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Abstract

Which factors make some American multinational corporations (MNCs) take political action in response to
the US-China Trade War and cause others to stay on the sidelines? We identify China-based subsidiaries of
US firms to identify firms’ political actions in response to the trade war. We combine data on firms’ tariff
exposure, economic actions in China, and political actions in the United States during the trade war.
Together these data highlight the divergent strategies with which firms engage. Even though more than 63
percent of MNCs in our sample were adversely impacted by tariffs, only 22 percent voice opposition and
7 percent exit in response to the trade war. Our analysis reveals that US MNCs in China differ in their busi-
ness models, ownership structure, experience in China, and size of capital investments. These firm-level fac-
tors determine the degree to which US MNCs are embedded in China. This in turn shapes how firms perceive
political risk and choose from the menu of options to deal with the trade war. Size and age increase voice
while joint-venture status decreases it.

Keywords: China; trade war; multinational corporations; foreign direct investment; political risk

Introduction

By dragging the world’s two largest economies into a costly battle of tariffs, the US-China Trade War
transformed a traditional ballast of the bilateral relationship into a maelstrom of instability.
Historically. US businesses have staunchly advocated for free trade with China. They ranked among
the biggest beneficiaries of China’s market opening and risk becoming the greatest casualties of the
present conflict as tariffs erode their profits and tensions disrupt their operations. So how united
have US businesses been in opposing the US-China Trade War?

Existing theories of trade politics suggest that larger multinational corporations (MNCs) benefit
much more from trade liberalization and more actively lobby and advocate for free trade.' One
might expect US firms doing business in China to have even stronger incentives to voice opposition
to the tariffs compared to their domestic counterparts that merely source from China. Indeed, of
the 4,000 companies that submitted public comments to the United States Trade Representative
(USTR) on the first three lists of section 301 tariffs, nearly 86 percent are opposed tariffs and 88 per-
cent say that tariffs would disrupt their supply chains.” Yet, even though the US-China Trade War is
widely recognized as bad for business, most of these new tariffs still remain in place after the Phase
One Trade Deal signed on January 15, 2021.”> As of 2021, a surprisingly small number (less than 2
percent) of large and very large US firms have openly voiced opposition to tariffs.* Which factors
make some MNCs take political action in response to the trade war and cause others to stay on the
sidelines?

'Kim & Osgood (2019)
2Lee & Osgood (2021)
3Zhang (2022a)

4Zhu et al. (2021)
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To answer this question, we link China-based subsidiaries of US firms to their political behavior
in the United States to examine the effects of firm-heterogeneity on how US MNCs respond to the
trade war. We leverage two new datasets in the analysis. The first dataset uses annual registration
records filed with the Chinese Ministry of Commerce to identify the universe of foreign-invested
enterprises in China from 2014 to 2019. The second dataset consists of the observed political behav-
iors of all US firms that responded to section 301 tariffs by submitting a comment, testifying in a
hearing, filing a tarift exclusion request, or lobbying the USTR in 2018 and 2019. We take a repre-
sentative random sample of 500 American MNCs from the first dataset and match these to the polit-
ical behavior of their parent companies in the United States in the second dataset. Using the exit,
voice, and loyalty (EVL) framework’, we analyze how these MNCs choose between different strate-
gies in response to US tariffs. We pair this quantitative analysis with four case studies of MNCs to
identify greater sources of firm heterogeneity in response to the trade war. This mixed-methods
approach provides a unique picture of the correlates of firm actions in a time of increased political
risk and economic costs.

Our results highlight that firm behavior in politically advocating for market access, traditionally
characterized by successful collective action, varies significantly when existing market access is
threatened by new trade barriers. Advocating for trade liberalization—market opening—is differ-
ent from speaking up against protectionism—lowering tariff barriers—after MNCs are already
operating in the foreign market. Some factors are undoubtedly unique to the US-China case.
The Trump White House, citing national security concerns with China, openly embraced protec-
tionism and dared interest groups and Congress to challenge them on tariffs. This security framing
resonated with the “tough on China” mood on Capitol Hill and increased the political cost for
opposing tariffs (Zhang 2022b). But we identify significant firm-level heterogeneity that explains
which MNCs are willing to speak out against new trade barriers. The level of embeddedness in the
foreign market divides MNCs and erodes their willingness to engage in politically costly collective
action. We show in our case study that every company brought up China and the risk of policy
instability arising from the trade war in their annual financial report to shareholders, but none
directly challenged policymakers over tariffs. Our results have implications for how we understand
the relationship between the political behavior of firms, free trade, and threats to the liberal eco-
nomic order.

US-China Trade War and Ambivalent Politics of US MNCs

Average US tariff levels on Chinese exports increased from 3 percent to 21 percent since 2018.° The
escalation of tariffs accompanied a slew of other policy measures designed to curb Chinese competi-
tiveness in emerging technologies—the so-called tech war—and to heighten ideological competition
between the two systems of government—the so-called new cold war. These developments dramatically
increased operational costs and political risks for US MNCs doing business with China. The Eurasia
Group, a leading political risk consultancy, identified the “broken” US-China relationship as a top risk
for its clients in 2019.”

Both governments appear intent on rallying MNCs to advance their national political interests, put-
ting businesses in a difficult position. US policy in the trade war seems to be motivated by the belief
that tariffs would be the wake-up call American MNCs needed to abandon China and reshore supply
chains to the United States. Chinese policy, particularly in the early stages of the trade war, seems to
have been guided by the perceived leverage differences in Trump’s and the US business community’s
goals on trade were expected to generate in US-China trade negotiations.® Chinese scholars saw little
risk of a full-scale trade war between the United States and China because they expected that influential

*Zeng (2021)

“Bown (2019)

“Bremmer & Kupchan (2019)
8Zhang (2022a)
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special interest groups in the United States would make it difficult for the Trump administration to
start a trade war with China, despite his bombastic rhetoric.”

Yet, US MNCs responded to the trade war neither by divesting en masse from China (exit), as the
US side hoped, nor by vocally opposing Trump administration tariffs in the United States, as the
Chinese side expected. The modal strategy for MNC:s is to neither exit nor voice, but to be apolitical
and adjust to the increased political risks by altering their business model. Even though more than 63
percent of MNCs in our sample were adversely impacted by tariffs, only 22 percent chose voice and 7
percent chose exit in response. We believe this apolitical response of US MNCs is puzzling from the
perspective of interest group politics. The remainder of the article addresses why the interest group
with the most invested in the US-China relationship did not coalesce into an effective coalition in
opposition to the trade war.

“Normal” Trade Politics

The US-China Trade War appears at first to contradict established theories that predict a leading role
of interest groups in championing free trade and a highly constrained White House.

Firms that export or produce abroad tend to be larger and more productive.'’ This is because export-
ing or producing abroad using foreign direct investment (FDI) involves high, nonrecoverable fixed costs.
Only more productive and larger firms can afford the upfront fixed costs of doing business in foreign
markets because they are able to charge higher markups and thus are more profitable. Lowering tariffs
also means that firms face increasing competition from imports. Yet, larger and more productive firms
are less concerned about intensified global competition resulting from trade liberalization for at least two
reasons. First, high productivity enables them to sustain competition with foreign firms. Second, access-
ing better and cheaper inputs using global sourcing further bolsters their competitiveness.'' With the
emergence of complex global production and investment networks, these MNCs, with their ability to
coordinate networks of foreign affiliates, have emerged as influential political actors.

MNCs can wield enormous political influence with both their home and host governments to pro-
tect their business interests. They lobby individually and through peak associations such as the
American Chamber of Commerce (AmCham) for favorable policies.'"> China consistently ranks as
one of the most popular investment destinations for American MNCs. In the 1990s, Congress voted
every year to end China’s most-favored-nation (MFN) status, which guaranteed low tariff rates for
Chinese goods. During this period, US MNCs worked closely with the Bush and Clinton administra-
tions to lobby Congress for MEN renewal. These US firms organized to support trade with China, both
with new organizations and with what became known as the annual “door knock,” where American
business groups from throughout the United States visited Washington to lobby Capitol Hill, paving
the way for China’s accession to the World Trade Organization (WTO) in 2001."

Traditional trade politics involves coalitions of exporting and import-competing interest groups com-
peting to influence Congress and the president over the optimal level of trade liberalization. Milner and
Tingley (2015) explain presidential strength across foreign policy instruments as a function of two fac-
tors: distributive politics and ideological divisions. In “normal” trade politics, interests group lobbying
and political pressure constrains the president because distributive politics around trade policy are
high. Additionally, because ideological divisions across the two political parties around free trade were
historically high, the president was further constrained on using trade as an instrument of policy.

Distributive politics between interest groups constrain the White House’s ability to set trade policy.
However, over the past half century, the exporting interests of large MNCs enjoyed the upper hand
over import competing industries in these domestic fights and contributed to the lowering of trade

°Ibid.

'Bernard & Jensen (1999); Helpman et al. (2004); Melitz (2003)
U Amiti & Konings (2007); Topalova & Khandelwal (2011)
12Osgood (2021); Kennedy (2009)

PDavis & Wei (2020); Kuk et al (2018)
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barriers globally.'* Export dependence and multinationality historically made firms more likely to
oppose protectionism in their home market.'> These firms typically source intermediate inputs glob-
ally including their home countries to produce final products in foreign markets. As such, they are
concerned about potential retaliation by the host country if their home country moves toward
protectionism.

Historically, the concentrated interests of large, export-intensive MNCs were instrumental in trade
liberalization because they outspent the diffuse interests of smaller, import-competing rivals in lobby-
ing and campaign contributions.'® Their contributions created the public good of a more open market
between the United States and China, enabling firms that did not lobby to gain access to the vast new
markets. Thus, collective action against tariffs should still be possible today if these same large MNCs
that enjoy concentrated benefits from trade liberalization were equally willing to shoulder the costs of
fighting against new trade barriers.

Trade War Politics

The US-China Trade War seems to turn all of these expectations about the leading role of MNCs as
champions of free trade on their heads. President Trump appeared unconstrained by either interest
groups or by Congress in raising tariffs.

Some share of MNC reticence to participate in politics can be explained by their growing frustration
with discriminatory Chinese policies. The record of public testimonies held by the USTR reveal that
some US firms saw the trade war as a window of opportunity to address their grievances with
Chinese industrial policies that limit market access for foreign MNCs. Most of these firms are either
import-competing or no longer invested in China. But the US-China Business Council (USCBC),
which represents more than 200 prominent MNCs that do business in China, also took an ambivalent
stance in the USTR hearings, supporting the damning section 301 report findings but opposing the uni-
lateral use of tariffs. This highlights the dilemma for US MNCs that may support some of the goals of
trade war but nevertheless oppose tariffs as a means because they are unwilling to shoulder higher costs.

Some share of MNC reticence is due to the fact that the traditional ideological division between
Republicans and Democrats over trade does not apply to the China trade war. The Trump White
House, citing national security concerns, initiated trade wars on multiple fronts, and dared interest
groups and Congress to challenge them. Congressional Democrats and industry groups were notably
much more vocal in their opposition to the section 232 tariffs'’, which affected US allies in Europe and
North America as well as China, than to the section 301 tariffs. Since assuming office, the Biden
administration removed section 232 tariffs on allies such as the Europe Union, United Kingdom,
and Japan but have kept both section 232 and section 301 tariffs against China in place.

Republican and Democratic legislators have instead embraced a bipartisan consensus that views
tariffs as one front in a broader rivalry between the United States and China. Since 2010, attack ads
featuring China have surged, particularly in competitive districts, and incumbents who were attacked
took tougher positions on China after reelection."® The annual number of “tough on China” bills
introduced in Congress would quintuple between 2016 and 2020."” These bills often had bipartisan
sponsorship and were just as likely introduced by Republicans like Marco Rubio (R-FL) as
Democrats like Robert Menendez (D-NJ). As Amy Celico, a former China director at the USTR
and principal at Albright Stonebridge Group, observed, Congress has been taking the lead on placing
stricter export controls and screening investments from China under the Trump administration.

This lack of ideological division on the China trade war in Congress undoubtedly increased the
political cost of opposing the section 301 tariffs among American businesses.

“Milner (1999)

*Milner (1988)

'°Kim & Osgood (2019)
7Rubin (2018)
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The few MNCs that publicly opposed the trade war such as Apple and GM struggled to find allies in
Congress because of the bipartisan consensus around getting tough China. Most firms used the USTR
testimony and comments process to lobby for individual tariff exclusions while doing little to oppose
the trade war as a whole.

However, bipartisan hostility toward China was a major obstacle faced by all MNCs suffering from
the section 301 tariffs. To understand why some MNCs voiced opposition while others remained silent
we must examine distributive politics. We argue that heterogeneity of interests among US MNCs also
explain why the trade war was largely unopposed. US MNCs in China differ greatly in terms of their
level of embeddedness in the Chinese economy, which is in turn driven by date of establishment, size
of registered capital, and whether they operate as a joint venture (JV) or as a wholly foreign-owned
enterprise.

Building on a wave of new research on MNCs behavior in China®® and in the United States*', the
subsequent sections analyze the political behavior of American MNCs in reaction to the US tariffs to
unpack the ambiguous role they play in US-China strategic competition. We show that US MNCs were
not unequivocal champions of free trade with China in the immediate years following the initiation of
the trade war, even though they are among free trade’s largest beneficiaries. Businesses facing tariffs
were, surprisingly, not more likely to speak out against the trade war but neither were they likely to
divest from China.

Exit, Voice, Loyalty Framework

MNCs faced with rising tariffs must weigh cost of political inaction (loyalty) against the costs of polit-
ical (voice) and economic (exit) action. We adopt the EVL framework pioneered by Hirschman (1970)
and formalized by Clark et al. (2017) to classify MNC responses. When faced with a negative change in
the policy environment, citizens in the EVL framework have a choice to take three types of actions: (1)
exit or forgo the existing benefits and seek the best possible alternative, (2) voice or make an active
effort to pressure the government to change the new policy by showing their dissatisfaction, or (3) loy-
alty, meaning putting up with the policy and not alter their behavior. As Clark et al. (2017) show the
EVL game is solved differently depending on the relative cost of exit and voice.

This study builds on these earlier works by introducing novel data on EVL for a sample of 500 US
MNCs in China.** Previous research show that US MNCs are resilient to all but the most intense and
persistent conflicts after the costs of entry have been sunk and rarely exit in the face of mounting polit-
ical risks*’. Another study using the EVL framework found that American MNCs that have verticalized
their production have even stronger incentives to engage in lobbying activities and voice their policy
preferences due to their greater “sunk costs” and hence the “higher cost of exit”.** We strive to show
how MNCs choose from the full menu of political and economic strategies available to them in
responding to tariffs.

MNCs operate and have interests in both the United States and China. They could voice their dis-
satisfaction to both governments or exit from either market. The irony is that most US MNCs cannot
credibly threaten to exit the United States because they have likely already outsourced production over-
seas and keep only essential headquarters functions in the United States. So, we will only consider
MNC exit from China in response to tariffs in this article. This decision to leave or partially leave
China through shutting subsidiaries still remains a difficult choice for many MNCs. A vice president
of government affairs for GM China put it this way: “If an American company is not in China, it can-
not be a global leader and cannot benefit from economy of scale.” So, while tariffs of 25 percent or

20yekasi (2019); Miura (2020)

#1Zeng (2021)

22This sample represents around 3 percent of the population of 16,670 US MNCs registered with the Chinese Ministry of
Commerce in 2018. This sample is of sufficient size to represent the heterogeneity that exist across the population of US
MNCs and was designed for representativeness of registered capital among US MNCs in China.

23Barry (2018)

2*Zeng (2021)
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more pose a significant challenge for some China-based exporters, others are loathed to abandon the
China market to their global competitors.

Another possible action of firms is voice in China. Firms do negotiate at the local level in China on
some policies, but the Chinese state is notoriously autonomous and unresponsive to foreign MNCs on
the scale of national economic policy. In fact, the lack of responsiveness to MNC grievances over tech-
nology transfer, intellectual property protection, and regulatory uncertainty feature prominently in the
section 301 investigation and played an important role in the onset of trade hostilities. No systematic
data was available on which MNCs lobbied the Chinese government. By contrast, we were able to iden-
tify multiple channels through which MNCs could voice opposition to the trade war in the United
States. Thus, when we examine voice, we mean MNCs exercising voice in the United States and
when we examine exit, we mean MNCs closing down their operations in China.

Measuring Exit, Voice, and Loyalty

Our outcome variable of interest is MNCs’ strategy, covering three possible responses: exit, voice, or
loyalty.

Exit: MNCs in China are required to report annually to the Ministry of Commerce. An MNC is
defined as exiting if they report in one year but do not report in the subsequent year. Across all foreign
MNCs in China, between 2018 and 2019, just more than 32,000 foreign firms (11.42 percent) exited
the dataset.”” In the same period, 1,893 US firms (11.45 percent) exited China. We draw our sample of
500 firms from 2018, a firm in our sample is defined as existing if it did not report in 2019. In this
sample, thirty-four MNCs (6.8 percent) are coded as exiting.”® Exit measured in this way is exit of
a subsidiary, not necessarily of the parent company; it could reflect corporate restructuring, a new
name, or simply failure to report. Because we are working with a sample, we were able to evaluate
every identified exit to ensure it measured subsidiary closure rather than restructuring, name changes,
or delinquent reporting.

Voice: In the main analysis, we define voice as engaging in any political voice activity in
Washington, D.C. including USTR lobbying, USTR testifying, submitting public comments, and
requesting tariff exclusion. We define a company as voicing if the MNC belongs to the US—-China
Business Council (USCBC) and this peak association engaged in voice activities on behalf of their
members. We found that 115 MNCs (23 percent) engaged in voice. The USCBC participated in the
testimony, submitted public comment, and lobbied the USTR. Forty-seven MNCs in our sample
were identified as USCBC members. Another sixty-eight MNCs individually engaged in some form
of voice.

Some voice activities are financially costlier than others. Comments and testifying are nearly cost-
less: Anyone can submit an online comment on behalf of a firm and be invited to testify by the USTR.
Eighty-nine MNCs participated in public comments or testimonies in our sample. Tariff exclusion
requests are somewhat costlier, there is no filing fee but many MNCs retained the services of specialist
law firms to submit the requisite documentation. Fifty-six MNCs submitted tariff exclusion requests.
Individual lobbying is costlier still because a firm would need to retain a registered lobbyist. Eighteen
MNCs lobbied the USTR independently. Lobbying through the USCBC is the costliest option finan-
cially because this option is only available to prominent businesses and annual membership fees are
$30,000. Twelve MNCs lobbied passively through USCBC and thirty-five lobbied both through
USCBC and individually. These are fixed costs of entry and tend to be available for larger MNCs
but not to smaller ones, once you pay for a lobbyist or join the USCBC, the marginal cost of lobbying
on tariffs become marginal.

The political costs associated with voice activities are inverse to financial costs. Testimony is the
costliest because it might generate unwanted press and public attention. Public comments carry similar

%Vortherms & Zhang (2021)
*50ur sample’s exit rate is lower than the average US firm exit rate because our sample is representative of registered capital.
Many of the exits in the US sample come from small, individually invested firms, which have a smaller influence on our sample .
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risks but are less prominent. Zhu et al. (2021) posit that MNCs were muted in their public opposition
to the trade war because they were weary of upsetting Trump and his allies in Congress. Tariff exclu-
sion requests are less politically confrontational but require the disclosure of commercially sensitive
information that firms might not want to make public. Lobbying the USTR is even less costly because
it occurs behind closed doors, the records are obscure, and it is rarely covered by the press. Also, the
lobbying disclosure records do not reveal whether the firm is for or against the trade war, only that
China or tariffs were discussed. Lobbying through the USCBC gives even greater plausible deniability
to the firm because it offers both privacy and anonymity, big reasons MNCs are attracted to these
associations.

Larger MNCs are likely to be more sensitive to political costs and less sensitive to financial costs.
Bipartisan hostility toward China might mean that those with greater means to voice are also the
most reluctant to publicly oppose the trade war. Thus, we distinguish between more public (comments
and testimonies) and more private (exclusions and lobbying) forms of voice in our subsequent anal-
ysis. We include a breakdown of the voice measure by MNC size in the appendix.

Loyalty: Finally, a firm expresses loyalty when they neither exit nor participate in any voice activ-
ities. Loyalty is overwhelmingly the modal response for MNCs, it was adopted by 351 MNCs (70 per-
cent) in our sample. Loyalty is the baseline category for the quantitative analysis but we engage it
further in the process tracing case studies. This too is a heterogeneous category. Large MNCs with
extensive global networks may prefer loyalty because of the availability of apolitical tariff avoidance
schemes such as foreign trade zones, country of origin adjustments, or value reduction through
using the first-sale rule.”” Small MNCs may not have the resources or capacity to engage in voice
and default to paying the cost of tariffs or passing them along the supply chain to customers.”®

Taken together, EVL shows the primary actions MNCs can take in reaction to increasing costs of
the trade war. Table 1 presents the distribution of firms in our sample across EVL outcomes.

A Theory of Firm (In)Action

US MNC:s differ in their degree of embeddedness in the China market, which in turn, determines
which strategy—exit, voice, or loyalty—they adopt in response to the onset of tariffs and the elevation
of political risk in their China operations. Embeddedness in China is a function of the size of the firm’s
relationship-specific sunk costs and the firm’s access to risk-mitigating political resources. US MNCs
also differ in their degree of exposure to US and Chinese tariffs. Those firms that do not source prod-
ucts from the United States or export to the United States do not face tariffs directly.

Accounting for the Heterogeneity of MNC Interests in China

US MNCs were instrumental in paving the way for the wave of trade liberalization that followed
China’s WTO membership. Even before China’s WTO accession in 2001, US MNCs like Boeing,
General Motors (GM), General Electric (GE), and American International Group (AIG), were critical
in reducing trade barriers with China as Congress and the Bush and Clinton administrations battled
over China’s MEN status (Davis & Wei, 2020). US firms received the reward of the opening of the
China market to American trade and investment for their troubles of political voice.

Jiang era China (1989-2003) saw an alliance of big foreign capital and state-owned capital, both of
which received preferential policy treatment at the expense of domestic private firms (Huang, 2003).
China actively courted large MNCs to set up JVs with state-owned enterprises. In 1995, foreign-
invested enterprises accounted for 47 percent of China’s manufacturing exports and these MNCs

*"The first sale rule allows importers to use the price paid by a first-purchaser instead of the end price for valuation purposes.

e attempted to collect data on tariff mitigation activities but details on firm-level participation were not publicly available.
This not surprising because many of these strategies such as country of origin adjustments exist in a legal gray area and Customs
and Border Patrol has increased scrutiny on importers declaring abrupt changes to product origin to crackdown on MNCs
rerouting Chinese imports through third countries.
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Table 1: Summary of the exit, voice, loyalty outcome variable.

Number Percentage
Exit 34 6.80%
Voice 115 23.00%
Loyalty 351 70.20%
Total 500 100%

also dominated domestic sales in industries such as chemicals and electronics. Huang (2003) argues
that China’s financial and legal institutions, under Jiang Zemin and Zhu Rongji, reduced the ability
of domestic private firms to provide the same benefits brought about by FDIL

The neoliberal economic policies of the Jiang era produced a bonanza for the foreign investors
and large state-owned enterprises but faced mounting criticism in China. Most of these MNCs
engaged in little truly cutting-edge research and design in China. For example,
Shanghai-Volkswagen produced the Santana sedan in China for nearly thirty years with minor
upgrades, two decades after Volkswagen stopped manufacturing of the same model in Europe.
Strong criticism of the “exchanging market for technology” strategy emerged in policy and academic
circles during the debate about WTO accession and coalesced into a call for “indigenous innovation”
in the mid-2000s (Chen, 2018).

The Hu-Wen leadership (2004-12) that succeeded Jiang made promoting indige nous innovation a
national policy priority. These policies would ultimately split the coalition of US MNCs who advocated
in favor of engagement with China. While many US MNCs continued to reap massive profits in China,
others began to chafe at the increasingly techno-nationalist policies of the state. The implementation of
indigenous innovation policies also varied across regions, depending on how local governments forged
alliances with different types of foreign firms and how these coalitional politics subsequently shaped
government policies.”” Support for indigenous innovation is lowest in municipalities where the export
share of foreign firms is high and concentrated in large firms because the government is more reliant
on FDI for revenue.

At the same time, as China became the fastest-growing consumer market in the world with the larg-
est middle class in the 2010s. Many US MNCs have moved toward a business model of “In China, For
China” to produce for local consumption rather than export and to invest in local research and devel-
opment. The pace of this trend was uneven and, as the case studies show, the same MNC can produce
goods for foreign export as well as local consumption. Since 2008, many US MNCs also accelerated
their efforts at management localization to reduce management cost, develop and retain local talent
with more local competencies, and maintain good relations with local governments.’® This trend
toward localization includes the hiring of former Chinese policy makers and regulators as managers
who can help mitigate political risks through their political connections.

Degrees of Embeddedness in China

This history is important because it highlights the fact that US MNCs that entered China at different
times differ in the amount of registered capital they brought to China and had different relationships
with JVs and local governments. All these factors—age, size, JV status, and business model—determine
the degree to which US MNCs are embedded in China. This in turn shapes how these firms perceive
political risk and the menu of options they have to dealing with the trade war.

The more deeply the MNC is embedded in China, the costlier is it to exit and the better connected it
becomes. These two mechanisms are not easy to disentangle. Older, larger MNCs and those with local

Chen (2018)
*%Fayol-Song (2011)
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JV partners have greater relationship-specific sunk costs in China. The higher these sunk costs, the
more likely the firm is to prefer voice to exit. At the same time, more experienced, well-resourced,
and locally connected MNCs have more options available when dealing with the trade war. The greater
these available resources, the more likely the firm is to prefer voice to loyalty. In any case, if the cost of
exit (from China) or the cost of voice (in the United States) are greater than the cost of tariffs, that
MNC is likely to put up with the policy and not alter their behavior (loyalty). Thus, the business
model and exposure to tariffs of the MNC will also determine the cost of tariffs and the relative appeal
of exit and loyalty.

We anticipate that older firms, especially those that entered China before 2004 under the Jiang
administration, are likely to have more experience weathering political risks in China with more
time to develop political connections are also less likely to exit. These firms have a deeper pool of
local talent to draw from. They are also more likely to have experienced favorable treatment from
the Chinese government. All this should decrease the likelihood of exit and increase the likelihood
of voice in response to tariffs.

Hla: US MNCs with older subsidiaries should be less likely to exit China during the trade war.

H1b: US MNCs with older subsidiaries should be more likely to voice opposition to tariffs in the
United States.

We anticipate that large MNCs in China, measured by amount of registered capital, have greater
relationship-specific sunk costs. They are more likely to be engaging in intrafirm trade but also
more likely to have greater amounts of resources at their disposal to mitigate political risk. Larger
MNCs are much more likely to have government relations teams in both the United States and
China and to cultivate political connections with local officials and are thus less likely to exit.
These firms have more at stake financially and more resources with which to face the elevated political
risks of the trade war. They should also be more likely to voice opposition to tariffs because their parent
companies are more likely to have the resources to do so.

H2a: US MNCs with larger investments in China should be less likely to exit China during the trade
war.

H2b: US MNCs with larger investments in China should be more likely to voice opposition to tariffs
in the United States.

We anticipate that US MNCs that are in JVs with a Chinese company have the highest relationship-
specific sunk costs in China and thus should be the least likely to exit China in response to tariffs. They
are also more likely to be producing for the Chinese market and receive more preferential treatment
from the Chinese government. Both these factors should mitigate the cost of tariffs and reduce the
likelihood that they will need to exercise their political voice in the United States. They are likely to
have Chinese nationals as managers and behave as native Chinese firms in response to the trade
war and their political behavior should diverge from other US MNCs.

H3a: US MNCs with JVs in China should be less likely to exit China during the trade war.

H3b: US MNCs with JVs in China should be less likely to voice opposition to tariffs in the United
States.

Finally, we anticipate that US MNCs that are engaged in international trade are more exposed to
both US tariffs and Chinese retaliatory tariffs. These firms will have greater incentive to voice oppo-
sition in the United States to the trade war or, failing that, to cut their losses and exit China. By
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comparison, MNCs that have successfully implemented the “In China, For China” business model and
produce goods for the Chinese market should be relatively unfazed by rising tariffs.

H4a: US MNCs with import-export as a business model should be more likely to voice opposition to
tariffs in the United States.

H4b: US MNCs with import-export as a business model should be more likely to exit China during
the trade war.

Research Design

The analysis relies on a mixed methods research design, drawing on a wide array of data, including a
new dataset of Foreign-Invested Enterprises in China (FIEC). Vortherms and Zhang (2021) construct
this dataset of China-based foreign-invested enterprises (FIEs) using registration data from the
Ministry of Commerce. This dataset includes more than one million registered firms with relevant
operating information from 2014 to 2019, of which about 16,000 are registered to the United States.
We first draw a stratified sample of 500 subsidiaries of US MNCs in China from FIEC based on
their registered capital size and the date of their establishment. The FIEC data allows us to measure
exit among US MNC subsidiaries before and after the onset of the trade war. These data are paired
with data on the political behaviors of the subsidiaries’ parent companies in the US to measure
voice using various public sources. Political behaviors include whether they lobby the USTR, submit
public comments, participate in public testimony, or file tariff exclusion requests. This article is the
first to study the full menu of economic and political behaviors of US MNCs in the United States
and their subsidiaries’ exit decisions in the host country, in response to elevated political risks. We
supplement the quantitative analysis with process-tracing case studies of four US MNCs.

Data and Measurement

We use a stratified random sample of 500 foreign-invested enterprises in China whose investment
comes from firms and individuals in the United States. We constructed strata based on firm size
(defined by registered capital percentile) and time of registration (defined by establishment before
and after WTO ascension).”” The sampling frame has a clear skew with small, individually invested
firms. Stratification allows us to select a sample with greater representation of capital investments.
Size and registration date were chosen as stratification variables to reduce sampling variance based
on findings from Vortherms and Zhang (2021). The result is a representative sample of 500 firms
(Table Al1). All results are run on the unweighted sample and using design weights. The inclusion
of design weights do not significantly alter the results.

Our final sample of firms includes firms from all three economic sectors, with 7 firms in the pri-
mary (extractive) sector, 265 firms in the secondary (manufacturing) sector, and 228 in the tertiary
(services) sector. Of the sample firms, 221, or just under half, explicitly mention “import and export”
(jin chiti kou) in their business description. We identify these firms as “exporters” because they are
most likely to be affected by trade war tariffs.

The other key source of data captures US MNCs’ voice behaviors, including lobbying USTR, sub-
mitting comments, requesting tariff exclusion, and testifying in section 301 hearings. We collect USTR
lobbying activities related to Chinese trade of the US companies in our sample in 2018 and 2019 from
the Center for Responsive Politics (OpenSecrets.org). To mitigate the negative impact of trade war on
US firms, USTR launched a tariff exclusion project, in which US companies could submit requests to
have certain goods excluded from the imposed tariffs. List 1-3 tariff exclusion requests data were com-
piled from the Mercatus Center. We also collected comments submitted to the USTR concerning the

1A stratified sample reduces sampling variance and yields a more representative sample. The sample size of 500 firms was
calculated using standard sample size estimates to provide estimate precision of exit of <3 percent.
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section 301 case against China from regulations.gov website for List 1-3 tariffs. Finally, we collected data
on which firms appeared in USTR testimonies for all tariff lists. While previous efforts® focus on lob-
bying, our measure of voice includes the full range of political behaviors to “voice” opposition to tariffs.

Firms vary in how they lobby. Many large MNCs are coded as testifying to the USTR and lobbying
through the USCBC, the industry association representing more than 200 of the largest MNCs that do
business with China. Overall, USCBC member firms are more active than nonmember firms in par-
ticipating in these activities. We find that some of the USCBC member firms in our sample also indi-
vidually participated in activities with lower political costs such as lobbying USTR and requesting for
tariff exclusion. But fewer member firms engaged in activities with higher political costs such as com-
menting and none testified independently. A summary of the different voice strategies by firm size can
be found in the appendix (Figure Al).

Dependent Variable: Firm Actions

For the quantitative analysis, we use EVL as a categorical variable. For the quantitative analysis, we
define the three strategies as mutually exclusive. In the sample, there are six MNCs that could be
coded as both exit and voice categories. We coded these MNCs as voice rather than exit because we
find that although these MNCs closed their subsidiary in our sample, all six corporate parents contin-
ued to operate in China through other subsidiaries.

Explanatory Variables
The explanatory variables include MNCs’ tariff intensity, investment size in China, date of establishment,
JV status, location, and whether or not their registered business practices include imports or exports.

Tariff intensity is our primary indicator for the probable costs facing each MNC as a result of the
trade war. Vortherms and Zhang (2021) constructed this variable to capture the intensity of both
American tariffs and Chinese tariffs. Tariff intensity takes the count of products subject to tariffs in
the firm’s industry class divided by the number of industries to account for variation in industry
size. The US tariff intensity ranges from 0 to 894 (pharmaceuticals) whereas the PRC tariff intensity
measure ranges from 0 to 225 (textiles manufacturing). We include variables for both US and Chinese
tariffs because tariffs from either side could be affecting business costs. As a robustness check, we sim-
plify the tariff intensity measure to an indicator variable to see if any tariff exposure, defined as any
tariff intensity above zero, affects outcomes. These results are consistent with the main models and
available in the appendix (Tables A3-A6).

These are admittedly rough measures of the targeted effects of tariffs because we are inferring tarift
impact from the firm’s industry. But they provide a proxy for potential exposure. Ideally, we would
match the tariff intensity with specific products of firms involved in imports and exports. Because
this data is not available, we include an indicator variable, exporter, to identify firms that mention
“imports-exports” in the description of their business practices. Together, our sample has 211
MNCs that mention import-export in their business description submitted to the Ministry of
Commerce. If tariffs induce exit, these firms should show the largest impact. We include the exporter
variable in the aggregate analysis and run a subsample analysis that includes only exporters.

There are three firm-specific variables of interest that proxy for degree of embeddedness in China.
First, we measure firm size as the amount of registered capital reported in the FIEC dataset. Registered
capital ranges from $45,000 to $1,378,440,000, with a median of $14,900,000 in this sample. While
we cannot observe each firm’s investment in fixed assets—the best measure of concrete sunk costs—
registered capital captures the financial commitment of an FIE.

Second, we use establishment year (age) to proxy for the soft sunk costs such as relationships and
local experience. The longer a firms operates in China, the more they have developed networks and
working relationships both with other firms and government officials. Exiting would mean abandon-
ing these relationships. Establishment year ranges from 1989 to 2018 (age ranges from 1 to 29 years
old), with the average year 2007 (average age 12 years old).

*Zeng (2021)
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Finally, we include an indicator variable for JVs. JVs operate with investment from at least one
investor from mainland China. JV status is a specialized indicator of sunk costs, as JVs have a clearly
established business relationship that would have to be abandoned if the FIE exits.

To control for industry-level variation and province-level variation, we also include subsidiary’s
location and its industry as controls. Location is measured by region, comparing FIEs in eastern coastal
provinces versus other inland provinces. We also control for whether the MNC is in the manufacturing
sector because this sector is most directly impacted by tariffs.

Empirical Strategies

To understand the effects of firm-heterogeneity on MNCs’ responses to trade war, we first use multino-
mial logit models to test the hypotheses. The outcome variable of MNCs’ response includes three mutu-
ally exclusive categories: exit, voice, and loyalty. Multinomial logit model assumes the independence of
irrelevant alternatives (IIA) property where the relative odds of selecting between any two strategies is
independent of the number of alternatives. In this study, we assume that the probability of MNCs choos-
ing one strategy is not affected by the presence of additional options. The probabilities of choosing dif-
ferent strategies should depend on the characteristics of the MNCs making the choices, not subtle
characteristics of the choices. As Dow and Endersby (2004) argue, multinomial logit can provide reliable
estimates in the aggregate even if individual choices are not IIA. As a robustness check, we performed a
Hausman test for IIA assumption violation, which failed to reject the null hypothesis, providing evidence
that multinomial logit is appropriate. Additionally, we reran our models using multinomial probit, a
model that allows the relaxation of the ITA assumption. The results do not change.

Quantitative analysis provides an aggregate picture of firm choices, but the limitations imposed by
data availability for all firms meant glossing over significant details about individual firm experiences.
To provide a fuller picture, we also use process-tracing case studies of MNCs subsidiaries in China to
better capture nuances behind their responses. The business and production activities of individual
MNC:s can vary greatly even among those in the same industry. For example, our large-n data fails
to consider alternate strategies firms can use to mitigate tariffs, and how firm-heterogeneity impacts
a company’s ability to adopt these strategies. Larger firms may have greater resources with which to
implement tariff-evasion strategies such as utilizing a foreign trade zone, or other legal strategies
that may be cost prohibitive for smaller firms. They could also not close their operations in China
but expand their operations in other countries—the China Plus strategy. By narrowing the scope of
examination to specific firms, this case study will allow us to identify the firm-specific factors (e.g.,
share of firm profits from China) underlying intra-industry fragmentation. In sum, case studies of
individual firms can account for differences between individual firms, allowing us to examine the
effects of firm-heterogeneity on the strategy firms adopt to respond to trade war.

Results: The Determinants of Firm Behavior

Figure 1 shows a Sankey diagram for the number of firms in our sample categorized by size and
whether they were affected by tariffs and their behavior. The modal response among the MNCs
observed is loyalty; this holds true for firms in tariff-impacted industries as well as those in non-tariff
impacted industries regardless of size.

This pattern of more loyalty than exit or voice is replicated across different sectors, as well (Table 2).
Firms in the tertiary sector have both the highest relative rate of exit at nearly 8 percent and voice at 25
percent. But the distribution across these categories is not statistically distinct (p=0.415). Very few
firms in our sample fall into the primary sector, meaning we cannot evaluate the relative distribution.
The three outcomes are therefore consistently distributed across the secondary and tertiary industries.
Based on a Chi-squared test, tariffed and non-tariffed firms do not have different distributions across
the three possible outcomes. Large and small firms do have a slightly different distribution, with small
firms more likely to express loyalty than large firms (p = 0.03). Large MNCs, defined as those in the top
10 percent by capital make up approximately 77 percent of all firms that voice. They were also more likely
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Figure 1: Exit, voice, loyalty in response to tariffs.

Table 2: MNCs’ responses by tariff-impact/size/joint venture.

Exit Voice Loyalty

Num. (%) Num. (%) Num. (%) Total x2
Full Sample 34 (6.8) 115 (23) 351 (70.2) 500
Primary 0 (0) 1 (14.3) 6 (85.7) 7
Secondary 16 (6.0) 57 (21.5) 192 (72.5) 265 1.76
Tertiary 18 (7.9) 57 (25.0) 153 (67.1) 228
Tariff-impact 21 (6.6) 78 (24.8) 216 (68.6) 315 1.37
Non-tariff impact 13 (7.0) 37 (20.0) 135 (73.0) 185
Large 26 (7.6) 89 (25.9) 228 (66.5) 343 7.27*
Small 8 (5.1) 26 (16.6) 123 (78.3) 157
Joint venture 4 (2.7) 23 (15.6) 120 (81.6) 147 13.87***
Not joint venture 30 (8.5) 92 (26.1) 231 (65.4) 353

* p<0.05; ** p<0.01; *** p<0.001.

to be in the room for the signing of the Phase One Trade Deal. MNCs with more registered capital in China
are more likely to choose voice, and small firms are more likely to choose loyalty than other strategies.
Finally, JVs and non-JVs have distinctly different patterns across the three outcomes. Nearly one-third
of MNCs in our sample were registered as JVs in China, but these JVs only account for 20 percent voice
and 11.76 percent exit. Thus, size and JV status will be important variables for the multivariate analysis.

Multivariate Analysis: Determinants of MNCs’ strategy

Because the sample of 500 US firms was constructed using a weighted sampling approach, we present
results for both unweighted sample (columns 1 and 2) and with survey design weights (columns 3 and
4) in Table 3. Additionally, we include results for a subsample of firms self-identified as engaging in the
import-export industries (columns 5 and 6).

Exposure to PRC tariffs have no impact in any of the models, either full sample or restricted to
exporters only. Exposure to US tariffs is not statistically significant in the full sample models but is
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Table 3: Multinominal logit analysis of determinants of MNCs’ strategy.

Unweighted Sample

Weighted Sample

Exporters only

Exit Voice Exit Voice Exit Voice
PRC tariff intensity 0.010 (0.005) -0.002 (0.004) 0.012 (0.009) 0.002 (0.005) 0.031 (0.018) -0.023 (0.012)
US tariff intensity -0.001 (0.002) 0.001 (0.001) -0.000 (0.001) 0.000 (0.001) -0.012 (0.011) 0.004* (0.002)
Age ~0.117*** (0.035) 0.061*** (0.016) -0.047 (0.049) 0.056* (0.027) -0.121* (0.059) 0.058* (0.024)

Investment size (log)

0.063 (0.101)

0.260*** (0.064

0.236™ (0.095)

0.454*** (0.049)

0.086 (0.191)

0.344** (0.106)

( )

Joint venture -1.817** (0.566) -0.507 (0.281) -1.362 (0.756) -1.237*** (0.287) -1.880 (1.167) -1.738* (0.681)
Coastal -0.615 (0.443) -0.324 (0.282) 0.681 (0.708) 0.786* (0.359) -1.333 (0.784) -0.821 (0.469)
Exporter -0.601 (0.402) 0.418 (0.239) -0.470 (0.700) 0.392 (0.453)
Manufacturer -0.197 (0.447) -0.351 (0.282) -0.131 (0.794) -0.336 (0.589) 0.712 (0.817) -0.345 (0.465)
Constant -0.677 (0.897) -3.469*** (0.606) -3.669*** (0.771) -5.496*** (0.562) -1.107 (1.573) -3.057** (0.961)
N 500 500 211
AIC BIC 718.987 NA 305.034

794.850 358.664

Standard error in the parentheses.
* p<0.05; ** p<0.01; *** p<0.001.
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positive and significant in the exporter sample for voice. Firms exposed to US tarifts are more likely to
voice than express loyalty but are no more likely to exit than have an outcome of loyalty. This finding
supports Vortherms and Zhang (2021), which finds a minimal impact of tariffs on firm exit.

Age increases likelihood of voice and decreases the likelihood of exit, lending support to HI. Size is
positively correlated with voice but does not consistently explain exit, lending partial support to H2.
Finally, being in a JV with a Chinese firm presents mixed results across the different models. In the
unweighted sample, JV status is negatively correlated with exit whereas in the weighted and exporter-
only samples, JV status is negatively correlated with voice. These results taken together suggest JV sta-
tus increases the probability of loyalty, with mixed results on exit and voice, lending support to H3.

Across all models, manufacturers are no more or less likely to voice or exit than nonmanufacturers.
Similarly, in the aggregate models (columns 1 through 4), exporters are no more or less likely to exit or
voice than non-exporters, contrary to H4. Similarly, the exporters subsample follows the same patterns
as the weighted sample results, with the exception of US tariff intensity increasing voice. Thus, export-
ers, the firms most likely directly affected by tariffs, follow similar patterns of EVL as the average firm.
Older exporters are less likely to exit and more likely to voice and larger exporters are more likely to
voice. The degree of MNC embeddedness offers at least a partial explanation for how firms respond to
the trade war. The lack of a stronger collective response by MNC:s to tariffs, whether through voice or
exit, combined with government autonomy from MNCs in both the United States and China is a
major factor in the persistence of tariffs and the “forever trade war.”

Figures 2 and 3 present the predicted probabilities of EVL across our two key firm variables, size and
age, respectively. As the predicted probabilities show, the probability of loyalty declines with investment
size. As loyalty declines, voice rises. By age, voice increases with age whereas exit decreases with age.

As discussed in the preceding text, voice strategies vary by firm. Descriptively, US MNCs with larger
investments in China are more likely to participate in USTR lobbying and tariff exclusion requests, but
the correlation between size and tariff exclusion requests is not statistically significant once other con-
trols are included. Only 15 percent of large firms lobbied USTR and 13 percent large firms requested
tariff exclusion, suggesting heterogeneous preferences among large MNCs regarding voice options.
Similarly, none of the small firms in our sample engaged in lobbying and only 4 percent small
firms requested tarift exclusion.

Among firms that voice, larger firms are more likely to participate in lobbying activities than smaller
firms, aligning with the descriptive analysis mentioned previously (Table 3). Surprisingly, neither US
or PRC tariff intensity increases the probability for affected MNCs to engage in any of the voice activ-
ities. Manufacturing firms are less likely to provide comments or testimony or participate in lobbying
activities than nonmanufacturing firms. In our sample, none of our observed firm characteristics cor-
related with requesting tariff exclusions.

Case Studies

Multivariate analysis relies on rough measures of MNC characteristics and behaviors to provide aver-
age trends in our sample population. To identify greater detail in firm experiences, we conducted four
case studies using process tracing to further unpack how different firms adjusted to tariffs both eco-
nomically and politically. These case studies also allow us to extend the time frame of analysis from
2019 into 2021 to observe not only the short-term but also medium-term effects of the trade war.

We selected four subsidiaries from the existing dataset on the following basis to cover firm size—
large and small—and experience with tariffs—subject to tariffs and no subject to tariffs. Firms were
selected on the independent variables of firm size—measured by registered capital in China—and tariff
intensity. The purpose of these criteria is to avoid selecting based on the dependent variable (i.e.,
whether the firm used EVL in response to the trade war), and because it allows for tariff severity to
be controlled and its effect on firm response to be measured. The case studies investigate the behavior
of the US-based parent company of these four firms. Because subsidiaries owned by the same parent
company differed in terms of their JV status and import-export profile, we did not select cases based
on these variables but address these in the analysis.
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The firms selected for this case study are Deere & Company, Twin City Fans, Abbott Laboratories,
and Sorrento Therapeutics. We queried SEC filings, firm databases, and firm websites to determine
selected firms’ share of employees in China, number of subsidiaries in China, and amount of capital
in China. The 2021 annual reports of all selected firms specifically cite the US-China Trade War as
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posing risks to their business operations and profitability. Table 4 provides relevant information
gathered on the selected firms.

Large and Tariff Impacted: Deere & Company

Deere & Company (Deere) is a Fortune 500 American corporation that manufactures agricultural, construc-
tion, and forestry machinery, diesel engines, drive trains used in heavy equipment, and lawn care equipment.
The company also provides financial services and other related activities. Deere had seven subsidiaries in
China with a total registered capital of $420,519,906 a total of 2,577 employees in 2020. These subsidiaries
include three production sites at Ningbo (wholly owned), Jiamusi (wholly owned), and Tianjin (JV).

Deere entered the China market directly in 1995 and established its first JV in the country in 1997.
Over the next decade, Deere established more JVs, which gradually increased its market share of small
horsepower tractors and helped the firm improve access to the agricultural machinery market in
China.*®> Deere’s subsidiaries in China both manufacture and sell agricultural tractors, combines,
and engines for the domestic Chinese market, and export final products as well. Its Chinese subsidi-
aries accounts for 7.5 percent of Deere’s global presence and 3.7 percent of its workforce. Deere is a
member of both AmCham China and USCBC.

Deere operates in an industry class—agricultural machinery—that is heavily impacted by both US
and PRC tariffs, meaning that both its import and export costs likely increased as a result of the trade
war. For example, single-axle tractors and track-laying tractors are among the products targeted by the
section 301 tariffs. According to Deere’s 2020 10-K filing reports, “changing US export controls and
sanctions on China, as well as other restrictions affecting transactions involving China and Chinese
parties, could affect John Deere’s ability to collect receivables, provide aftermarket and warranty sup-
port for John Deere equipment, sell products, and otherwise impact Deere’s reputation and business.”
Chinese retaliatory tariffs on US agricultural exports such as soybeans also took a heavy toll on Deere
by driving down demand for its equipment. It laid off hundreds of workers in Iowa and Illinois as
demand for its machines dried up when agricultural exports to China plummeted. Deere’s annual rev-
enue grew rapidly before the trade war, earning $37.358B in 2018, a 25.62 percent increase from 2017.
However, the onset of tariffs and retaliatory tariffs slowed revenue growth to 5.09 percent in 2019
($39.258B) and to a 9.47 percent decline in 2020 ($35.54B) with the onset of the COVID-19 pandemic.

Despite these headwinds, Deere executives rarely spoke out publicly against tariffs. We code them as
engaging in voice because they are a member of peak associations (USCBC and AmCham China) that
testified to the USTR and because a member of Congress, Bill Huizenga, submitted a comment to the
USTR on behalf of John Deere and explicitly mentioned how it would be harmed by tariffs. Deere’s
USTR lobbying expenditure did not increase significantly from 2017 to 2018 and fell by 32 percent
in 2019 (from $1,590,000 to $1,080,000). Notably, Deere also did not file for any tariff exclusion
requests. It did, however, have access to Foreign Trade Zones as a means to evade tariffs: “Whole trac-
tors can be imported duty-free, but some tractor parts do have tariffs. By bringing the parts into a
zone, building the tractor in the zone and only then importing the product, John Deere can pay
the tractor tariffs, which amount to zero, instead of the taxes on its parts, which could be higher.”34

As a well-entrenched business with a valuable brand in China, Deere did not exit the China market in
2019 or close any of its seven subsidiaries. However, our research found that it temporarily closed its
tractor manufacturing facilities early in the COVID-19 pandemic and subsequently closed its Ningbo
factory at the end of 2020. The now-closed Ningbo factory produced agricultural machines for export.
The factory manufactured some products covered by PRC tariffs—such as sugarcane harvesters—and
US tariffs—including parts for harvesting or threshing machinery and hydraulic cylinders.
Approximately 63 percent of shipments from the Ningbo factory went to the United States with the
rest to South Korea, India, and Germany. These shipments consisted of machine parts (HTS 8433.90)
covered by US tariffs. Deere did not open a new factory elsewhere in the world in 2020 to replace the
Ningbo facility but did announce plans to expand operations in Australia and Brazil in 2021.

3Davis (2009)
3 Allison (2018)
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Table 4: Case study of four US multinationals in China.

Tariff-lmpacted Non-Tariff-Impacted
US Firm Large Deere Small Twin City Large Abbott Small Sorrento
US Tariff Intensity 76.43 89 0 0
Chinese Tariff Intensity 23.94 31.75 0 0
Reg. Capital in China (thousands) $420,519 $20,000 $286,861 $10,176
Subsidiary Establishment Year 2010 2006 2001 2014
% of Subsidiaries in China 7.55% 20% 3.15% 23.08%
Employees in China (% total) 2,577 (3.70%) 90 (10%) 3,639 (4.04%) 92 (18.33%)
Comments to USTR Yes No No No
Testimony to USTR Yes No Yes No
Lobbying Yes No Yes Yes
Tariff exclusion request No Yes No No
Exit China No No No No

This Ningbo plant closure should not be interpreted as a withdrawal from China but as a reorien-
tation in its corporate strategy. The director of John Deere’s Ningbo Factory, Sun Baolin, was promoted
to become president of John Deere China in 2020. Deere also replaced its CEO with John C. May who
previously served as managing director of Deere’s China operations in November 2019 and promoted
Jahmy Hindman, who was previously general manager and engineering manager at Deere’s
construction-equipment factory in Tianjin to CTO in July 2020. The elevation of China hands to
the leadership team of

Deere reflects the continued importance of managing this market. Rather than exiting

China, Deere appears poised to reap short-term windfalls from the Phase One Trade Deal, which
increased Chinese agricultural purchases, and ironically, from proposed US sanctions on Xinjiang.
Deere has a sales office in Urumgi, which saw a massive increase in demand for its high-end cotton-
picking machines, the sales of which increase by more than 4,000 percent in 2020 to $117.8 million. Its
four other manufacturing facilities in China, which produce mostly for the Chinese domestic market,
remain operational along with the Beijing headquarters. Moving forward, Deere is expected to place a
greater emphasis on new technology. This strategy was echoed by Sun Baolin, who said the company
planned to “develop new [artificial] intelligence capabilities” beginning in 2021.

In sum, over the medium term, Deere adopted a mixed strategy of EVL. It took a nuanced political
position, making few public statements on section 301 tariffs or Chinese retaliatory tariffs while exerting
pressure through its registered lobbyists and government relations staff. It closed one out of its seven
subsidiaries in China, due likely in part to persisting tariffs because it was one of only two factories
in a port city and exported tariffed products to the United States. But it did not exit China all together,
rather it reaped higher than normal sales in cotton-picking machines in 2020. Despite a decline in
revenue in 2020, Deere share prices soared after the Phase One Trade Deal and the COVID-19 pandemic
boosted demand for agricultural products. More than 60 percent of Deere’s revenue come from its
United States and Canada region. So, while China remains an important overseas market, it only
accounts for a comparatively small portion of Deere’s global presence and workforce. Deere will not likely
cede ground in China, the world’s fastest-growing market for agricultural equipment, but it does appear
to be hedging its bets with announced plans to expand in Australia and Brazil.

Small and Tariff Impacted: Twin City Fan Company

The Twin City Fan Company (Twin City), founded in 1973, is a family-owned business that claims to
be an industry-leading designer and manufacturer commercial and industrial fans. Since its founding,
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Twin City expanded manufacturing and service operations located in the United States, South
America, Europe, India, China, and Singapore. Twin City followed some of its US customers, such
as 3M Co. and General Motors Corp. (GM), to China and built a plant in Shanghai in 2006—Twin
City Fan (Shanghai) Co. Ltd.— which was set up as a wholly foreign-owned enterprise with the
registered capital of $20 million. It employs ninety workers in China in 2020, accounting for about
one-fifth of its global workforce.

Twin City-China serves the automotive and petroleum industry in China, supplying the China
operations of BMW, Volkswagen AG, and General Motors. Twin City imports to and exports from
China. It sources parts from China each year for placement in its US-made fans. It exported some
custom-designed and high-end premium fans to China. The major custom fans built in China are
sold to Chinese and Western companies in China, though some high-end premium fans for China
are made in the United States. The net sale revenues and net profits of Twin City—China have been
growing from 2016 to 2019.

As a general equipment manufacturer both importing to and exporting from China, Twin City was
affected by US-China Trade War. In 2019, Twin City requested tariff exclusion for six products including
AC motors for fans and other component parts for fans on List 3 tariffs. These products were all com-
ponents of industrial fans such as fan blades, hubs, guards, and AC motors that the firm imported from
China. As of 2020, all Twin City’s tariff exclusion requests were listed as pending, meaning the firm had
to pay tariffs since the start of List 3 in September 2018. In contrast to Deere, whose top import partners
are Germany and Japan, Twin City imports more than half its products from its sole subsidiary in China
and is thus much more directly exposed to tariffs. Unsurprisingly, the number of Twin City shipments
from China to the United States declined sharply after 2018 according to importgenius.com data.

Despite its high tarift exposure, we found no evidence that Twin City engaged in public lobbying on
the trade war. It did not participate in USTR testimony, submit public comments, issue press releases, or
enlist a registered lobbyist. This is in line with recent research explaining the barriers to political action:
Only 1.73 percent of large US firms openly voice opposition to tariffs (Zhu et al. 2021). We also found no
evidence that Twin City exited China; it remains registered in 2019 and had an active job advertisement
as late as 2021. Twin City is not a publicly listed company so we could not find information about
whether it adjusted business strategy during this period. We cannot confirm whether Twin City was
able to replace the parts and components that it sourced from China before the onset of the trade
war. We also do not know the change in annual revenue between 2018 and 2020. Dun & Bradstreet esti-
mates Twin City annual revenue at $316 million, about one hundred times smaller than that of Deere
Company. We can only assume that Twin City adopted strategies to pass on increased costs to customers
because it did not exit and voiced opposition in a very limited way.

Large and Not Tariff Impacted: Abbott Labs
Abbott Laboratories (Abbott) is a Fortune 500 multinational medical devices and healthcare company.
Abbott entered the China market in 1995. It owned eleven subsidiaries with a total registered capital of
$286,861,413 and 3,639 total employees in China in 2020 according to our dataset. According to
Abbott’s website, it operated twenty-three offices, four factories, three research and design centers,
two training centers, and one customer experience center in China. This suggests that the FIEC
data likely undercounts smaller offices that may not require FDI to open. Its subsidiaries in China dis-
cover, develop, manufacture, and sell a diverse line of healthcare products, including pharmaceuticals,
diagnostics systems, cardiovascular and neuromodulation products, and nutritional products such as
infant formula. Sales outside of the United States made up 64 percent of Abbott’s 2019 sales according
to its 10-K filing and China is its second-largest market, accounting for 7.6 percent of net sales.
The subsidiary in our sample, Abbott Laboratories Trading (Shanghai) Co., Ltd, was established in
2001 and is registered as a warehousing industry. Its business practices involved sales and storage of
medical devices, medicine, nutritional products, food, and dairy products including infant formula
milk powder. It is also allowed to have import and export and related supporting services. Because
warehousing is not an industry-class subject to tariffs, the tariff intensity measure is zero. Again,
this reflects the conservative nature of our tariff intensity measures.
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Even though the subsidiary in our sample focuses on sale and storage of Abbot’s products and is not
directly affected by the section 301 tariffs, Abbott does import to and export from China. Those sub-
sidiaries focusing on pharmaceutical preparation manufacturing and surgical and medical instrument
manufacturing may be affected by the US-China Trade War as they export to the United States. The
Shanghai subsidiary can be indirectly impacted by tariffs if products imported from the United States
are covered by Chinese tariffs, which mostly targeted agricultural and transportation products but did
include some medical equipment. Without knowing more about the operations of Abbot’s China sub-
sidiaries and where the products each one imports and exports come from and go to, it is hard to cal-
culate the exact impact of tariffs. But Abbott was among 3,500 US companies that filed lawsuits with
the International Trade Court against the USTR over section 301 tariffs in October 2020. This action
suggests that it suffered some material harm from tariffs. Its 10-K filing in 2017 and 2018 does not
mention tariffs but its 2019 and 2020 filing notes “trade protection measures, including tariffs” as a
business risk that may harm revenue. It did not, however, file for any tariff exclusion requests.

Abbott had the resources to respond to tariffs with voice, though it did so privately. Abbott is a mem-
ber of both the USCBC and AmCham China. We coded it as testifying and commenting to the USTR
through its involvement in these peak associations. But it is important to note that Abbott did not make
any public comments or issue press releases on the trade war. Abbott also retains dozens of lobbyists and
increased its total lobbying expenditure from 2018 to 2020. Its lobbying disclosures show that in 2018 it
lobbied on the “Foreign Investment Risk Review Modernization Act,” which tightened investment
screening of Chinese firms. In 2019, the company lobbied on “Proposals regarding US-China trade
negotiations” and in 2020 on “Proposals related to the China Phase One Trade Agreement.”

Even though it may have faced some headwinds from tariffs, Abbott saw increasing net sales in
China during the trade war going from $2,146 million in 2017 to $2,311 million in 2018 (up 7.6 per-
cent) to $2,346 million in 2019 (up 1.5 percent). It acknowledged “challenging conditions in the
Greater China market” for its nutritional products in its 2019 10-K but still reported 3.4 percent
growth, compared to double digit growth in this segment prior to the trade war, and saw healthy
7.4 percent sales growth in its pharmaceutical products, driven by “double digit growth in India
and China.” It did not close any of its registered subsidiaries in China or pull back from the
Chinese market. Neither did it make any significant global expansions in 2018-20, including in
China. In fact, Abbott CFO Brian Yoor said at the J. P. Morgan Healthcare Conference “Health
care is a very sticky, very good place to be” when asked to compare Abbott’s performance to
Apple’s poor financial performance in 2019.

It should also be noted that in July 2019, Abbott Laboratories applied for an expansion of its foreign
trade zone in Elk Grove, Illinois. In December 2020, Abbott applied for an expansion of its foreign
trade subzone in Itasca, Illinois. These foreign-trade zones are well-known means for duty avoidance,
allowing firms to avoid paying tariffs as long as the good is eventually reexported. They are an option
not available to smaller firms that lack Abbott’s network of global subsidiaries. We note also that while
Abbott’s trade war exposure is likely lower than that of TCF, its ability to conduct trade through foreign
trade zones meant that it did not need to apply for tariff exclusions like TCF. The fact that it did not
use its own name in either comment or testify but spoke through the USCBC is all the more telling.
Abbott did lobby the USTR independently of the USCBC. But given the global nature of its business
and the fact that it spent more on lobbying the USTR in 2016 and 2017, before the trade war, than in
2018 and 2019 indicates that it has a trade lobbyist on retainer and that its agenda with the USTR is
broader than the Trump-era tariffs.

Small and Not Tariff Impacted: Sorrento Therapeutics

Sorrento Therapeutics (Sorrento) is a publicly traded biopharmaceutical company founded in 2009.

Sorrento entered the China market in 2013. It had five subsidiaries with a total registered capital of

$14,561,692 and ninety-three employees in China in 2020 (18 percent of its global workforce).
Sorrento’s subsidiaries in China focus on research and development of biopharmaceuticals and not

engaged in import-export. The subsidiary in our sample, Zhejiang Zova Biotherapeutics, Inc. is a JV

with Concortis Biosystem, which was acquired by Sorrento in 2013. By introducing advanced
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antibody-drug conjugates technology from Concortis, Zhejiang Zova Biotherapeutics engages in the
research and development of new antibody-drug conjugates biopharmaceuticals in China.>

Because Sorrento’s subsidiaries in China focus on research and development of biopharmaceuticals,
they were not affected by the section 301 tariffs. We did not find any of its shipment data from China
to the United States in 2018. Sorrento represents the 37 percent of US firms in our sample that were
most likely not affected by tariffs.

Nevertheless it’s 2019 10-K filing notes the rising trade war, stating,

“Any further changes in US trade policy could trigger retaliatory actions by affected countries, includ-
ing China, resulting in trade wars and in increased costs for goods imported into the United States
and our ability to sell goods and services in the affected countries. Such an outcome may reduce cus-
tomer demand for our products and services, especially if parties required to pay those tariffs increase
their prices, or if trading partners limit their trade with the United States” as a risk.

This risk does not appear to have decreased Sorrento’s appetite for expansion in China. In 2021, Sorrento
expanded its China presence further by paying $488 million to acquire ACEA Therapeutics, another San
Diego-based pharmaceutical company with a manufacturing facility in China.

Sorrento is not a member of either the USCBC or AmCham China. It made no public comments on
the trade war. It did engage in registered lobbying but did not lobby issues related to China. It spent only
a fraction of what Abbott, the much larger healthcare company, spent on lobbying. Sorrento’s strategy in
China during the trade war is best characterized by loyalty, it engaged in neither exit nor voice.

Table 5 summarizes the ways these four MNCs in this paired case study reacted to the onset of tariffs.
Two of these firms were equipment manufactures with very high tariff exposure and two were in the
healthcare sector and are less directly exposed to tariffs (though both noting the deleterious effects of
the trade war for their business). None of these firms exited China in 2019, though Deere did eventually
close one of its Chinese factories in late 2020. All remain committed to the Chinese market but only
Sorrento expanded its China presence after the trade war began. Their size determines whether and
how they chose to voice opposition to tariffs or influence Phase One Trade Deal. The Fortune 500
firms had access to peak associations such as the USCBC and AmCham China to advocate on their
behalf and spent considerably more on lobbyists. The cases reveal that our industry based quantitative
measure of tariff exposure almost certainly underestimate firm-level exposure to tariffs. But all four
firms were reluctant to individually or publicly voice opposition to tariffs even though all acknowledged
the risks the trade war poses to their profitability. All, with the possible exception of the unlisted Twin
City Fans, saw revenue growth despite the trade war. They adapted to changing conditions of the Chinese
market and relied on sales in their subsidiaries around the globe to offset challenges they face in China.

Discussion

We argue that firm-level variation among MNCs in their embeddedness in China and collective action
failure due to the availability of tariff mitigation strategies for some firms explains the persistence of the
trade war.

This article unpacks the ambiguous role of American MNCs in the US-China Trade War enhance
the IPE community’s understanding of transnational trade and investment politics. The modal
response of US MNCs to the trade war is loyalty because both exit from China and voice in the
United States present fixed costs that can be greater than adjusting to the cost of tariffs. Smaller
firms lack resources to voice, larger firms (sometimes) lack incentives. We find that larger, more expe-
rienced MNCs are resilient to both tariffs and to political pressure to decouple from China due to priv-
ileged access to various regulatory loopholes as well as greater market power. Contrary to our
expectations, exporters are no more or less likely to exit or voice than non-exporters.

*>Antibody-drug conjugates are specialized biopharmaceutical drugs—products manufactured in or extracted from living
organisms rather than chemical processes—used to target specific antigens used in fields such as oncology and hematology.
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Table 5: Summary of different firm strategies for dealing with tariffs.

Response Large, High Tariff Small, High Tariff Large, Low Tariff Small, Low Tariff
(Deere) (Twin City) (Abbott) (Sorrento)

Voice Yes Yes Yes No

Exit No No No No

Loyalty No No No Yes

The case studies also reveal a number of factors not previously considered in the trade politics lit-
erature such as tariff avoidance or recovery strategies available to MNCs such as use of Foreign Trade
Zones and the ability of subsidiaries around the globe to offset challenges they face in China. All these
result point to the fact that the politics of deglobalization are not a mirror image of the politics of glob-
alization, the fact that MNCs effectively lobbied for trade liberalization in the past does not mean they
will be successful in rolling back tariffs in the trade war.

The trade war interest group politics of EVL differ from the established theories explaining trade
liberalization®® and interest-group—based theories of protectionism.”” US MNCs behave in accordance
with their economic interests as determined by the degree of relationship-specific sunk costs and polit-
ical resources in China. Therefore, it is not surprising that MNCs, whose subsidiaries in China differed
terms of the age, size, and JV status, responded in different ways in their willingness to voice opposi-
tion to section 301 tariffs. Large US MNCs have access to a larger range of tariff mitigation measures
and are more embedded in China, they are far more ambivalent when lobbying against protectionism
than for trade liberalization.

Both Deere and Abbott entered the China market earlier and invested more compared to TCF and
Sorrento. Three of the four companies investigated in the case studies were involved in some way with
import-export through a China-based subsidiary. Of these TCF was the most export intensive while
Deere and Abbott both were largely “In China, For China” and producing for local consumption.
Sorrento was primarily involved in research and development rather than trade. Unsurprisingly,
TCF reacted to the trade war by (unsuccessfully) seeking tariff exclusion. We anticipate that if it
had the means to do so, it would have voiced through other channels. By contrast, Abbott and
Sorrento lobbied the USTR in 2019 and indicated concern over the trade war in investor reports
but they were less tariff-exposed and did not file for tariff exclusions. Deere and Abbott executives
were careful not to take a public stance on the trade war but worked through industry associations
like the USCBC. Three of the four firms had a JV with a Chinese company but also had wholly
owned production facilities; the exception was the wholly owned TCF subsidiary. It is also noteworthy
that Deere eventually did close its wholly owned and export-oriented factory in Ningbo but kept its JV
factory in Tianjin and its wholly owned but landlocked (domestically oriented) factory in Jiamusi open
while pivoting toward importing foreign-made cotton-picking machines in Urumgqi. The case studies
reveal that US MNCs were sensitive to the effects of the trade war but adopted a range of mitigation
strategies. Their actions resulted in limited political pressure in the United States, particularly when we
unpack different voice behaviors, and no-exits China.

The arguments presented here focus on the subsidiary exits and parent company actions in the
United States. The patterns found here open the door for important further research in two key
areas. First, a remaining question is how firms engage in a “China plus one” strategy of diversity in
investments. According to a recent AmCham Shanghai report, approximately 13 percent of surveyed
firms said they were considering shifting production outside of China.*® Future research should eval-
uate the effect of rising costs in China with MNC expansion in non-China markets. Second, beyond
the heterogeneity presented here, firms vary in their local bargaining power and their ability to both

*Milner & Tingley (2011), Milner & Tingley (2015)

*"Hiscox (2002)
3Fy et al. (2021)
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lobby and evade the costs of the trade war in China. Future research should consider how these foreign
firms operate in China to navigate the trade war.

The US-China Trade War has become a war of attrition; while businesses and consumers suffer in
the trenches by paying the tariffs, major economic issues such as remain unresolved and a Phase Two
Trade Deal seem unlikely. The push toward decoupling with China has exacerbated the security
dilemma and accelerated, not blunted, Beijing’s push toward technological self-sufficiency.”® While
many US firms supported the intended policy goals behind the section 301 tariffs, these tariffs have
done more harm than good. This article explain why US MNCs did not mobilize en masse to oppose
the trade war with China.
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Appendix
Data Sources

Firm-Level and Sector-Level Variables: The Foreign-Invested Enterprise in China Dataset (FIEC Dataset) complies information
available from the Chinese Ministry of Commerce website based on the foreign-invested firm registry system. Foreign-invested
firms are required to report annually to the Ministry of Commerce, registering the activities of firms with foreign funding. Firms
submit these reports at various times during the year, with the majority (90 percent) reporting by June of the specified report
year. Detailed firm data, such as country of origin of investing firm, is available for report years after 2017.

« A firm is defined as exiting if they report in on year but do not report in subsequent years.

« Missing reports is a concern. While firms are required to report every year, it is possible that firms miss a year. Using the
available data from 2016 through 2019, we completed a missing report analysis, identifying firms that skipped years in
reporting. This process returned less than 1 percent of firms missing reports. While it is possible that the dependent var-
iable, firm exit, is inflated because a firm does not report in 2019, this is likely a minor occurrence and one that will be
explored in detail when more data becomes available.

One concern is if the baseline year, exits between 2017 and 2018, is unusually low, our results may be upwardly biased. We
compared exit rates between 2016 to 2017, 2017 to 2018, and 2018 to 2019 to see if the prepanel used in this analysis (2017 to
2018) was uncharacteristically low. We find that the exits between 2016 and 2017 mark the low point the available panel dataset
and are statistically lower than exits in 2017 to 2018. When comparing exits in our pretrade war panel (2017-18) to the previous
years (2014-17), we find that exits are slightly higher in our pretrade war panel (7.7 percent) than in the previous three years (7.1
percent). While we cannot make claims about long-term trends in exit rates because of data limitations, this alleviates some con-
cern that our pretrade war panel is biased downward.

Estimating Tariff Intensity: The ten-digit HS codes in the tariff lists are first matched to six-digit NAICS industry codes
and four-digit ISIC industry codes. Concordance tables were then used to match the NAICS and ISIC codes to four-digit GB
industry codes. Where the two concordances sets of codes disagreed or failed to find a match, a coder manually verified and
entered the GB industry code. The number of product-level tariff lines were then counted and attributed to the two-digit GB
industry class. The resulting tariff count variable ranges from 0 to 5,620 (textiles manufacturing) for PRC tariffs and from 0 to
11,447 (chemical and raw materials) for US tariffs. Because not all tariff classes contain the same number of industries, the tariff
count measure is divided by the total number of industries per class to generate the tariff intensity measure. For example, there are
25 industries in the textiles manufacturing industry class (C17) and so the tariff intensity for that industry class is 225. The tariff
intensity measures yield a relative measure of how many products within the industry class are hit covered by tariffs.

This industry-class (2-digit) level variable is an admittedly crude measure for a firm’s exposure to tariffs. But it is the best that
we can do given the lack of detail about how much and from where each FIE imports or exports. We only know the self-reported
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industry of the firm and have not yet processed the string text from the description of business practices. Information is also lost
when converting HS to NAICS/ISIC and then to GB. We cannot currently assign tariffs with high confidence to anything more
specific than the industry class.*’

Exit Measures: In the sample, there are fifty firms registered with the Ministry of Commerce in 2018 that did not report in
2019. By delving into the operating details of these firms on Chinese business consultation websites such as Tian Yan Cha, Qi
Cha, and Ai Qi Cha, sixteen firms did not exit China, and some of them restructured, some of them changed their names; and
these firms registered with the Ministry of Commerce in 2020. In the main text of this article, thirty-four firms were assumed to
exit China. Among those thirty-four firms, seven firms partially exited China, which means they closed one of their subsidiaries
(sample firms) but continued presence in China by the corporate parent (six firms here engaged in voice activities in the United
States). There are another six firms did not exit but were not well operated in China, which means they were listed as not well-
operated companies by local administration for market supervision because they did not report on time for several years, they
cannot be contacted, or they involved some judicial cases, and the CEO

of some companies were listed as defaulters. In the appendix, the multinominal logit analysis with different exit measures
(twenty-eight exits, twenty-one exits, and fifty exits) show that the results are consistent with that of thirty-four exits in the
main text. Twenty-eight exits mean excluding those six not well-operated firms from the exit category. Twenty-one exits
mean excluding both seven partial exits and six not well-operated firms. Investors leaving the Chinese market largely occurs
among individual investors, rather than corporate investors. In contrast, individual subsidiaries close on a more regular basis,
reflecting changing cost environments. This is the variation of interest for this article. The importance of this distinction will
be highlighted in the Deere & Company case study.

Voice Measures: In the main analysis, we define voice as engaging in any political voice activity in Washington, including
USTR lobbying, USTR testifying, submitting public comments, and requesting tariff exclusion. We define a company as voicing
if the MNC belongs to the US-China Business Council (USCBC) and this peak association engaged in voice activities on behalf
of their members. We found that 115 MNCs (23 percent) engaged in voice. The USCBC participated in the testimony, submitted
public comment, and lobbied the USTR. Forty-seven MNCs in our sample were identified as USCBC members. Another
sixty-eight MNCs individually engaged in some form of voice.

Unpacking Loyalty: Figure A1 shows a slide from the Scarborough Group, one of many logistics companies and law firms that
advised clients on how to deal with higher tariffs. These strategies include some that we discuss in the text of the article such as
foreign trade zones, first-sale rule, product exclusions, and alternative strategies that we could not collect systematic data on such
as ATA carnet, temporary importation under bond, US goods returned, or semilegal strategies like tariff engineering and trade
diversion. It’s important to note that exit is not among the options even discussed and the voice measures we consider are but a
subset of available duty avoidance and recovery options. We believe these are correlated with the strategies that we are able to
observe and, based on some interviews, that they are available to better resourced firms that are willing to pay specialists to take

55?‘-| DuUTY SAVINGS OPPORTUNITIES

DuTY AVOIDANCE DuTY RECOVERY

= Temporary Importation under Bond « Duty Drawback

« ATA Carnet « Product Exclusions
» .5, Goods Returned + Section 232 « Post Summary Corrections
« Foreign Trade Agreements ysection 304 « Protests

« Foreign Trade Zones
= First Sale Rule

www.scarbrough-intl.com

Figure Al: Duty savings strategies besides voice and exit.

advantage of these.

“ery few of the ISIC and NAICS codes match to the same GB code and there are quite a great deal of errors at the product
level in the concordance tables. (For example, a disproportionate number of items are classified as “other” of something, which is
suspicious. For example, a bunch of different kinds of wood sheets are misclassified as GB2029 rather than GB2013. So, we stay at
the GB20 level.) With more complicated manufacturing processes these kinds of mistakes are more difficult to spot.
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Table Al: Sample of 500 US MNCs from FIEC 2018.

Stratum Percentile Total firms Firms in Sample
Pre WTO Top 1% 21 21
90-99% 154 52
50-89% 687 25
Bottom 50% 859 15
Post WTO Top 1% 120 120
90-99% 1,045 150
50-89% 4,644 100
Bottom 50% 5,805 17
Table A2: Breakdown of voice actions by MNC size.
Size Comment Testify Exclusions Lobbying
Top 1% 4 28* 19 31*
90-99% 7 19* 25 17
50-89% 7 7 12 5
Bottom 50% 0 0 0 0
Total 18 54 56 53

*Covariates: distoforest, distance to nearest forest patch; dog, relative abundance of dogs; goat, relative abundance of goats; ndvi, normalized
difference vegetation index; river, cumulative length of rivers in a grid cell.

Table A3: Multinominal logit analysis with tariff dummy as IV.

Unweighted Sample Weighted sample

Exit Voice Exit Voice
PRC tariff dummy -0.116 (0.524) -0.017 (0.333) 1.155 (0.742) 0.272 (0.474)
US tariff dummy 0.555 (0.569) 0.445 (0.362 0.501 (0.837) 0.191 (0.459)
Age -0.112*** (0.034) 0.059*** (0.016 -0.047 (0.050) 0.057* (0.027)

Investment size(log)

0.049 (0.101)

0.266™* (0.084)

0.464*** (0.046)

( )
( )
0.247*** (0.067)
( )
( )

Joint venture -1.790** (0.569) -0.473 (0.281 -1.159 (0.795) -1.168*** (0.292)
Coastal -0.586 (0.444) -0.310 (0.283 0.560 (0.694) 0.758* (0.357)
Exporters -0.539 (0.406) 0.412 (0.244) -0.709 (0.548) 0.336 (0.418)
Manufacturers -0.353 (0.681) -0.539 (0.420) -0.811 (0.916) -0.500 (0.619)
Constant -0.748 (0.925) -3.476*** (0.638) -4.283*** (0.828) -5.673*** (0.538)
N 500 500
AIC BIC 721.860 NA
797.723

Standard errors in parentheses.
* p<0.05; ** p<0.01; *** p<0.001.

Cite this article: Liu R, Zhang JJ, Vortherms SA (2022). In the Middle: American Multinationals in China and Trade War
Politics. Business and Politics 24, 348-376. https://doi.org/10.1017/bap.2022.14
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Table A4: Logit analysis of determinants of MNCs’ voice strategies.

‘v 32 nrT oedry

All Voice (full sample) Comments Testimony Exclusion Lobbying
PRC tariff intensity -0.000 (0.005) 0.004 (0.007) -0.009 (0.009) -0.013 (0.012) 0.002 (0.010)
US tariff intensity 0.000 (0.001) -0.001 (0.001) 0.003 (0.001) -0.001 (0.001) -0.000 (0.001)
Age 0.061* (0.026) 0.018 (0.028) 0.034 (0.031) 0.011 (0.029) 0.021 (0.034)
Investment size(log) 0.432*** (0.049) -0.347* (0.143) 0.441** (0.155) 0.036 (0.130) 0.551*** (0.162)
Joint venture ~1.125*** (0.278) -0.272 (0.539) 0.009 (0.586) -0.176 (0.531) -0.936 (0.669)
Coastal 0.735* (0.351) -0.544 (0.478) -0.621 (0.497) 0.731 (0.485) 0.300 (0.544)
Exporters 0.440 (0.447) 0.490 (0.444) -0.207 (0.482) 0.125 (0.431) 0.191 (0.505)
Manufacturers -0.300 (0.582) -0.549 (0.510) -0.495 (0.553) 0.505 (0.540) -1.463* (0.605)
Constant -5.504*** (0.554) 2.987* (1.324) -3.438* (1.414) -1.222 (1.232) -4.421** (1.459)
N 500 115 115 115 115
AIC BIC NA 168.165 149.911 170.615 136.716

192.869 174.615 195.319 161.420

Standard errors in parentheses.
* p<0.05; ** p<0.01; *** p<0.001.
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Table A5: Multinominal logit analysis with different exit measures.

Weighted Sample

28 Firms Exit 21 Firms Exit 50 Firms Exit
Exit Voice Exit Voice Exit Voice
PRC tariff intensity 0.011 (0.009) 0.002 (0.005) 0.005 (0.014) 0.007 (0.005) 0.011 (0.008) 0.002 (0.005)
US tariff intensity -0.000 (0.001) 0.000 (0.001) -0.000 (0.001) 0.000 (0.001) 0.000 (0.001) 0.001 (0.001)

Age

-0.045 (0.051)

0.057* (0.027)

-0.043 (0.055)

0.050* (0.025)

0.009 (0.052)

0.062* (0.027)

Investment size(log)

0.193* (0.097)

0.448*** (0.049)

0.112 (0.104)

0.454*** (0.049)

0.210* (0.096)

0.460*** (0.052)

Joint venture

-1.190 (0.753)

~1.211*** (0.285)

-1.134 (0.846)

~1.222*** (0.277)

-1.399* (0.681)

-1.278*** (0.287)

Coastal 1.041 (0.730) 0.794* (0.356) 1.984 (1.129) 0.574 (0.346) -0.578 (0.711) 0.634 (0.377)
Exporters -0.331 (0.697) 0.409 (0.451) -0.685 (0.835) 0.490 (0.435) -0.590 (0.675) 0.371 (0.461)
Manufacturers 0.032 (0.816) -0.320 (0.588) 0.070 (0.910) -0.364 (0.576) -0.738 (0.824) -0.403 (0.596)
Constant -4.005*** (0.754) -5.502*** (0.559) -4.367*** (1.037) -5.318*** (0.527) -2.429* (1.057) -5.386*** (0.587)
N 500 500 500

AIC BIC NA

Standard error in the parentheses.
* p<0.05 ** p<0.01; *** p<0.001.
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Table A6: Logit analysis of determinants of MNCs’

strategy.

Unweighted Sample

Exit

Voice

Loyalty

Weighted Sample

Exit

Voice

Loyalty

PRC tariff intensity

0.010 (0.005)

-0.003 (0.004)

-0.001 (0.004)

0.012 (0.009)

-0.000 (0.005)

-0.006 (0.006)

US tariff intensity

-0.001 (0.002)

0.001 (0.001)

-0.001 (0.001)

-0.000 (0.001)

0.000 (0.001)

-0.000 (0.001)

Age

-0.132*** (0.034)

0.068*** (0.015)

-0.028* (0.014)

-0.058 (0.047)

0.061* (0.026)

-0.026 (0.024)

Investment size(log)

0.009 (0.099)

0.255*** (0.064)

-0.220*** (0.057)

0.147 (0.096

0.432*** (0.049)

-0.391*** (0.048)

Joint venture

-1.741** (0.564)

-0.402 (0.279)

0.779** (0.255)

-1.191 (0.732

-1.125*** (0.278)

1.270*** (0.355)

(0.096)
(0.732)

0.666 (0.744)
(0.703)

)

Coastal -0.532 (0.437) -0.275 (0.278) 0.383 (0.253) 0.735* (0.351) -0.685 (0.368)
Exporters -0.706 (0.398) 0.470* (0.237) -0.205 (0.213) -0.550 (0.703 0.440 (0.447) -0.145 (0.403)
Manufacturers -0.122 (0.444) -0.322 (0.280) 0.357 (0.249) -0.034 (0.783 -0.300 (0.582) 0.319 (0.511)
Constant -0.489 (0.883) -3.703*** (0.601) 2.280*** (0.517) -3.333*** (0.770) -5.504*** (0.554) 4.225*** (0.492)
N 500 500 500 500 500 500
AIC BIC 235.060 499.274 583.799 NA

272.991 537.205 621.731

Standard errors in parentheses.

* p<0.05; ** p<0.01; *** p<0.001.
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