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Abstract

This article constructs a measure of geopolitical and economic tensions in US-China relations based on the sen-
timent expressed in major US news media and utilizes it to analyze the impact of bilateral tensions on US
imports from China between 2002 and 2019. Our results suggest that bilateral tensions have had a negative effect
on US imports. Additional analyses of the impact of bilateral tensions for industries with varying levels of supply
chain linkages to China suggest that, contrary to expectations, they have more disproportionately affected indus-
tries highly integrated with the Chinese market. This pattern continues to hold during the trade war period. Not
only were bilateral tensions associated with higher tariffs for industries with high levels of global value chain link-
ages to China, but the tariff hikes have also had a more sustained impact on such industries. Overall, our findings
indicate that potential “sunk costs” considerations may not have been strong enough to forestall the downward
trend in bilateral trade relations under both routine diplomacy and trade war conditions.
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Introduction

The impact of political tensions on economic relations has received considerable scholarly interest.
Building on the neoclassical assumption that international trade leads to mutually beneficial economic
exchanges, it has been argued that interstate conflict dampens trade because it prevents firms from
maximizing their utility." Empirical studies have generally yielded evidence consistent with this insight,
showing that hostile political relations may lead to either the complete shutoff of, or severe restrictions
on, trade for countries in such an environment or increases in various forms of protectionism for
countries in peace.” Because there is considerable variation in the level of cooperation or hostility
embedded in political relations, more recent studies have shifted the empirical focus away from mil-
itarized disputes to political tensions, which capture “disagreement over policy issues, hostility between
leaders, and negative public sentiment,” yielding inconclusive evidence.

Building on this literature, we examine the role of bilateral tensions in influencing trade relations
between the United States and China, the two largest economies in the world. Given the reduced like-
lihood of major power war in an era of growing economic interdependence, we follow the lead of Du
et al. and focus on political tensions as reflected in “difficulties in political relations that fall short of
war” or political relations that are “less than extremely antagonistic.”* As many scholars have shown,
while both countries have sought to build positive ties with each other through engagement, US-China
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“Morrow, Siverson, and Tabares (1998); Pollins (1989a); Reuveny and Kang (1996).
*Davis and Meunier (2011, 628); Gawarkiewicz and Tang (2017).
*Du et al. (2017).
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relations have also faced many challenges that threatened to erode the basis of bilateral cooperation.
Events such as the bombing of the Chinese embassy in Belgrade in 1999 and the EP-3 incident in
2001 as well as tensions arising from the US support for Taiwan, the huge bilateral trade imbalance,
human rights, and the South China Sea, to name a few, have all threatened the stability of bilateral
relations. The ongoing power transition between the United States and China is likely to fuel existing
tensions, leading to heightened pressure for downward spiral in the relationship.

In this article, we measure tensions in US-China relations using negative sentiment as reflected in
major US newspaper coverage of bilateral relations instead of actual conflicts or negative events. Such a
measure captures tensions in both geopolitics and economics that shape the business environment. To
the extent that geopolitical and economic issues are closely intertwined, with economic tensions neg-
atively impinging on geopolitical relations, and vice versa, it should present a relatively comprehensive
view of the fluctuations in the underlying levels of tensions in US-China relations.

In addition to analyzing the aggregate effect of bilateral tensions on trade flows, we extend the pre-
vious literature to examine the potential variation in the responses of industries with different levels of
supply chain integration with China. As the recent US-China trade war shows, heightened bilateral
tensions have increased the vulnerability of supply chain networks to the imposition of tariffs and sub-
stantially raised supply chain risks. However, the impact of the trade war on the production and trade
patterns of companies with supply chain operations in the United States and China is far from clear.
On the one hand, there are reports of US companies, including those in a highly integrated sector such
as electronics, exiting from the Chinese market or relocating production to other regions such as
Southeast Asia to evade the tariffs.” On the other hand, however, statistics on nonfinancial foreign
direct investment (FDI) in China seem to point in the other direction, suggesting that anecdotes of
a handful of firms exiting the Chinese market do not necessarily represent a broad trend.®
Questions therefore remain about how the nature of American firms’ ties to the Chinese market
may shape their response to the escalation of bilateral tensions.

To address this question, we examine the possibility that variation in considerations about “sunk
costs,” or unrecoverable, specific assets dedicated to the Chinese market, may generate divergent indus-
try responses to political tensions, postulating that industries with a high level of supply chain linkages
to China may be less likely to experience significant shifts in trade flows compared to those with more
moderate linkages to the Chinese market due to the greater costs involved in adjusting their existing
supply chain relationships to rising political risks. Specifically, we examine three different types of sup-
ply chain linkages—input sourcing, as measured by backward global value chain (GVC) linkages;
downstream exports, as measured by forward GVC linkages; and vertical FDI, as measured by related-
party (RP) trade. We further innovate by examining the impact of political tensions since the initiation
of President Trump’s trade war against China to see if heightened tensions under trade war conditions
may have had any different impact on trade patterns.

In our empirical analyses, we first utilize our media-based measure of bilateral tensions derived
from sentiment analysis to examine its effect on monthly bilateral trade volumes during the pretrade
war period (between January 2002 and February 2018). Regression analyses indicate that bilateral ten-
sions have negatively affected US imports from China. However, this effect is driven mainly by eco-
nomic rather than political tensions during the pretrade war period. In addition, contrary to our
expectations, tensions have had a more significant effect on industries with high, rather than medium
or low, levels of GVC linkages to China.

We further examine whether the policy shocks introduced by the US-China trade war which began
in March 2018 may have generated a different pattern. For this set of analyses, we continue to focus on
the impact of tensions on US imports from China and additionally consider the effect that US tariff
increases may have had on trade patterns. Somewhat surprisingly, this set of analyses yielded some
evidence that industries with a high level of GVC linkages to China may have both been subject to
higher tariffs and experienced more sustained decline in imports than those with less extensive ties

*McCrea (2019); Pearl (2020).
®Lardy (2019).
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to the Chinese market. While these results are tentative, they indicate that, in general, market actors
have been negatively impacted by rising political and economic tensions both under routine diplomacy
and when faced with exogenous shocks such as those generated by the trade war. It is also not clear to
what extent “sunk costs” considerations have constrained the behavior of business actors.

This article makes several contributions to existing literature. First, unlike previous studies that
focus on the effect of militarized disputes or negative events on trade relations,” our research shows
that bilateral tensions dampen trade relations even short of military conflicts. To the extent that
media coverage shapes businesses’ expectations of the overall tone and trajectories of US-China rela-
tions, an increase in negative sentiment as reported in the media could lead businesses to be more cir-
cumspect in their trade and investment decisions and reduce consumer confidence and spending,
therefore curtailing trade activities.

Second, our more nuanced industry-level analysis further shows that the negative effects of bilateral tensions
and the trade war have been concentrated more heavily on industries with extensive supply chain linkages to
China. These results suggest that “sunk costs” considerations may not have been strong enough to prevent the
decline in trade relations and that, so far, US-China trade relations may not have been “business as usual.”

Third, our research relates to another strand of literature, mostly by economists, on the impact of
economic or trade policy uncertainty on growth and investment.® This strand of the literature generally
examines the effect of monetary, fiscal, and regulatory policy uncertainty on economic outcomes such
as stock market volatility or private investment. The focus of these studies is on uncertainty in the eco-
nomic environment. Our study differs from them in that we focus on not only uncertainty or tensions
in the economic realm but also those arising from geopolitics.

Finally, we follow the lead of recent studies that utilize newspaper text search methods to develop
proxies for economic and political conditions’ in building our main index of bilateral tensions. To the
best of our knowledge, few studies have specifically investigated media coverage of China or US-China
relations. A major exception is Yang and Liu which examines the “China threat” coverage in the US
print media.'® However, that study focuses on the 1992-2006 period, leaving out more recent years
when China rose as a major economic and political player. Our study fills this gap in the literature
and contributes to a more comprehensive portrayal of US-China relations in the US media.

Theoretical Perspectives

Existing theories of international relations approach the relationship between political relations and
trade in different ways. The realist theory of international relations emphasizes how the anarchical
nature of the international system leads states to be rational utility maximizers mainly concerned
about their security and chances of survival. For fear that commercial exchanges may generate relative
gains disproportionately benefiting partner countries at their own expense, states may be more likely to
favor trade with political allies rather than adversaries. Along similar lines, it has been argued that
“trade follows the flag” as risk-averse businesses actors should be motivated by a desire to minimize
the risk of disrupting commercial transactions to pursue trade relations with friendly countries."'
From this perspective, the nature of political relations, such as whether two countries are in a military
alliance relationship with each other, is an important variable influencing the level of trade as well as
the potential for trade conflicts."?

Realist views contrast sharply with those of liberal theories that emphasize the peace-inducing effect
of economic interdependence. From the liberal perspective, frequent economic interactions encourage
domestic interests that have benefited from such relations to lobby against policies that may jeopardize

“Pollins (1989a); Reuveny and Kang (1998).

8Baker, Bloom, and Davis (2016); Born and Pfeifer (2014); Caldara et al. (2019); Péstor and Veronesi (2012, 2013); Rodrik
(1991).

9Alexopoulos and Cohen (2015); Boudoukh et al. (2013).

10Yang and Liu (2012).

""Gowa and Mansfield (1993); Pollins (1989a, 1989b).

2Gowa (1994); Mansfield and Bronson (1997).

https://doi.org/10.1017/bap.2022.8 Published online by Cambridge University Press


https://doi.org/10.1017/bap.2022.8

402 Ka Zeng et al.

political cooperation.'” Alternatively, it has been argued that commercial exchanges provide an infor-
mation channel by allowing states to more credibly signal their resolve without having to resort to a
costly war or foster a sense of trust between partner countries.'* A key assumption underlying these
arguments is that political conflict damages commercial relations.'” Given the emphasis on the peace-
inducing effects of international trade, liberals generally contend that international power relations do
not affect national welfare to nearly the same extent as realists expect.

More recent studies have revisited the debate between realist and liberal theories about the nexus
between economic and security linkages, pointing to the need for more nuanced analyses to better cap-
ture the growing complexities of international economic interdependence. Davis and Meunier, for
example, argue that the rise of intraindustry trade and FDI increasingly constrains governments’ ability
to unilaterally intervene in international economic affairs and reduces the likelihood that political ten-
sions can generate any perceptible impact on commercial transactions.'® This is because growing cap-
ital mobility has accentuated the need for firms to exploit economies of scale and product
differentiation. It has additionally magnified the salience of considerations for relationship-specific
sunk costs, or “costs in assets dedicated to specific markets” such as fixed costs for skilled labor, pro-
duction techniques, and product branding.'”

Research on the economic statecraft of China and other major international players has yielded
inconclusive evidence. On the one hand, based on analyses of China’s trade relations with Europe
or Japan, studies have pointed to the possibility that a high level of commercial interdependence
may dampen the negative impact of political tensions.'® It has also been shown that the effects of
heightened tensions on trade may vary depending on the product under consideration.'” On the
other hand, however, the argument that market interactions may be immune to rising bilateral political
tensions has been challenged by more recent empirical studies, with scholars showing that political
animosity has led to a significant reduction in trade flows or has visibly affected consumer preferences
and behavior.”® Overall, existing studies have yielded somewhat conflicting evidence about how rising
political tensions may impact the expectations and behavior of market actors.

Hypotheses

We expect heightened tensions surrounding US-China political and economic relations to affect com-
mercial relations through a couple of channels. Increased tensions could lead firms to decide to shift
existing trade relations to less-risky countries or regions, delay investment, and reduce hiring, in addi-
tion to negatively affecting consumer confidence and spending, all of which could dampen commercial
activities.”' They could further reduce demand for the national currency of exporters, thereby increas-
ing trade costs. In addition, by leading investors to reevaluate the risks associated with their returns,
bilateral tensions may trigger capital inflow or outflow from residents.>* Just as importantly, even in the
absence of the previously mentioned effects, rising tensions may directly affect the confidence of mar-
ket participants and shape their assessment of the risks of conducting business with China, which may
in turn lead to instant changes in bilateral exchange rates and therefore trade and investment flows.*

Preliminary evidence from actual developments in US-China relations lends some support to the
preceding conjectures. For example, the ongoing US-China trade war underscores the importance of
headlines related to US-China trade talks in influencing investor confidence and stock market

13Copeland (1996); Kastner (2007); Mansfield (1995).
14Doyle (1997); Gartzke, Li, and Boehmer (2001).
15Keohane and Nye (1997); Polachek (1980).

*Davis and Meunier (2011).

Ibid., 631.

8Chen and Garcia (2016); Du et al. (2017).

Li and Liu (2019).

20Fuchs and Klann (2013); Pandya and Venkatesan (2016).
21Caldara et al. (2019).

22petrov, Hentov, and Zumbo (2018).

»Handley and Limio (2017); Hodrick (1989).
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performance. In late 2019, media reports of a pending “phase one” agreement on less controversial
portions of the trade deal were “welcomed as relief for the market,” while news that the bilateral
trade talks have hit an impasse has had the opposite effect.”* Other major developments in US-
China trade relations as they were reported in the media, such as President Donald Trump’s threats
on May 6, 2019, to raise tariffs on some Chinese imports to 25 percent and the White House’s sub-
sequent decision to place Huawei Technologies on a banned entity list and limit its access to the US
market, have had similar effects.*

The preceding analysis suggests that by increasing the costs of trade and investment and negatively
affecting the confidence of market participants, rising bilateral tensions may dampen trade relations
between the US and China (hypothesis 1).

In addition to investigating the aggregate effect of bilateral tensions on trade relations, we examine
how they may affect industries with varying levels of supply chain integration with China. Previous
studies in both economics and political science®® suggest that businesses may be limited by “sunk
costs” in their ability to make adjustments in responding to changes in the political and economic
environments.”” When businesses sink funds into new business initiatives, such as into physical assets
or the development or expansion of distribution, sales, advertising, or servicing channels, they incur
the so-called sunk costs that may not be easily recovered. Such “sunk costs” may not only constitute
barriers to entry”® but may also increase the difficulties firms face in changing production, trade, or
investment patterns following the initial business decisions. This is especially the case if firms are
engaged in investment in overseas markets as relocating production or other business activities
from the host market would have entailed significant adjustment costs.*

If the preceding argument is valid, then it is possible that industries with stronger supply chain rela-
tionships with China may be more muted in their responses to shifting trends in US-China relations. In
the case of US-China trade relations, growing supply chain integration has taken several organizational
forms. Noticeably, China’s economic reform and opening to the outside world in the recent decades
stimulated the expansion of the so-called backward GVC linkages between the two countries whereby
US companies increasingly drew on imported inputs from China for production and export.”® Such a
development took place mainly as a result of China’s growing participation in the so-called buyer-driven
production networks in which nonmanufacturing or sourcing firms “played the pivotal role in setting up
decentralized production networks” through design, marketing, and sales instead of manufacturing
activities.”!

China’s growing international economic integration has also deepened the United States’ forward
GVC linkages to China, or the domestic contents produced in the United States that are embodied
in Chinese exports to world markets.”> As an indicator of such a development, the forward GVC link-
ages between the United States and China, defined as US domestic value added in Chinese exports as a
share of total US gross exports (or the value added source country), have increased from 0.313 percent
in 1995 to 1.79 percent in 2018.>

ZWatts (2019).

*Spiro (2019).

*®Arkes and Blumer (1985); Baldwin (1988); Dixit (1989a).

*While such “sunk costs” may be mitigated by factors such as firms’ prior experience with international trade, it has been
argued that they may lead foreign firms to “continue serving the domestic market even though their goods may have become
relatively more expensive,” a phenomenon termed “exporter hysteresis” by some economists. See, e.g., Alessandria and Choi
(2007); Baldwin and Krugman (1989); Dixit (1989a, 1989b); Meinen (2015).

%Baumol and Willig (1981).

2Baldwin (1988); Helpman, Melitz, and Yeaple (2004).

30Banga (2013).

*'Buyer-driven production networks are frequently observed in labor-intensive industries such as textiles and apparel, toys,
and footwear. Gereffi (1999b, 41).

*2The manufacturing of products such as Apple’s iPods utilizing components supplied by US producers provides a good illus-
tration of this phenomenon. See Dedrick, Kraemer, and Linden (2010); Subhayu, Bharadwaj, and Roy (2018).

*Trade in Value Added (TiVA) database, 2021 edition, Organisation for Economic Co-operation and Development (OECD).
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In addition, China has increased its participation in producer-driven production networks in which
lead firms not only engage in manufacturing activities but also “exert control over backward linkages
with raw material and component suppliers, and forward linkages into distribution and retailing.”** As
the Chinese government has gradually liberalized control over FDI, a growing number of American
companies have relocated production to China to take advantage of the country’s cheap labor and nat-
ural resources as well as proximity to the Chinese market. Such activities help to cement forward GVC
linkages when these companies export from the Chinese market back to the home country through the
so-called vertical FDL.*

Regardless of the specific form of global supply chain integration under consideration, it remains
important that firms are able to maintain steady access to the raw materials, inputs, and other inter-
mediate products necessary for their operations. Whether firms engage in input sourcing to capitalize
on the networks of local suppliers or undertake vertical FDI to protect proprietary knowledge or tech-
nology, preserve dedicated assets, or ensure the enforcement of contracts, they invariably incur sunk
costs that should render “exit” less attractive and limit firms’ operational flexibilities in the presence
of political and economic uncertainties.*® Such costs should be even more substantial for firms with
extensive supply chain linkages to China. It is possible, therefore, that industries more closely inte-
grated with the Chinese market through input sourcing, downstream export, or vertical FDI should
be less sensitive to rising tensions in US-China relations. If this is the case, then industries with exten-
sive GVC linkages to China should be less likely to experience declines in import volumes in response to
bilateral tensions (hypothesis 2).

Measuring Bilateral Tensions

In the following analysis, we utilize sentiment analysis to derive a measure of bilateral tensions aimed
at capturing disagreements and conflicts in US-China political and economic relations. We expect that
such tensions may impinge on private actors’ assessment of the future trajectory of the relationship, the
likely timing of major policy developments, and the effects of either cooperation or conflict on bilateral
relations. We choose a media-based measure instead of measures of highly salient and visible conflicts
or negative events®’ because, compared to the latter, which have been more infrequent in US-China
relations in recent years, media reports of escalating rhetoric about growing strategic competition and
the potential for decoupling should have weighed more heavily in firms’ assessment of the future devel-
opment of the bilateral relationship, and this should especially be case in the periods leading up to and
following the onset of the trade war.

Both economists and political scientists have investigated the effect of political and economic uncer-
tainty using media-based measures. For example, a number of studies have examined
the role of media-based economic policy uncertainty, including volatility in the stock market, invest-
ment, output, and employment, on economic performance.”® Caldara and Iacoviello develop a
Geopolitical Risk Index that captures the instability generated by geopolitical events based on news
headlines dealing with geopolitical tensions, wars, or terrorism and empirically assess the impact of
geopolitical risks on capital flows.”> Drawing on the political relations index developed by Yan and
Qi and Yan et al., which is based on reports of bilateral political events from Chinese news and gov-
ernment sources,’” Du et al. analyze the effects of China’s bilateral political relations on trade, finding

34Gereffi (19994, 2). Producer-driven networks tend to be more common in capital-intensive durable goods industries such as
electronics, automobiles, and aircrafts.

*>This contrasts with horizontal FDI whereby a multinational corporation mainly sells the products it produces in the host
country locally (Helpman, 1984; Yeaple, 2003).

*For an argument about why sunk costs may attenuate the impact of political tensions on commercial relations, see, for exam-
ple, Davis and Meunier (2011).

¥See, e.g., Goldstein (1992); Gowa and Mansfield (1993); Keshk, Collins, and Reuveny (2014).

38Baker, Bloom, and Davis (2016); Balcilar et al. (2018); Pastor and Veronesi (2013); Rodrik (1991).

*Caldara and Iacoviello (2018).

**Yan and Qi (2009); Yan et al. (2010).
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that the impact of political shocks tends to be short-lived.*! Despite potential concerns with bias and
error associated with media-based event counts,*” studies have found that claims of significant bias in
media coverage are exaggerated and that there is little evidence of systematic differences in story selec-
tion or news reporting of either domestic or international issues based on the outlet’s ideological posi-
tion.*” Furthermore, while the ambiguity of the natural language may potentially pose challenges to the
accuracy of sentiment analysis, the method has been applied to the study of a wide range of phenom-
ena such as public opinion or the polarization of parliamentary debates** because it allows researchers
to capture the emotions and attitudes expressed in a large number of texts and hence improve their
ability to understand complex social interactions.

To construct our measure, we build on the content analysis methods developed in previous
research®> and examine media narratives and framing of US-China relations from 2002 to 2019.
Specifically, we searched four leading news sources—the New York Times, Wall Street Journal,
Washington Post, and Los Angeles Times—and an influential trade journal—Inside U.S. Trade.
These publications are all dominant US-based news outlets that cover these topics extensively and
have documented impact on public policy formation. We conducted our search along a broad filter
that searches for US-China diplomatic and economic relations and a more focused economic filter
for economic issues. Appendix 1 provides a list of the key terms used for the search. To return a sizable
and relevant corpus of articles on this topic, we applied grounded theory, where we conducted an
exploratory search, evaluated the results, and iterated with further refinements based on a review of
the corpus, the historical literature, and knowledge of journalistic reporting conventions at the time.
A total of 11,287 articles were retrieved from the search. We excluded opinion pieces and editorials
from the analysis because our study is most concerned with the degree of hostility resulting from devel-
opments on the ground.

The articles were analyzed in a sentiment analysis dictionary using the R programming language.*®
We used a lexicon-based method that applies sentiment scores to individual words from a dictionary
and tabulated them to provide a net positive or negative score per article.*’ There are various lexical
dictionaries created that score words based on emotion, positive or negative sentiment, and other
methods. We utilized the widely used Bing Lexicon by Hu and Liu.*® Measuring a general discourse
of 6,788 words, the Bing Lexicon provides a suitable method for detecting emotions in textual data and
has been widely used in the data science field and in journalism to assess sentiment in news articles.*’
Following this approach, we assigned sentiment scores to individual words, aggregating the scores by
article and discerning trends at the monthly level. Because positive media coverage implies decreases in
bilateral tensions and vice versa, we flipped the data so that the shocks measured indicate a decline in
the bilateral relationship.

To see if tensions in the economic environment may generate any different effect on trade relations
from that in the political environment, we examined geopolitical tensions and economic tensions using
the inversed sentiment scores generated using the broad filter and the economic filter in the following
analysis. Figure 1, which presents the trends in our measures during the period examined, shows that
both geopolitical tensions and economic tensions generally fluctuated through 2017 and peaked in 2018
with the onset of the US-China trade war under President Trump. Economic tensions, in particular,
have demonstrated significant swings, with the rise in tensions being especially pronounced since the
beginning of the trade war in early 2018.

“IDu et al. (2017).

“Woolley (2000).

43Budak, Goel, and Rao (2015); Covert, Adkins, and Wasburn (2007).
44Hopkins and King (2010); Monroe et al. (2008).

“*Neuendorf (2002); Wells (2016).

46Silge and Robinson (2016, 2017).

47Silge and Robinson (2017); Hu and Liu (2004).

“Hu and Liu (2004).

49Silge and Robinson (2016, 37; 2017); Soroka, Young, and Balmas (2015).
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Figure 1: Trends in bilateral tensions in US-China relations, January 2002-December 2019.

We further conducted the Chow structural break test for the onset of the trade war in March 2018.
The test yielded an F-statistic of 22.06 for political tensions and 24.10 for economic tensions. Both are
also statistically significant, indicating that a structural break does exist in the data (see table 1).

Bilateral Tensions and US-China Trade Relations: The Pretrade War Period

In this section, we focus on the impact of bilateral tensions on US imports from China during the pre-
trade war period. We first examine aggregate US imports from China before considering how the
effects of bilateral tensions may vary according to the industries” GVC linkages to China.

The Overall Pattern

Figure 2 presents changes in US exports to and imports from China as well as the bilateral trade bal-
ance between January 2002 and December 2019. We focus our analysis on the monthly volume of US

Table 1: Chow structural break test for March 2018.

Political Tensions

Chow Breakpoint Test: March 2018

Null Hypothesis: No breaks at specified breakpoints; Varying regressors: All equation variables

Equation Sample: January 2002 December 2019

F-statistic 22.05829 Prob. F(1,214) 0.0000
Log likelihood ratio 21.19020 Prob. Chi-Square(1) 0.0000
Wald Statistic 22.05829 Prob. Chi-Square(1) 0.0000

Economic Tensions

Chow Breakpoint Test: March 2018

Null Hypothesis: No breaks at specified breakpoints; Varying regressors: All equation variables

Equation Sample: January 2002 December 2019

F-statistic 24.10251 Prob. F(1,214) 0.0000
Log likelihood ratio 23.05266 Prob. Chi-Square(1) 0.0000
Wald Statistic 24.10251 Prob. Chi-Square(1) 0.0000
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Figure 2: US-China trade, January 2002-December 2019.

imports from (imports) China due to the much larger volume of US imports from China than exports
to that country. Import data are measured in million US dollars and are taken from the USA Trade
Online database maintained by the US Census Bureau.”® We take the logarithm of the data to facilitate
the interpretation of the results.

We take into consideration the influence of the size of the US economy (GDP_USA) in the anal-
ysis.”" This is because market size may have an independent effect on trade relations.”* The size of the
US economy may additionally affect the country’s demand for imports. Appendix 2 presents the
descriptive statistics of the main variables.

We run ordinary least squares regressions of the impact of political and economic tensions on
imports for the period between January 2002 and February 2018 and report the results in table 2.
As table 2 shows, economic tensions have a much greater impact than political tensions on imports dur-
ing the pretrade war period. Economic tensions are positively signed and statistically significant in all
model specifications, while political tensions are largely insignificant. In the model for all industries
(Model 1), a one unit increase in economic tensions leads imports to decrease by $130.76 million, indi-
cating that the rise in economic tensions has had a significantly negative effect on imports.

Sectoral Variation

In addition to analyzing the effect of bilateral tensions on the overall import volume, we further investi-
gated their effect on trade for industries with different levels of supply chain integration with China. We
measure backward GVC linkage as the foreign value added originating from China in US domestic final
demand. Forward GVC linkage is in turn measured as US domestic value added in China’s final
demand.” Data for these variables are drawn from the Trade in Value Added (TiVA) database published
by the Organisation for Economic Co-operation and Development (OECD) and are generated from the
OECD’s Inter-Country Input-Output system using the International Standard Industrial Classification
Revision 4.>* The 536 six-digit North American Industry Classification System (NAICS) industries in
our dataset are matched to 36 TiVA industries using the appropriate concordance table.

*https://usatrade.census.gov/.

SIGDP data are retrieved from Board of Governors of the Federal Reserve System (US), Federal Reserve Bank of St. Louis;
https:/fred.stlouisfed.org/seriessy DEXCHUS, June 14, 2020.

2Srivastava and Green (1986).

>*For studies that employ similar measures, see Koopman, Wang, and Wei (2012); Upward, Wang, and Zheng (2013); Wang
et al. (2018).

**For a list of industries in the TiVA indicators, see OECD (2019, table A.3).
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Table 2: Impact of political and economic tensions on imports (January 2002-February 2018).

(1)

()

(3)

() (5)

(6)

()

Forward Forward Forward Backward Backward Backward
Variable All Linkage-H Linkage-M Linkage-L Linkage-H Linkage-M Linkage-L
Economic tensions -130762214.4*** -82468004.8*** -21385136.1*** -26909073.4*** -102600765.3*** -21394538.6*** -6766910.4***
(-7.02) (-8.03) (-6.35) (-4.87) (-7.03) (-6.61) (-6.47)
Political tensions -25764661.7 -13346146.6 -3571450.7 -8847064.4 -21092262.4 -3714122.4 -958276.9
(-1.22) (-1.14) (-0.93) (-1.41) (-1.27) (-1.01) (-0.81)
GDP_USA 2.27480e+09*** 1.10554e+09*** 485263883.1*** 683994099.9%** 1.73525e+09*** 436087211.0*** 103470227.2***
(3.48) (3.06) (4.10) (3.52) (3.38) (3.83) (2.82)
Constant -2.08007e+11*** -1.01898e+11*** -4.50768e+10*** -6.10324e+10*** -1.57794e+11*** -4.05120e+10*** -9.70136e+09***
(-3.19) (-2.83) (-3.82) (-3.15) (-3.08) (-3.57) (-2.65)
N 194 194 194 194 194 194 194
(8) (9) (10)
Variable RP Trade-H RP Trade-M RP Trade-L
Economic tensions -113211692.6*** -15568270.3*** -1676035.0%**
(-7.23) (-5.46) (-5.56)
Political tensions -21605313.0 -3671001.0 -417801.7
(-1.21) (-1.13) (-1.22)
GDP_USA 1.72872e+09*** 517690623.9*** 26381861.3*
(3.14) (5.17) (2.49)
Constant -1.57785e+11*** -4.75393e+10*** -2.50119e+09**
(-2.87) (-4.76) (-2.36)
N 194 194 194

*** ** and * denote significance at the 1%, 5%, and 10% significance level, respectively; t statistics in parentheses.
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We use RP trade data from the US Census Bureau as a proxy for vertical FDI in our analyses.”
Studies have found that this data source is similar to the WorldBase database compiled by Dun and
Bradstreet that contains data on more than 43 million firms in more than 213 countries for 2015,
as the total value of US imports from related parties reported by the Census Bureau is highly correlated
with the aggregated sales of all US vertical affiliates in the WorldBase database.>

We weight the previously mentioned GVC variables by the share of an industry’s trade with China
in its total trade to account for the potential effect that an industry’s dependence on the Chinese mar-
ket may have on its operations. We further classify industries as having low, medium, and high back-
ward (forward) GVC linkages or RP trade with China if they fall below the 30th percentile, above the
70th percentile, or between the 30th and 70th percentile in each of the supply chain linkage measures,
respectively.”’

When we break down the industries by the level of GVC linkages to China, we see that the coef-
ficients for economic tensions are much larger for industries with high, rather than medium or low,
levels of GVC linkages to China of either type. For example, a one unit increase in economic tensions
is associated with a decrease of $102.60 million in imports for industries with high levels of backward
GVC linkages to China, compared to $21.39 million and $6.77 million for those with medium and low
backward GVC linkages to China, respectively. The same pattern can be observed for forward GVC
linkages and RP trade.

Figure 3, which shows the scatterplot and predicted relationships between economic tensions and
imports, reveals a similar pattern as industries with the highest backward and forward GVC linkages as
well as the highest RP trade with China also have the largest actual and predicted declines in imports.

A couple of robustness checks were conducted to increase our confidence in the validity of our
results. First, we conducted additional tests using sentiment scores derived from a custom sentiment
dictionary. Containing 176 words, the custom sentiment score more accurately measures discourse
used in trade and economics journalism. Test results remain consistent with those reported for the
main model estimates.”®

Second, because US-China trade relations may be influenced by factors not related to the
policy shocks, we conducted a placebo test for US imports from the European Union (EU). We
first present the trends in US imports from China and the EU between 2002 and 2019 (appendix
3A). The results show that US imports from both China and the EU decreased during the global finan-
cial crisis between 2008 and 2010. However, while US imports from China have seen another sharp
decline since 2018, its imports from the EU have not expeirenced a similar decrease since the begin-
ning of the trade war. Structural break analysis for US imports from the EU similarly suggests that the
structural break took place around the time of the global financial crisis instead of the trade war (see
appendix 3B). These patterns show that the policy shocks generated by the trade war have negatively
impacted US imports from China, but not from the EU.

Third, besides tariffs, the US government has also sought to address its trade concerns with China
by sanctioning major Chinese firms using the Entity List. Because many of these firms included in the
Entity List belong to strategic sectors or occupy important positions in global production networks, the
restrictions placed on these firms may potentially impact trade flows. It should be noted, though, that
the companies, organizations, and legal persons included in the Entity List are subject to specific
license requirements for the export, reexport, and/or transfer (in-country) of specific items under
the Export Administration Regulations. However, the US Bureau of Industry and Security does not
prohibit purchases from these entities, although firms considering such purchases are encouraged
to exercise caution and additional due diligence in their transactions. Because we focus on the impact

>For a study that adopts a similar approach, see Jensen, Quinn, and Weymouth (2015).

56 Alfaro and Charlton (2009).

*’Changing the threshold of the classifications to 20th or 25th percentile for low GVC linkage industries and 80th or 75th
percentile for high GVC linkage industries does not change the interpretation of the main findings reported in the text that
follows.

*%We opt not to present a list of these words in this article for brevity. A list of these words, as well as the test results, are
available from the authors upon request.
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Figure 3: Scatterplot and predicted relationships between economic tensions and imports, pretrade war period.

of political tensions on imports instead of both imports and exports in this study, the fact that the US
companies are not barred from purchasing from persons placed on the Entity List should ameliorate
concerns about the potential impact of the Entity List on import flows. Nevertheless, to address these
potential concerns, we have rerun our analysis excluding the information and communication technol-
ogy and electronics and electrical machinery sectors with a relatively large concentration of firms on
the Entity List. Results from this procedure are consistent with those reported in the article.”
Overall, the previously mentioned results lend some support to hypothesis 1 that tensions in the
bilateral relationship may dampen trade relations. However, the finding that such effects are most pro-
nounced with industries with high levels of GVC linkages to China presents some challenge to hypoth-
esis 2 that suggests that “sunk costs” considerations may limit the extent to which tensions may damage

*These results are available from the authors upon request. For relevant Bureau of Industry and Security regulations, see
https://www.bis.doc.gov/index.php/policy-guidance/lists-of-parties-of-concern/entity-list (accessed March 3, 2022).
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commercial relations among industries with the most extensive supply chain linkages to the Chinese
market.

Further Analysis of the Impact of the Trade War

A set of additional tests was conducted to see if elevated tensions since the beginning of the trade war
may have had any different effect on trade patterns from those observed for the pretrade war period.
Specifically, we examined data for the months after the onset of the trade war in March 2018 when the
United States followed through on months of threats to announce plans to impose 25 percent tariffs on
$50 billion worth of Chinese goods, prompting Beijing to announce its own retaliatory tariffs on steel
and aluminum products.®” To control for the effects of the tariff increases on trade volumes, we added
a variable tariffs to our analysis. We continue to focus on the impact of tensions on US imports from,
rather than exports to, China. Because US tariffs on Chinese goods are much more extensive than
Chinese retaliatory tariffs, such a strategy can better help illuminate our main findings.®' Tariffs is cal-
culated by adding the US tariff increases implemented under each of the tariff lists to the average
annual tariff rate and is recorded on a monthly basis.*

Descriptive Analyses

We first conducted a set of descriptive analyses to see how the heightened tensions and tariff hikes
associated with the trade war have affected US imports from China. Table 3 presents the changes in
US real tariffs on Chinese products weighted by imports between 2017 and 2019. As table 3 shows,
the average weighted tariff rate on Chinese imports have increased from 0.038 percent in 2017 to
0.403 percent in 2019, an increase of about 0.365 percent. Except for backward GVC linkages, the
growth is the highest for industries with high, rather than medium or low, levels of GVC linkages
to China.’ For example, average weighted tariffs for industries with high levels of RP trade with
China have experienced an increase of 0.411 percent, compared to 0.145 percent and 0.120 percent
for industries with medium and low levels of RP trade with China, respectively. A similar pattern
can be observed for industries with forward GVC linkages to China, with the difference in
the average weighted tariff being 0.529 percent, 0.368 percent, and 0.090 percent for industries at
high, medium, and low levels, respectively. These results generally suggest that the tariff increases
have been the most pronounced for industries with the most extensive GVC linkages to China.

Table 4 in turn presents the changes in US imports from China from 2017 and 2019. Notably, US
imports from China averaged across all industries have experienced a decline of about 9.5 percent,
from $116 million in 2017 to $105 million in 2019. Except for low RP trade, which has remained little
changed, declines of varying magnitude can be observed for all industry categories.

Figure 4 (a) and figure 4 (b) further show the histograms of US import tariff rates on Chinese prod-
ucts and US imports from China by all sectors in 2017 and 2019, respectively. As we can see from
figure 4 (a), total US tariffs on Chinese products are clustered toward the left of the X axis, with
2,852 and 2,876 observations (i.e., NAICS industries recorded at the monthly level) having a tariff
rate of 0 percent and between 0 and 1.04 percent, respectively. However, the number of industries
with a tariff rate of more than 0.2 percent has increased significantly in 2019, with 2,251 observations

®For a detailed timeline of the US—China trade war through the end of 2019, see Heeb and Bryan (2019).

! Analyses of the impact of bilateral tensions on US exports to China are similar to those reported in the following text. We
omit these results from the following discussions due to space considerations.

>These tariffs include those implemented in the first and second wave of the $50 billion round in July and August 2018 (List 1
and List 2), respectively, the $200 billion tariff increase on Chinese products in September 2018 (List 3), and the $300 billion
tariff increase in September 2019 (List 4). They also include tariff increases on steel and aluminum products from China
announced in March 2018. The data additionally factors into the products that were subsequently excluded from the tariff
increases. Data for this variable are from the Office of the US Trade Representative.

®This pattern is consistent with that observed by Betz and Sun (2022) that US tariffs mainly targeted the imports of inter-
mediate instead of consumption products.
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Table 3: Descriptive statistics of real tariff rate (weighted by imports).

Before (2017) After (2019)
Industry Mean Sd. Min. Max. Mean Sd. Min. Max. Difference
All 0.038 0.073 0 0.375 0.403 0.264 0 0.925 0.365
B-high 0.042 0.081 0 0.375 0.393 0.284 0 0.825 0.351
B-Mid 0.025 0.026 0 0.125 0.433 0.170 0 0.925 0.409
B-low 0.019 0.018 0 0.170 0.449 0.185 0 0.825 0.430
F-high 0.007 0.016 0 0.125 0.536 0.226 0 0.825 0.529
F-Mid 0.043 0.042 0 0.170 0.411 0.232 0 0.925 0.368
F-low 0.091 0.110 0 0.375 0.181 0.178 0 0.825 0.090
RP-high 0.028 0.047 0 0.164 0.439 0.264 0 0.825 0.411
RP-Mid 0.087 0.135 0 0.375 0.232 0.184 0 0.925 0.145
RP-low 0.068 0.064 0 0.170 0.188 0.175 0 0.825 0.120

having a tariff rate of 0.25 in that year. The distribution of the industries has shifted further away from
0, reflecting the substantial increase in US tariffs on Chinese imports since the beginning of the trade
war. Figure 4 (b) in turn shows that the rise in tariffs has generally been associated with a decline in US
imports from China. While 3,940 observations have an import volume of less than $271.31 million in
2017, 3,795 observations have an import volume of less than $206.4 million in 2019. Overall, the pre-
ceding descriptive data indicate that the substantial increases in US tariffs since the beginning of the
trade war have been associated with a relative decline in US imports from China.

Appendix 4, which presents the histograms of US import tariffs on China and US imports from
China by industry, indicates that tariff hikes can be observed for industries with varying levels of
GVC linkages to China. A visual inspection of the data suggests that industries with high levels of
GVC linkages to China seem to have experienced the most significant declines in imports.
However, because this pattern is far from definitive, we conducted additional statistical analyses of
the impact of bilateral tensions on imports during the trade war period.

The Impact of Political and Economic Tensions on Tariffs

Before proceeding, we first develop a partial equilibrium model to depict more formally the relationships
among tensions, tariffs, and imports (see figure 5). In figure 5, political and economic tensions could
directly affect international trade policies such as import tariffs, import quotas, export restraints, export
taxes, and export subsidies. Trade policy tools such as import tariffs and quotas are in turn expected
to have a direct impact on imports. We further explore how the relationships among bilateral tensions,
tariffs, and imports vary depending on the level of the industry’s global supply chain integration.

We evaluate the effect of bilateral tensions on US-China trade relations using the panel vector
autoregressive (PVAR) model for the trade war period.** For the ease of presentation, we present

**PVAR models fit “homogeneous panel vector autoregression (VAR) models by fitting a multivariate panel regression of each
dependent variable on lags of itself and on lags of all other dependent variables using generalized method of moments (GMM)”
(Abrigo and Love, 2016). Unlike structural equation models, VAR models do not require prior knowledge about the factors influ-
encing a variable. Instead, they assume that a set of variables affect each other intertemporally. As such, they are well suited to
capture linear interdependencies among multiple time series and have frequently been used in analyses of economic and finan-
cial data. Applying the VAR approach to panel data has the added benefit of allowing us to examine the complex relationship
between bilateral tensions and trade patterns while allowing for the existence of fixed effects, or unobserved heterogeneity specific
to both the panel and time in our analysis. For an overview of the PVAR approach, see Abrigo and Love (2016) and Stock and
Watson (2002). For studies that adopt a similar approach, see Davies (2016); Gholipour (2019); Murphy and O’Reilly (2019);
Sims (1980); Weiss and Wichowsky (2018).
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Table 4: Descriptive statistics of US imports from China ($ million).

Before (2017)

After (2019)

Mean Sd. Min. Max. Mean Sd Min. Max. Difference Difference (%)

All 116 436 0.00055 9,770 105 381 0.00041 7,430 -11 -9.5
B-high 207 634 0.00055 9,770 187 554 0.00041 7,430 -20 -9.7
B-Mid 53 107 0.00239 985 51 125 0.00210 1,340 -2 -4.3
B-low 27 71 0.00204 598 24 64 0.00090 580 -3 -11.1
F-high 151 632 0.00055 9,770 129 538 0.00041 7,430 =22 -14.6
F-Mid 57 130 0.00204 1,030 55 147 0.00090 1,340 -2 -3.5
F-low 144 290 0.00236 2,830 135 278 0.00213 2,390 -9 -6.3
RP-high 208 621 0.00280 9,770 190 541 0.00206 7,430 -18 -8.7
RP-Mid 54 128 0.00205 1,500 47 124 0.00213 1,490 -7 -13.0
RP-low 7 17 0.00055 157 7 18 0.00041 184 0 0
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Figure 4: US import tariffs in China and imports from China by all sectors, 2017 versus 2019.

the orthogonalized impulse-response functions that describe the changes in a model’s variables in
response to a shock in one or more variables after a certain number of periods.

As a first step in the analysis, we show the impulse-response functions of the interactions among
political tensions, economic tensions, and tariffs.> As figure 6 shows, while economic tensions had a
much more significant effect on tariffs during the pretrade war period, the reverse is the case for
the trade war period. During the trade war period, a standard deviation shock to political tensions
leads to an immediate increase in tariffs, peaking at almost 0.036 percent during the third period.
While the effect then gradually declines, it remains positive and statistically significant through the

%Tests for the pretrade war period were conducted using the VAR rather than PVAR approach.
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remaining periods. In contrast, a shock of the same magnitude to economic tensions only leads to an
increase of about 0.01 percent in tariffs during the first period, declining to even lower levels in the rest
of the periods under consideration. These results indicate that heightened political, rather than eco-
nomic, competition between the US and China may have been the more proximate source of the
rise in import tariffs during the trade war period.
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Figure 6: Impact of political and economic tensions on tariffs, all industries.
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Disaggregating the relationships between tensions and tariffs for industries with different forms and
levels of supply chain linkages to China shows that political and economic tensions have had a more
notable impact on tariffs for industries with high, rather than medium or low, levels of GVC linkages
to China (figure 7). For example, while a standard deviation shock to political tensions leads to an
increase in tariffs of about 0.05 percent during the first two periods for industries with high levels
of backward GVC linkages to China, an effect that then gradually declines over time, a similar
shock only leads tariffs to increase by about 0.01 percent for those with medium or low levels of back-
ward GVC linkages to China. The pattern is similar for industries with varying levels of forward GVC
linkages or RP trade with China. Turning to economic tensions, we see that while a standard deviation
shock to this variable is associated with an increase of about 0.02 percent for industries with high GVC
linkages to China of either type in the initial period, it generates a positive response that is much closer
to zero and even an occasionally negative response for industries with medium or low levels of GVC
linkages to China. The effect becomes indistinguishable from zero during the remaining periods.
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Figure 7: Impact of political and economic tensions on tariffs, by industry (March 2018-December 2019).
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(b) Forward GVC linkages
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Figure 7: Continued.

Overall, bilateral tensions seem to have been associated with the largest increase in tariffs for high
GVC-linkage industries. These patterns are also largely consistent with those observed in table 2.

The Impact of Tariffs on Imports

The second step in our analysis is to assess the impact of the tariffs on imports. Toward this purpose,
we ran PVAR models with panel data that contains observations about different industries across time,
with robust standard errors clustered on industry.
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Figure 7: Continued.

We include our main variables of interest, political tensions, economic tensions, and tariffs, in the
analysis, in addition to controlling for the US GDP. We take the first difference of all variables to
ensure the stability of the models.

Figures 8 presents the results of our PVAR analyses for the period between March 2018 and
December 2019. As figure 8 shows, political tensions and economic tensions are largely insignificant
during the period under investigation. However, tariffs do seem to have a negative impact on imports
in the short term. A one standard deviation shock to fariffs leads to an immediate decline of about 2.7
percent in imports. The effect of tariffs remains negative and statistically significant during the first two
periods and becomes insignificant afterward. This pattern is consistent with that of our descriptive
analysis, which shows that the tariff hikes have had a negative impact on overall US imports from
China through the end of 2019.

Because political tensions and economic tensions are insignificant in this set of analysis, we focus on
the impact of tariffs on imports in our sectoral analysis and present the results in figure 9. Somewhat
contrary to our expectations, there is no significant variation in the magnitude of industry responses to
the tariff shocks. Apart from figure 9 (g) where fariffs have remained insignificant, a one standard
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deviation shock to tariffs generally leads to an immediate decrease in imports of 2 to 4 percent, an effect
that then gradually becomes insignificant after the first two to four periods. However, the tariffs seem to
have had a more sustained negative impact on imports for high GVC industries. For example, the negative
effects of tariffs have lasted longer (for four periods) for industries with high forward GVC linkages or RP
trade with China (figures 9 [b] and 9 [c]) than for those at medium or low levels.
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Figure 9: Impact of tariffs on imports (by industry), March 2018-December 2019
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Taken together, these results indicate that rising tensions and the imposition of tariffs since the begin-
ning of the trade war may have dampened overall US imports from China, a finding that is consistent with
hypothesis 1. They also suggest that political rather than economic tensions may have been the primary
driver of the tariff hikes. In addition, bilateral tensions seem to have been associated with the highest tariff
increases for industries with high GVC linkages to China. There is also some tentative evidence that the
tariffs have had a longer lasting effect on such industries. Overall, these results present challenges to
hypothesis 2 and raise some questions about the degree to which considerations about the so-called
sunk costs may have limited the extent to which businesses may seek to adapt to exogenous changes
by searching for alternative sources of supplies, customers, or production destinations. Instead, they sug-
gest that the trade war may have inflicted the most severe damage on those segments of the US and
Chinese economies that are most closely connected to each other through global supply chain linkages.

Conclusion

In this article, we utilized a media-based measure of political and economic tensions in US-China rela-
tions to analyze their impact on bilateral trade relations. Our results lend some support to hypothesis 1,
suggesting that bilateral tensions did exert a negative albeit somewhat small effect on US imports from
China in the short term. Additional analyses indicate that bilateral tensions have most negatively
affected trade relations at high rather than medium or low levels of GVC linkages to China during
both the pretrade war and the trade war periods.

These preceding findings are puzzling for arguments emphasizing how “sunk costs” considerations
may affect bilateral trade relations (hypothesis 2). In contrast to previous studies that show that “sunk
costs” may limit the impact of political relations on economic transactions,”® our study suggests that
this is not necessarily the case in the context of US—-China trade relations. Instead, rising bilateral ten-
sions seem to have had the most significant impact on industries with the most extensive supply chain
linkages to China. Escalating tensions and the imposition of large-scale tariffs during the trade war also
did little to alter this pattern. It is possible that businesses may not have been able to effectively separate
policy signals from the noise as reflected in media reports. Despite the increasingly frequent mention-
ing of impending tariffs in the media, there may have continued to exist a gap between the adminis-
tration’s decoupling rhetoric and the economic reality on the ground.

Our results have implications for understanding the trajectories of US-China economic relations.
As US policy under the Trump administration increasingly shifted from engagement to the “decou-
pling” of the two economies, they suggest that such a more confrontational and aggressive negotiation
approach may have had a chilling effect on US-China trade relations and the strong supply chain rela-
tionships that US companies have built with Chinese producers over the years. Should the Biden
administration continue the hardline stance adopted by Biden’s predecessor, such a policy could
threaten to inflict considerable damage on the two largest economies in the world, with far-reaching
implications for both regional and global economies and the pattern of geostrategic competition.
Furthermore, the finding that bilateral tensions negatively affected US imports from China during
the pretrade war period indicates that these tensions could have a long-term, instead of just a short-
term, impact on trade relations.

A limitation of our study is that it is conducted at the industry instead of the firm level. Recent
studies inspired by the “new new trade theory”®” have shown that firm heterogeneity with respect
to size, experience in the host market, or position in global value chains may influence their attitudes
and behavior toward trade liberalization®® or response to political uncertainty.”” We are unable to
directly test our theory at the firm level due to the lack of detailed firm-level GVC data. However,
we expect that our theoretical argument should have implications for understanding firm preferences
and behavior in the presence of rising bilateral tensions.

®Davis and Meunier (2011).
"Melitz (2003).

S¥Kim et al. (2019); Osgood (2016).
FVekasi (2021).
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Another limitation is that our analysis focuses on the impact of US media coverage of bilateral tensions
on import patterns without also examining that of the Chinese media, thus potentially leading us to
underestimate the trade impact of the tensions. However, since the trade war was initiated by the
United States, with the Chinese side mostly reacting to the escalation of rhetoric and then the eventual
trade restrictions by the United States, there is also reason to believe that Chinese media coverage should
broadly parallel that in the United States. This should help to address concerns about the potential bias
that the lack of a more comprehensive measure of media coverage may have created in our analysis.

In addition, recent studies have shown that trade may rise significantly in anticipation of future
increases in tariffs as firms increase their inventory stock to hedge against such uncertainty.”’
However, our results indicate that stockpiling has not prevented the decline in US-China trade relations
in the short term. Of course, it is possible that the drop in US imports from China could have been even
more precipitous in the absence of firms’ inventory management strategies. However, we are unable to
fully address this issue in this article due to space constraints and prefer to leave it to future investigation.

We examined the effect of bilateral tensions and tariffs on trade patterns before the beginning of the
COVID-19 pandemic at the end of 2019. This strategy allows us to separate the effects of the tariffs from
those of the pandemic on US-China trade relations. Future studies could extend the time frame of the
analysis and carefully untangle the effects of these events to assess more fully the effect of Trump’s tariffs
on US-China trade and the supply chain relationships that have inextricably linked the two countries
together until recently. If the logic described is valid, it may also help explain the pattern of American
companies’ trade lobbying activities or the relocation of production from China.”" How supply chain link-
ages may influence American multinational corporations’ China-related political activities or exit decisions
may therefore represent fruitful avenues for future research.
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Appendix 1A: Key Search Terms for Broad Filter

((pubid(PROQUEST PUBLICATION IDENTIFIER HERE) AND (su(China) AND su(United States))) AND (su(diplomacy)
OR su(international relations)) AND (ft(tension) OR ft(dispute) OR ft(conflict) OR ft(confrontation) OR ft(standoff) OR ft
(hostilities) OR ft(strained relations) OR ft(disagreement) OR ft(clash) OR ft(discord) OR ft(quarrel) OR ft(argument) OR ft
(difference of opinion) OR ft(controversy) OR ft(blowup) OR ft(spat))) AND pd(20000101-20191231)

Appendix 1B. Key Search Terms for Economic Filter

(pubid(PROQUEST PUBLICATION IDENTIFIER HERE) AND (su(China) AND (su(United States))) AND (su(international
trade) OR su(trade relations)) AND (ft(tariffs) OR ft(investments) OR ft(trade policy) OR ft(manufacturing) OR ft(trade agree-
ments) OR ft(economic growth) OR ft(exports) OR ft(foreign investment) OR ft(american dollar) OR ft(currency revaluation)
OR ft(globalization) OR ft(renminbi) OR ft(intellectual property) OR ft(free trade) OR ft(foreign exchange rates) OR ft(trade
deficit) OR ft(State-owned enterprises) OR ft(Outsource) OR ft(Market access) OR ft(trade barrier))) AND pd
(20020101-20191231)

Appendix 2: Descriptive Statistics of the Main Variables

Variable Obs Mean Std. dev. Min Max
GDP_USA 216 99.9 0.9 97.64 101.86
Imports 216 2.96E+10 1.05E+10 7.12E+09 5.15E+10
Economic Tensions 216 —53.1 37.96 -151 78
Political Tensions 216 -60.4 331 -153 30
Imports_FH 216 1.48E+10 5.93E+09 2.91E+09 2.75E+10
Imports_FM 216 5.13E+09 1.94E+09 1.27E+09 9.18E+09
Imports_FL 216 9.69E+09 2.92E+09 2.94E+09 1.62E+10
(Continued)

https://doi.org/10.1017/bap.2022.8 Published online by Cambridge University Press


http://drum.lib.umd.edu/handle/1903/18703
http://drum.lib.umd.edu/handle/1903/18703
https://doi.org/10.1017/bap.2022.8

Business and Politics 425

Appendix 2: (Continued.)

Variable Obs Mean Std. dev. Min Max

Imports_BH 216 2.37E+10 8.19E+09 5.83E+09 4.11E+10
Imports_BM 216 4.77E+09 1.85E+09 1.04E+09 8.63E+09
Imports_BL 216 1.18E+09 6.07E+08 2.22E+08 2.55E+09
Imports_RPH 216 2.39E+10 8.92E+09 5.35E+09 4.28E+10
Imports_RPM 216 5.44E+09 1.55E+09 1.71E+09 T7.99E+09
Imports_RPL 216 2.77E+08 1.63E+08 4.86E+07 6.47E+08

Appendix 3: Placebo Test for US Imports from the European Union
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Appendix 3A: Trends in US Imports from China and the European Union
Notes: EU_IMP: US imports from the European Union, customs import value (gen)
CHN_IMP: US imports from China, customs import value (gen)
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Appendix 3B: Structural Break in US Imports from the European Union

Note: The CUSUM test is based on the cumulative sum of the residuals estimated by repeated recursive least squares estimation. The dotted
red line gives the 95 percent confidence interval/5 percent critical lines. The test is significant if the solid blue line extends outside the
critical line which indicates the instability of the parameter or the existence of a possible structure break. The CUSUM of squares test is
constructed on the cumulative squared sum of residuals. As in the CUSUM test, the extension of the cumulated sum of squared residual
out of the dotted line means the instability of the parameter.
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Appendix 4: US Import Tariffs on China and Imports from China by Industry, 2017 versus 2019
(a) Backward GVC linkages (b) Forward GVC linkages (c) Related-party trade
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(b) Forward GVC linkages
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Appendix 4: Continued.
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(c) Related-party trade
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