-red. For example, California (ultra-blue) has 252 corporate

headquarters (the most of any state), with Texas (an ultra-red state) in second place overall, and New York (an ultra-blue
state) in third place. The same pattern is strikingly clear: blue and ultra-blue states tend to host more company headquarters.
Based on these observations, the authors proceeded to include all of the previously mentioned independent variables and
the dependent variable in a regression test. The results of this multiple regression are detailed in the table below.

Only political climate has a statistically significant impact. Average education level and income and greenness of states
have statistically insignificant impacts on the number of company headquarters in a state. The following model captures the
relationship between the independent variables and dependent variable:
Y= -66.56 + 2.02x1 – 0.89x2 – 0.002x3 + 0.61x4
As communicated by this equation, for every percentage point increase in the share of a state’s electorate that votes for the
Democratic Party’s nominee for president (e.g. from 54% to 55%, represented by x1 in the equation), and holding everything
else constant, the median number of companies increases by two. There are a few possible interpretations of the key
findings.
Since the sample includes 93% of the Fortune 1000 and more than 95% of the S&P 500, one could interpret the reality
above to simply mean that, by a large margin, U.S. companies perceive the best locations for running a business to be in
bluer states. As none other than former GE CEO Jack Welch once said, he would favor locating a business where there is an
educated workforce and good transportation infrastructure (although, just preceding this statement, he said that he would
avoid locating in states with high tax rates). 24 Public investments in education and infrastructure tend to be favored more in
blue vs. red states, so this “election result” perhaps should not be surprising. However, average education level – as
measured by number of bachelor’s degrees per capita – was shown to have an insignificant impact on the number of company
headquarters. There could be other variables that underlie and explain these results. Identifying and testing other possible
underlying causative factors is a rich potential vein for future research by scholars of business law, political science, and
policy.
Inasmuch as the 1,686 companies in the CSRHub database tend to be publicly-traded companies about whom there is
more information (either good or bad, and generally related to environmental, societal, and economic impacts) the results
could be interpreted to suggest that companies that are comparatively more transparent and visible tend to favor bluer states.
Thus, two hypotheses are implied for further future testing: that more transparent companies favor bluer states and that
visible companies favor bluer states. Transparency of companies could be gauged by considering whether and to what extent
they reveal statistics on their societal, economic, and environmental impacts. This is therefore a promising future direction
for investigation. Considering that 95% of the Global Fortune 250 now actively report on societal, economic, and
environmental impacts, one specific and testable hypothesis could be: companies that engage in sustainability reporting tend
to locate in ultra-blue states.
Presuming further that a connection between being transparent and actually being responsible is established – which is in
itself is a hypothesis that urgently needs testing, since governments and specific laws such as the Dodd-Frank Act are
requiring more disclosures – it would be interesting to test if in fact more responsible companies tend to locate in bluer states.
On a somewhat related note, Co-Founder and CEO of CSRHub Bahar Gidwani recently published an analysis of whether
better performing companies tend to be located in more sustainable cities. 25

Finally, it is vital to acknowledge a major objection or limitation to the present study – but one which ironically only adds
to the compelling nature of the key findings. Namely, this study arguably focused on the wrong dependent variable:
companies choose their state of incorporation with an eye to minimizing tax burdens (and can further creatively take
advantage of tax laws to pay less than the official corporate rates), and commonly choose where to locate operations to take
advantage of cheap labor or other resources. Perhaps other future studies should take into account, as dependent variables,
where companies choose to incorporate or locate activities, and not where their headquarters are. However, if one accepts
this critique and line-of-reasoning, and political climates of states ought to be irrelevant to a company’s choice of locating
headquarters, then how does one explain the key findings of this study? Why would the bluest states be chosen by a 7:1
margin over the reddest states for locating headquarters, and why is there a strong positive relationship a state’s electorate
favoring Democratic presidential nominees and the number of headquarters in that state? Regardless of one’s
interpretation(s) of these results, the statistics discussed above should provoke some substantive debate about which political,
cultural, regulatory, and tax climates – or discrete policy prescriptions – are truly pro-business. It may be that some answers
turn out to be contrary to a lot of unquestioned assumptions.
VI. Conclusion
The goal of this exploratory study was to establish whether political climate of a state has a relationship with the number
of corporations headquartered within its boundaries. A commonly held stereotype is that strongly Democratic states tend to
have greater regulatory and tax burdens, while Republican states are supposed to be business-friendly. As discussed, one
might therefore be tempted to think that Republican-leaning states attract more company headquarters. However, having
examined data on voting patterns in the 50 states over four presidential cycles and locations of 1,596 corporate headquarters,
a key finding of this study is that companies are vastly more likely – by a 7:1 margin – to locate in strongly Democratic
(ultra-blue) states rather than a strongly Republican (ultra-red) states.
A regression analysis further confirmed a strong and positive relationship between a state’s electorate favoring the
Democratic Party in national elections and the number of corporate headquarters in the state. Other possible indicators were
included in the study. Indicators of average educational attainment and income and relative “greenness” of the state do not
appear to have a statistically significant impact on the choice of headquarter location.
As discussed, several possible interpretations are possible. Because the database used is quite comprehensive and the
sample includes almost 1,600 companies, it is possible that these results do reflect a general tendency of companies to locate
headquarters in more Democratic-leaning states. As acknowledged at the outset, companies often incorporate in one state for
tax benefits and locate operations in other states or countries to enjoy lower costs while their headquarters are sited in yet
another location. So the finding of this study does not provide dispositive proof of some kind in arguments over lowering or
raising tax rates or eliminating or adding regulation. The finding does, however, provide an interesting insight that provokes
further questions.
First and foremost, it is possible that one or more variables that were not tested are actually causing the observed patterns.
If average educational levels and income and greenness of a state do not have an impact on how many companies are sited in
its boundaries, and political climate seems a dubious causative factor, then what does explain the observed pattern? As
discussed, the database used for the study includes companies about which there is a certain threshold level of publicly
available data, leading to the suggestion that future studies also examine whether there is another pattern emerging; namely,
whether more transparent firms or more responsible firms have different siting preferences than others.
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