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1  |   INTRODUCTION

On 22 March 2018, America's President Trump signed a presidential memorandum imposing 
import tariffs on over $50 billion of Chinese products. That represents the beginning of a U.S.–
China trade war. This unexpected announcement leads to a sharp increase in economic 
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Abstract
This paper applies a difference-in-differences frame-
work to explore the economic consequences of the 
recent U.S.–China trade war. The average abnormal re-
turns of Chinese listed firms during a period centered 
on President Trump's announcement on 22 March 2018 
are taken as a proxy for the firms' exposure to the po-
tential trade war. Firms more negatively exposed are 
found, surprisingly, to report higher total revenues in 
the post-announcement period. The results indicate 
that the Chinese firms tend to reallocate their business 
from overseas to the domestic market. Such within-firm 
reallocation is found to be more pronounced among pri-
vate firms, exporting firms and non-FDI firms. Besides, 
firms with higher negative exposure increase total in-
vestment and financing but decrease foreign investment 
after the trade war.
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uncertainty (Fatma & Bharti, 2019),1 which inevitably affects firms (e.g., Crowley et al., 2018; 
Handley & Limão,  2015; Schott et al.,  2017). Whether such policy uncertainty disincentivises 
overseas activities and will induce firms to move back home remains to be seen. Previous studies 
have illustrated that changes in trade policy can result in both inter-industry and intra-industry 
reallocation of market share (e.g., Bernard et al., 2006; Feng et al., 2017; Melitz, 2003). But due to 
a lack of up-to-date microscale data, few studies have analysed the possibility of a reallocation 
effect within an individual firm driven by policy uncertainty. This study is designed to do so.

The study first quantifies the sensitivity of an individual firm to the U.S.–China trade war 
using an event study approach and calculating cumulative abnormal returns (CARs) as a proxy. 
That method assumes that financial markets are rational and efficient and thus accurately re-
flect firm value (Greenland et al., 2020). The 22 March 2018 is taken as the announcement date 
and a 3-day event window is used taking in one trading day proceeding and 1 day following 
the announcement date. Individual stock returns and market returns for Chinese firms are ex-
tracted from the China Stock Market & Accounting Research database (CSMAR). It is found that 
Chinese listed firms on average record 0.1% lower CARs after the policy shock. Then our main 
independent variable, Exposure, is constructed to reflect the extent to which each firm is nega-
tively exposed to the trade war announcement.

Revenue is adopted as a proxy for a firm's overall performance and overseas revenue is sep-
arated from total revenue to capture the effects on foreign business. To systematically analyse 
the trade war's relative explanatory power with respect to firm revenue, we employ a general 
difference-in-differences (DID) specification. The results indicate that firms more exposed 
to the trade war tend to enjoy significantly higher total revenue after the trade war, but their 
overseas revenue and the overseas share are significantly lower in the post-trade-war period. 
Ceteris paribus, a one-standard-deviation increase in trade-war exposure is found to be asso-
ciated with a 2.57% higher total revenue in the post-shock period, but with a 14.43% shrinking 
of overseas revenue and a 9.57% lower overseas revenue's share of total revenue after the 
trade war. These results indicate that firms that suffer more from the trade war tend to en-
large their total revenue, but their overseas business shrink, suggesting within-firm realloca-
tion as one of the trade war's effects. These findings are confirmed in a variety of robustness 
checks, including using alternative measures of trade-war exposure and alternative model 
specifications.

Then, China's special institutional background is taken into consideration. The business activ-
ities of Chinese state-owned enterprises (SOEs) generally have ulterior political purposes like se-
curing resources for the nation. Their top managers normally are politically appointed, and their 
personal goals may not be purely market-oriented (Amighini et al., 2013; Song et al., 2011; Whalley 
& Zhang, 2006). Moreover, SOEs receive government support in their daily business and have fewer 
capital restrictions than normal firms (Buckley et al., 2007; Chan et al., 2012; Ding et al., 2018; Faccio 
et al., 2006; Feenstra et al., 2014). Facing the U.S.–China trade war, SOEs can expect assistance from 
the government aimed at mitigating the trade war's negative effects, so the overseas activities of 
private firms are relatively more vulnerable. Our empirical analysis shows significant reallocation 
effects among private firms with more negative exposure to the trade war, but not for SOEs.

Some heterogeneous effects of firm foreign exposure are also presented as measured by export 
and foreign direct investment (FDI). Under trade protection barriers, exporting firms are directly 

 1 Figure A1 in the Appendix plots the trade policy uncertainty (TPU) of China and the U.S. based on the index from 
Baker et al. (2016). It shows a remarkable increase in March 2018. Data can be downloaded from: http://www.polic​
yunce​rtain​ty.com.
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damaged because of higher transaction costs (Huang et al., 2019; Lu et al., 2013), while FDI could 
provide tariff jumping for multinational firms (Blonigen,  2002; Cole & Davies,  2011; Ekholm 
et al., 2007). It is found that firms exporting to the United States with higher trade-war exposure 
tend to reallocate business from overseas to domestic in the post-war period, as compared with 
their counterparts. Furthermore, the within-firm reallocation is significant for non-FDI firms, 
implying that FDI can protect firms from losing overseas markets by local production and sales.

Finally, we also explore the trade war's effects on other firm outcomes, including investment 
and financing activities. While revenue represents a firm's realised performance, investment and 
financing reflect expectations of its future development. Firms adversely sensitive to the trade 
war are found to increase their total investment and reduce foreign investment, indicating that 
within-firm reallocation also exists in firm investment. In terms of financing, firms with higher 
exposure to the trade war tend to raise more debt and capital, as well as receive more government 
subsidies after the trade war. This is because firms require more capital to cover the underlying 
costs of reallocating business towards the domestic market.

These findings add some insights into the reallocation effects of trade policies. Using an in-
ternational trade model with heterogeneous firms, Melitz (2003) explained how trade exposure 
leads to intra-industry reallocation. And certainly, many studies have confirmed that trade lib-
eralisation results in resources being reallocated to more productive firms (Bernard et al., 2003; 
Blyde & Iberti, 2012; Breinlich & Cuñat, 2016; Melitz & Ottaviano, 2008). Some other studies 
have extended theories about the reallocation effects of productivity to other factors. For ex-
ample, Bernard et al. (2006) showed that the activities of U.S. manufacturing firms exposed to 
imports from low-wage countries tend to be reallocated towards capital-intensive plants. Using 
more disaggregated export data, Feng et al.  (2017) shed light on the reallocation after China's 
WTO accession, particularly by firms with higher prices and lower quality products. However, 
fewer studies have dealt with reallocation effects within an individual firm or under a trade war 
context. A recent study by Fajgelbaum et al. (2021) explores the reallocation effects trigged by 
the tariff policy of the U.S.–China trade on global exports. Our study focuses specifically on the 
reallocation of a firm's business activities between overseas and domestic markets in response to 
the outbreak of this trade war.

A growing number of studies have been making predictions about the macro-level outcomes 
of the U.S.–China trade war. From the U.S. aspect, Amiti et al. (2019), Cavallo et al. (2021) and 
Fajgelbaum et al. (2020) find that there has been an almost complete pass-through of tariffs on 
U.S. prices. With a standard quantitative trade model, Amiti et al. (2019) further find that an ob-
served increase in imported Chinese products is associated with a $1.4 billion reduction in U.S. 
real monthly income by the end of 2018. In research focusing on China, Qiu et al. (2019) analysed 
the trade war's effects on Chinese share and foreign exchange markets. They found dramatic de-
clines in both market indices and the value of the yuan after the outbreak of the trade war. Using 
a scenario analysis, Chong and Li (2019) predicted that in the worst case there will be a 1.1% 
decrease in employment and a 1% decline in China's GDP as a result of the trade war. The simu-
lation results of Xia et al. (2019) reveal that the energy sector of both China and the United States 
suffer from the recent trade war. However, firm-level responses to the trade war were not studied. 
The most related paper by Huang et al. (2019) finds that the overall market reactions of U.S. firms 
to the trade war are negative and that firms in a trade network with China suffer the most. Egger 
and Zhu (2020) extend the analysis to the global stock market and find heterogeneous effects in 
the United States, China and third countries. Rather than examining stock returns during the 
trade war, our study provides a more comprehensive analysis of the effects of the trade war on 
Chinese firms' performance, linking the trade war with the real economy at the firm level.
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The paper proceeds as follows. Section 2 provides a brief overview of this U.S. –China trade 
war. Section  3 describes sample coverage and variable measurements in this study. Section  4 
presents and discusses the empirical results. The final section draws the conclusion.

2  |   OVERVIEW OF THE TRADE WAR

As early as 18 August 2017, the U.S. government approved the Office of the United States Trade 
Representative (USTR) to initiate an investigation based on Section 301 of the Trade Act of 
1974 into China. On 22 March 2018, the Trump administration issued a presidential memoran-
dum in reference to this investigation, proposing to impose tariffs on about $50 billion Chinese 
imports as a response to China's unfair business and trade practices, especially the theft of U.S. 
intellectual property. The Chinese government then hit back with a list of 128 products from 
the United States that would face additional tariffs. On 3 April 2018, the USTR published the 
first product list, covering 1300 Chinese products with $50 billion. On 6 July 2018, the first 
batch of $34 billion products imposed by the United States took effect, and the rest of $16 bil-
lion came into effect on 8 August 2018. On 18 September 2019, the USTR announced a list of 
tariffs on $200 billion of Chinese products. To retaliate, China imposed additional tariffs on $60 
billion in imports from the United States. In December 2018, a trade negotiation between the 
United States and China was held. The United States decreased its tariff level and China agreed 
to increase imports from the United States. However, the U.S. government again imposed tar-
iffs on $200 billion of Chinese products from 10% to 20% on 5 May 2019, which led to an escala-
tion of the trade war. The U.S.–China trade war has been lasting for 2 years. In January 2020, 
the United States and China officials signed the Economic and Trade Agreement between China 
and the U.S. at the White House, indicating a periodical cease of the trade war.2

The United States and China are the two largest economies in the world. The current trade 
war has been the largest trade conflict around the world in the past half-century (Qiu et al., 2019). 
Fragmentation of cross-border production has linked most countries to the global supply chains 
in recent decades. This trade war would have large impact on or even change the structure of the 
world economy. The reasons for and potential implications of the trade war are of great significance.

China's open market economic reforms in 1978 and WTO accession in 2001 enable China to 
achieve impressive economic growth during the past decades. In 2010, China surpassed Japan to 
become the world's second-largest economy, and in 2013, China surpassed the United States as the 
largest trading economy in the world (Huang et al., 2019). China–U.S. relationship has also become 
closer. China is now the United States largest trading partner and third-largest export market. The 
U.S. bilateral trade deficit with China arose in the early 1980s and reached 46.7% of the overall U.S. 
trade deficit in 2018 (Sukar & Ahmed, 2019). The widening trade imbalance is the main reason be-
hind the rising tensions between the United States and China (e.g., Fatma & Bharti, 2019; Huang 
et al., 2019; Sukar & Ahmed, 2019). As studied in the literature, the fierce import competition and 
trade deficit from China squeezed out employment in U.S. manufacturing (e.g., Autor et al., 2013, 
2016, 2021; Scott, 2017).3 During the 45th presidential campaign, Trump made economic promises 

 2The timeline and key events of the U.S.-China trade war are shown in Appendix B.

 3Sukar and Ahmed (2019) proposed that the trade imbalance is misleading because multinational firms relocate their 
production and marketing operations to countries with lower costs, but the common calculation does not exclude the 
value generated by the U.S. firms in China. Wang et al. (2018) found that when taking supply chains into consideration, 
imported inputs from China boost local employment and real wages for U.S. manufacturing sector.
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      |  3911DING et al.

to bring back manufacturing from overseas, especially from China. He alleged that the undervalued 
Chinese currency and unfair actions by the Chinese government (such as subsidies to Chinese firms) 
are the key-driven factors for the trade deficit. To realise his promise, the Trump administration de-
cided to launch a trade dispute with China.

Another concern by the U.S. government is that China has been using illegal and unfair ways to 
acquire American technology (Huang et al., 2019). They alleged that China imposed pressure on the 
U.S. firms' technology transfer by restrictions on foreign ownership, at the same time, the Chinese 
government offers beneficial to Chinese firms' investment (especially to state-owned companies) 
in the acquisition of U.S. firms to obtain cutting-edge technology (Qiu et al., 2019). On the other 
hand, the United States considers that Chinese high-tech firms in the U.S. market are a threat to its 
national security (Sukar & Ahmed, 2019). In line with this concern, the USTR imposed tariffs on 
products mentioned in the “Made in China 2025” initiative and restricted U.S. exports to Chinese 
high-tech firms, such as ZTE Corporation and Huawei Technologies Company.

3  |   EMPIRICAL STRATEGY

3.1  |  Data source and sample coverage

The study's main data source is the CSMAR database. It provides stock information about all pub-
licly listed Chinese companies as well as their financial statements. All Chinese firms with A-shares 
traded on the Shanghai and/or Shenzhen stock exchanges and growth enterprise market (GEM) are 
included except for financial firms, special-treated firms and firms with missing values.4 The sample 
comprises 12,878 firm-year observations, covering 2796 unique firms from 2015 to 2019.

3.2  |  Variable construction

3.2.1  |  Firm exposure to the trade war

To assess the overall economic consequences of the U.S. –China trade war at the firm level, an 
event study approach and CARs are used to quantify each firm's sensitivity to changes in trade 
policy (e.g., Amiti et al., 2020; Greenland et al., 2020; Huang et al., 2019). This approach assumes 
that the market efficiently reflects a firm's value in its stock price and that CARs measure traders' 
overall assessment of an event's impacts on firm value (Greenland et al., 2020). Announcements 
signalling a trade war can change investors' expectations about some firms' future net cash flows, 
which leads to the revaluation of the company. Predicting normal returns within the event win-
dow under the assumption that the special event does not happen then allows quantifying the 
difference between the realised returns and normal returns, termed abnormal returns, which 
indicates the net impacts of the policy changes. In the context of the U.S.–China trade war, the 
calculation is related to the announcement on 22 March 2018 when Trump signed a memoran-
dum to impose tariffs on Chinese products, which is usually treated as the starting point of this 

 4Under the regulation of the China Securities Regulatory Commission (CSRC), firms with unusual financial conditions 
or other abnormal situations will be named as “special treatment,” which is labelled as ST or *ST.
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3912  |      DING et al.

trade war because it was unexpected and triggered other critical events in 2018 and 2019 (Egger 
& Zhu, 2020; Huang et al., 2019).5

To exclude any potential influence of subsequent policy changes, the event window used is 22 
March and one trading day proceeding and following, so 21 March, 22 March and 23 March 2018. 
That 3-day event window is considered wide enough to reflect the announcement's impact while 
avoiding the effects of confounding events (Huang et al.,  2019). The Baidu Index of online 
searches for “U.S.-China trade war” (in Chinese) during March and April 2018 is plotted in 
Figure 1.6 The sharp jump on 22 March indicates that the U.S. announcement about its China 
tariff policy is an unexpected event for investors.

The announcement's impact on a firm's stock return is isolated by measuring the difference 
between actual price movements and those predicted by a firm's trading history. This measure 
captures real-time stock price shifts over the event window. The market model used to compute 
abnormal returns for each security is

whereRit represents the observed return for firm i at date t that is calculated as the changes in shares 
prices after dividends. Rmt is the value-weighted market returns at date t. An individual �̂ i is com-
puted for each firm by running a separate regression of its stock return against changes in the market 

 5Different from the existing studies that have explored the effects of the U.S.-China trade war by the certain tariff 
measures (e.g., Amiti et al., 2019; Fajgelbaum et al., 2020, 2021), our paper highlights the trade policy uncertainty 
arising from the abrupt outbreak of the trade war. Stock market reaction to the trade-war announcement reflects the 
expected valuation of an induvial firm in the future, thus CARs is a proper measure in our context of uncertainty.

 6Ji and Wei (2014) have shown that the frequency of Google searches is a direct measure of investor attention. The 
Baidu Index is used here since Baidu is China's most used search engine.

(1)ARit = Rit − �̂i − �̂ i ∗Rmt,

F I G U R E  1   Search frequency on “U.S.–China trade war”
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average over a 180-day estimation window from 190 to 11 days before the announcement. In this 
procedure, ST firms are excluded along with any which does not have enough records within the 
180-day period.

The CARs over the 3-day event window for firm i are then calculated as

This procedure yields a total of 2796 observations. Figure 2 shows the distribution of the CARs to 
be leptokurtic with a fatter tail and right skewed. Considering that the topic of interest is firms that 
suffered from the announcement, a new variable Exposurei is defined for interpretative convenience. 
It is defined as −1 times the original CARi[ − 1, + 1]. A larger value of Exposurei means a more neg-
ative stock market reaction to the trade war.

As reported in Table 1, the average value of Exposurei indicates that Chinese firms have on 
average 0.1% lower 3-day CARs centered on the announcement date; 1613 of the 2796 firms ex-
perience a decline in their stock returns (57.69%), indicating that overall, the market treats the 
outbreak of the trade war as negative news.

3.2.2  |  Other variables

Firm revenue data are also collected from the CSMAR database. The variable Total revenueit is 
defined as the logarithm of annual total revenue gained by firm i at year t. Similarly, the variable 
Overseas revenueit represents the logarithm of firm i's overseas revenue at year t. To distinguish 
any effects of the trade war on overseas and domestic activities, overseas revenue is expressed as 
a proportion of total revenue and labelled as Overseas shareit.

7 The average amount of total reve-

(2)CARi[ − 1, + 1] =

+1
∑

−1

ARit.

 7Within the total sample of 2796 firms, 836 firms having overseas business during the whole period. Fewer firms 
obtaining overseas revenue after the outbreak of the trade war in 2018 (751 vs 714).

F I G U R E  2   Distribution of CAR [−1, +1]

10

5

D
en

is
ty

0

-.4 -.2 0 .2 .4

CAR[-1,+1]

 14679701, 2022, 12, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/tw

ec.13308 by V
rije U

niversiteit A
m

sterdam
, W

iley O
nline L

ibrary on [26/02/2023]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



3914  |      DING et al.

nue in the sample is ¥2.38 billion; overseas revenue and the share among those firms with foreign 
business are ¥0.30 billion and 20.91% on average, respectively.

For firm-level control variables, firm size (logarithm of total assets), leverage (total liabilities/
total assets), liquidity (cash and cash equivalents + short-term investments + receivables/total 
asset) and return-on-assets (ROA) are included as a proxy for a firm's investment opportunities 
and ability to finance future development, and thus affect a firm's sales (e.g., Aivazian et al., 2005; 
Greenland et al., 2020; McConnell & Servaes, 1995). To avoid the time-trend correlation between 
dependent variables and controls, we keep the initial value of firm controls in the beginning year 
of our sample period (e.g., 2015).8 Summary statistics describing all the variables are presented in 
Table 1 and the variable definitions are summarised in Table A1 of the Appendix A.

3.3  |  Baseline specification

To explore the economic consequences and the reallocation effects, the following model is 
performed:

 8For firms that are publicly listed after 2015, we use their attributes upon the entry year.

T A B L E  1   Summary statistics

Variables Mean Min Median Max SD

Core variables

Exposure 0.001 −0.399 0.008 0.280 0.054

Exposure (2 day) 0.002 −0.287 0.008 0.185 0.045

Exposure (HS300) 0.026 −0.349 0.032 0.288 0.055

Exposure (exchange) 0.003 −0.390 0.010 0.294 0.055

Exposure (3 factor) −0.096 −0.491 −0.089 0.176 0.054

Total revenue 21.590 15.510 21.450 28.720 1.501

Overseas revenue 4.450 0 0 28.460 8.261

Overseas share 4.770 0 0 99.970 14.070

Other variables

Investment 18.590 7.346 18.640 26.510 1.875

Foreign investment 2.752 0 0 25.650 6.263

Foreign investment share 2.996 0 0 99.730 11.900

Total debt 21.350 16.020 21.230 28.060 1.694

Paid-in capital 20.250 17.490 20.210 25.930 1.063

Subsidy 17.200 3.229 17.230 23.920 1.686

Control variables

ROA 0.040 −0.646 0.039 0.482 0.061

Liquidity 0.164 −0.697 0.144 0.892 0.160

Size 22.060 18.370 21.890 28.500 1.309

Leverage 0.407 0.020 0.387 1.352 0.209

Note: All variables are reported in raw data.

 14679701, 2022, 12, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/tw

ec.13308 by V
rije U

niversiteit A
m

sterdam
, W

iley O
nline L

ibrary on [26/02/2023]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



      |  3915DING et al.

T
A

B
L

E
 2

 
Tr

ad
e 

w
ar

 a
nd

 fi
rm

 re
ve

nu
es

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

T
ot

al
 r

ev
en

ue
O

ve
rs

ea
s 

re
ve

nu
e

O
ve

rs
ea

s 
sh

ar
e

Po
st

 * 
ex

po
su

re
0.

03
14

**
*

0.
02

57
**

−
0.

14
15

**
−

0.
14

43
**

−
0.

09
43

**
*

−
0.

09
57

**
*

(0
.0

10
)

(0
.0

10
)

(0
.0

59
)

(0
.0

62
)

(0
.0

29
)

(0
.0

28
)

Po
st

 * 
RO

A
0.

00
17

0.
07

75
*

0.
04

18

(0
.0

08
)

(0
.0

41
)

(0
.0

46
)

Po
st

 * 
liq

ui
di

ty
0.

01
49

0.
01

92
0.

00
51

(0
.0

13
)

(0
.0

84
)

(0
.0

28
)

Po
st

 * 
si

ze
−

0.
06

33
**

*
−

0.
06

55
−

0.
03

40

(0
.0

08
)

(0
.0

88
)

(0
.0

35
)

Po
st

 * 
le

ve
ra

ge
−

0.
02

17
0.

06
69

0.
03

12

(0
.0

13
)

(0
.1

10
)

(0
.0

29
)

C
on

st
an

t
21

.5
53

4*
**

21
.5

51
8*

**
4.

29
83

**
*

4.
29

65
**

*
2.

19
70

**
*

2.
19

61
**

*

(0
.0

02
)

(0
.0

02
)

(0
.0

09
)

(0
.0

10
)

(0
.0

05
)

(0
.0

06
)

Fi
rm

 F
Es

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
ar

 F
Es

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

Ye
s

R-
sq

ua
re

d
0.

95
4

0.
95

5
0.

85
7

0.
85

7
0.

85
6

0.
85

6

O
bs

er
va

tio
ns

12
,8

78
12

,8
78

12
,8

78
12

,8
78

12
,8

78
12

,8
78

N
ot

e: 
A

ll 
no

n-
bi

va
ri

at
e 

va
ri

ab
le

s a
re

 w
in

so
ri

se
d 

at
 th

e 
10

%
 le

ve
l a

nd
 a

ll 
in

de
pe

nd
en

t v
ar

ia
bl

es
 a

re
 n

or
m

al
is

ed
. R

ob
us

t s
ta

nd
ar

d 
er

ro
rs

 re
po

rt
ed

 in
 p

ar
en

th
es

es
 a

re
 c

lu
st

er
ed

 a
t t

he
 C

SR
C

 1
-d

ig
it 

se
ct

or
 le

ve
l. 

**
*p

 <
 .0

1,
 **

p <
 .0

5,
 *p

 <
 .1

.

 14679701, 2022, 12, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1111/tw

ec.13308 by V
rije U

niversiteit A
m

sterdam
, W

iley O
nline L

ibrary on [26/02/2023]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



3916  |      DING et al.

 where Outcomeit is a vector of firm i's Total revenueit, Overseas revenueit and Overseas shareit. Post is 
an indicator equal to one in and after 2018 and otherwise zero. As there are 5 years within the sample 
period, from 2015 to 2019, Post is zero for the first three periods and one for the rest. Exposurei rep-
resents the stock market's reaction in terms of firm i's 3-day CARs.

The first term on the right-hand side is the difference-in-differences term of interest—an 
interaction of a firm's CARs with the indicator variable (Post) for years in and after 2018. So � 
in Equation (3) captures the relative change in outcomes among firms with differential expo-
sure to the changes imposed by the trade war. Xi contains a series of initial firm attributes 
which would be expected to affect firm revenue, also interacted with Post. The attributes are 
liquidity, leverage, ROA and size as mentioned above. Firm fixed effects �i and year fixed ef-
fects �t are also included. All the right-hand side variables are normalised, and non-bivariate 
variables are winsorised at the 10% level.9 The standard errors are clustered at the sector 
level.10

4  |   EMPIRICAL RESULTS

4.1  |  Baseline results

Table 2 shows the baseline results using Equation (3). The first two columns use Total revenueit 
as the dependent variable. Column (1) does not contain the control variables while Column 
(2) uses the full set. The coefficient � of the interaction term in both columns is positive and 
significant, which indicates that firms with more negative exposure to the trade war have 
relatively higher total revenues compared with their counterparts after the trade-war an-
nouncement. Ceteris paribus, a one-standard-deviation increase in exposure is associated 
with a 2.57% larger total revenue in the post period. The next two columns examine the effects 
on overseas revenue, and both show significantly negative coefficients for the interaction 
term. Firms experiencing more negative stock market reactions to the announcement shrink 
their overseas business more substantially. Columns (5) and (6) change the dependent varia-
ble to Overseas shareit to capture any reallocation between overseas and domestic business. 
The significant negative coefficients in both columns imply that firms with more negative 
exposure to the trade war decrease the share of foreign sales in their total sales, reallocating 
sales to domestic customers. At the margin, a one-standard-deviation increase in exposure 
predicts a 14.43% decrease in overseas revenue and a 9.57% decrease in the overseas share 
after the announcement.11

The empirical results show that firms exposed to the trade war apparently benefit overall, but 
some of their foreign business is reallocated to the domestic market. Firms with negative stock 

(3)Outcomeit = � + �Post × Exposurei + �Post∗Xi + �i + �t + �it,

 9Our results are unchanged when variables are winsorized at the 5% or 1% level. These results are not reported to save 
space, but available upon request.

 10The sector is defined as the 1-digit code based on Guidelines on Industry Classification of Listed Companies 2012 by the 
CSRC.

 11In unreported tables, the parallel assumption is tested. It shows no pre-trends of our main firm outcomes. These 
results are available upon request.
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return responses to the announcement probably have more foreign business with the United 
States (e.g., Huang et al., 2019).12 According to international trade theory, only the most produc-
tive firms can succeed in foreign markets (e.g., Helpman et al., 2004). These firms must have good 
fundamentals and be able to adjust their business when necessary. That would help them achieve 
higher total revenues as observed here.13 The trade policy uncertainty at the time of a trade 
war announcement might be expected to trigger uncertainties on a firm's future business activi-
ties since firms need to overcome higher export costs when tariffs increase. As a result, the busi-
ness of Chinese domestic exporting firms and firms' subsidiaries in the U.S. market would be 
both negatively affected. This is reflected in lower revenue from overseas after the trade war, and 
as firms concentrate more on domestic business to offset that overseas loss, the share of overseas 
revenue in their total revenue drops.

4.2  |  Robustness checks

Table 3 presents the results of some sensitivity test of the baseline results. To begin with, the anal-
ysis is replicated using alternative measures of trade-war exposure. In the first test, the event win-
dow of CARs is limited to only 2 days—the event day (22 March) and the day after (23 March). 
Since the outbreak of the U.S.–China trade war is completely unpredicted, there is little advance 
leakage, so 22 and 23 March are considered as capturing investors' responses adequately. Using 
Equation  (2) to calculate the cumulative abnormal returns CARi (2 day) over the 2 days, and 
Exposurei (2 day) is defined as the negative of CARi (2 day). The results shown in Columns (1) to 
(3) in Panel A1 suggest that the baseline results are robust.

Instead of the daily market return of all firms, the Hushen300 index is then used (e.g., Ding 
et al., 2020, 2022; Ji & Wei, 2014). This index covers about 70% of the market value of firms that 
are traded on the Shanghai and/or Shenzhen exchanges, making it one of the main measures of 
Chinese stock market value. The calculations of Equations (1) and (2) are repeated to generate a 
CARi (HS300) and an Exposurei(HS300). The coefficients displayed in Columns (4) to (6) of Panel 
A1 suggest that this alternative change for market returns does not alter the baseline results.

Panel A2 estimates firms' normal returns by alternative factors instead of the market model 
in Equation  (1). The first three columns, following Moser and Rose  (2014), add the daily ex-
change rate between U.S. dollar and the Chinese Yuan together with stock market returns to 
compute firms' stock responses CARi (Exchange) and trade-war exposure Exposurei(Exchange) . 
In Columns (4) to (6), a Fama–French three factor model is constructed with market risks, mar-
ket capitalisation and book-to-market ratio (e.g., Huang et al., 2019; Ji & Wei, 2014). The corre-
sponding trade-war exposure is labelled as Exposurei(3 factor). The data for all these factors are 
collected from the CSMAR database. As the panel shows, the regression results are consistent 
with the main findings in the baseline set.

Another sensitivity analysis is to test whether the baseline results are robust to alternative 
specifications after the inclusion of additional fixed effects. Firms in our sample are listed in dif-
ferent markets, for example, Shanghai stock exchange, Shenzhen stock exchange and GEM, this 

 12This fact is also shown in Table A2 in the Appendix. It reports that firms experiencing more negative exposure to the 
trade war have significantly higher U.S. export and U.S. FDI for different groups are almost similar.

 13 Table A3 in the Appendix compares firms' fundamentals based on the extent to which firms are exposed to the trade 
war. The analysis shows that firms have higher trade-war exposure are those with a better financial statement (e.g., 
higher ROA, higher liquidity, lower leverage).
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makes some heterogeneous across firms. To control for unobserved market factors, the market-
year fixed effects are involved in Columns (1) to (3) of Panel B. When in confront with a trade 
war, the extent to which a sector is affected is different because not all sectors have an overseas 
business and are equally targeted by the policy shock.14 Columns (4)–(6) contain sector-year 
fixed effects to control for any potential time-varying changes at the sector level. Our results 
strongly hold with alternative specifications. The magnitudes of the interactions are close to that 
in baseline regression.15

4.3  |  Heterogeneous effects

4.3.1  |  The role of SOEs

Chinese SOEs generally operate with ulterior political purposes. For example, their top manag-
ers are politically appointed, and their goals are not sorely economic performance (Amighini 
et al., 2013; Song et al., 2011; Whalley & Zhang, 2006). As a result, SOEs could enjoy more policy 
support and preferential treatment in their daily activities, such as better access to financing 
and looser capital constraints (Buckley et al., 2007; Chan et al., 2012; Ding et al., 2018; Faccio 
et al., 2006; Feenstra et al., 2014). When faced with trade policy uncertainty, the Chinese govern-
ment would normally take measures to maintain the SOEs' regular business for reasons of politi-
cal stability (Wang & Song, 2019). So, compared with SOEs, private firms should have suffered 
more from the announcement of the U.S.–China trade war, and their business activities should 
be more likely to have changed after the event.

The CSMAR database reports information about the actual controllers of Chinese listed 
firms. Those data are used here to identify whether a firm is controlled by the central and 
local governments and their institutions. On that basis, the sample contains 929 SOEs and 
1867 private firms. The mean of Exposure for the SOEs is −1.24% and for the other firms, it 
is 0.74%. Apparently, most private firms are more adversely affected by the announcement. 
The baseline regression is then re-evaluated separating the SOEs and private firms into dif-
ferent sub-samples. The results are presented in Table 4. Columns (1) and (2) show that both 
SOEs and private firms that are negatively affected by the trade war experience higher total 
revenues in the post-announcement period. However, the coefficient for private firms is not 
significant. This suggests that SOEs are potentially perform better after the trade war. The 
overseas performance of the two sub-samples also differs significantly. Column (4) shows that 
for private firms, a one-standard-deviation increase in trade-war exposure is associated with 
a 14.97% decrease in overseas revenue, while that of SOEs is not significantly affected on av-
erage (Column 3). Similarly, the last two columns show that private firms with more negative 
exposure to the trade war have significantly lower overseas revenue shares, indicating that 
their business is reallocated from overseas towards the domestic market, but that does not 
apply to SOEs, since the coefficient of that term is not significant.

 14Our study highlights the trade policy uncertainty triggered by the announcement on March 22, 2018. The effect of 
specific tariff measures on products in the following events is beyond our research.

 15The main findings are not changed when applying Tobit model to test the effects on overseas revenue and overseas 
share as these two variables contain many zero values. These results are available upon request.
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These results are consistent with the prediction that SOEs' connections with a government pro-
vide them with better access to assistance when an unexpected event happens.16 That helps them to 
mitigate any negative effects. Private firms, facing more strict trade barriers in the future, find their 
overseas business relatively more vulnerable. As a result, within-firm reallocation between overseas 
and domestic business tends to be more profound among private firms.

4.3.2  |  The role of foreign exposure

Exports and FDI are two alternative strategies to serve foreign markets, which might have dif-
ferent effects when firms are confronted with trade wars. As bilateral tariffs on import goods 
increase, exporting firms would suffer the loss from higher trade costs (Huang et al., 2019; Lu 
et al., 2013). FDI, however, establishing subsidiaries in foreign markets, can naturally provide 
tariff jumping for overseas business (Blonigen, 2002; Cole & Davies, 2011) or works as an export 
platform (Ekholm et al., 2007), thus helping multinational firms maintain foreign business. So, 
firms with exposure to FDI should be less negatively affected by the trade war.

An export-oriented firm is identified as whether the firm has U.S. exports in 2015, based on 
the information from the Chinese General Administration of Customs that contains Chinese 
export and import transactions.17 The export information is merged to each listed firm by match-
ing firm names. This yields 678 exporting firms and 2118 non-exporting firms in our sample. The 
average trade-war exposure of firms with and without exports in the United States are 0.93% and 
−0.23%, respectively, indicating that firms with U.S. exports are generally more negatively 

 16To further confirm this notion, comparison of firm financial statement at the initial period between SOEs and private 
firms are tested. It is found that SOEs are in larger size, but have lower returns, lower liquidity and higher leverage. 
These disadvantages could prevent them from taking flexible strategies to overcome losses from the trade war. 
However, they have higher total revenue than others in fact. So, their connections with the government, particularly 
some favourable policies to them, would be the main reason. This table is not tabulated to save space, but available 
upon request.

 17The latest firm-transaction information of China Customs database is for year 2015.

T A B L E  4   The role of SOEs

(1) (2) (3) (4) (5) (6)

Total revenue Overseas revenue Overseas share

SOE Private SOE Private SOE Private

Post * exposure 0.0426*** 0.0122 −0.1310 −0.1497* −0.0840 −0.1064**

(0.013) (0.014) (0.080) (0.081) (0.075) (0.039)

Post * controls Yes Yes Yes Yes Yes Yes

Firm Fes Yes Yes Yes Yes Yes Yes

Year FEs Yes Yes Yes Yes Yes Yes

R-squared 0.961 0.944 0.863 0.853 0.862 0.853

Observations 4437 8439 4437 8439 4437 8439

Note: Columns (1), (3) and (5) contain firms controlled by central and local government, the other columns include firms 
of other types. All non-bivariate variables are winsorised at the 10% level and all independent variables are normalised. All 
models contain a constant and the interactions between Post and initial firm controls, but do not report. Robust standard errors 
reported in parentheses are clustered at the CSRC 1-digit sector level. ***p < .01, **p < .05, *p < .1.
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affected by the trade war. Then the baseline model is re-estimated with different sub-samples 
based on the existence of exports and the results are reported in Table 5. As shown in Columns 
(1) and (2), the total revenue of Chinese firms that are negatively exposed to the trade war is 
larger in both sub-samples. When applying overseas revenue and overseas share as a dependent 
variable, the coefficient is significantly negative for exporting firms at the 1% level (Columns 3 
and 5), but it loses significance, and its magnitude becomes smaller for firms without exports to 
the United States (Columns 4 and 6). This indicates that firms with U.S. export negatively sensi-
tive to the trade war tend to shrink their overseas business, but non-exporting firms are not af-
fected. In sum, as exposed to the trade war, the within-firm reallocation is more significant among 
firms exporting to the United States compared with those without.

Firms can choose different methods to enter the host country through FDI, either cross-
border merge and acquisition (M&A) or greenfield investments. We further differentiate the 
effects of FDI. The cross-border M&A data are from the SDC Platinum database and transac-
tion information for greenfield investment are collected from the fDi Markets database sup-
ported by the Financial Times. These two datasets are merged with the CSMAR database 
based on firms' Chinese names. Then, an FDI firm is identified as whether a firm has any 
foreign direct investment before 2018. This procedure generates 334 FDI firms and 2462 firms 
without FDI. The average exposure to trade war of firms with and without FDI are 0.43% and 
0.006%, respectively. This reflects that firms with FDI have higher trade-war exposure than 
non-FDI firms.

Like the examination of export exposure, sub-sample analysis is applied, and the regression 
results are demonstrated in Table 6. As shown in Columns (1) and (2), non-FDI firms with 
higher trade-war exposure have significantly higher total revenue in the post-announcement 
period. Ceteris paribus, a one-standard-deviation increase of trade-war exposure predicts a 
2.58% higher total revenue. However, there is no significant connection between trade-war 
exposure and total revenue among FDI firms. These results are consistent with some stud-
ies proposing that FDI firms face higher uncertainties when expanding business in foreign 
markets (e.g., Aizenman & Marion, 2004; Javorcik et al., 2011), so as exposed to trade policy 

T A B L E  5   The role of exporting firms

(1) (2) (3) (4) (5) (6)

Total revenue Overseas revenue Overseas share

Exporting
Non-
exporting Exporting

Non-
exporting Exporting

Non-
exporting

Post * exposure 0.0273* 0.0242* −0.1298*** −0.1278 −0.1402*** −0.0680*

(0.013) (0.012) (0.029) (0.085) (0.026) (0.036)

Post * controls Yes Yes Yes Yes Yes Yes

Firm FEs Yes Yes Yes Yes Yes Yes

Year FEs Yes Yes Yes Yes Yes Yes

R-squared 0.960 0.954 0.864 0.851 0.862 0.848

Observations 3175 9701 3175 9701 3175 9701

Note: Columns (1), (3) and (5) contain firms with export to the U.S. market in 2015, the other columns include samples without 
export to the United States. All non-bivariate variables are winsorised at the 10% level and all independent variables are 
normalised. All models contain a constant and the interactions between Post and initial firm controls, but do not report. Robust 
standard errors reported in parentheses are clustered at the CSRC 1-digit sector level. ***p < .01, **p < .05, *p < .1.
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uncertainty under the U.S.–China trade war, they are hard to obtain benefits. For overseas 
businesses, the coefficient of FDI firms in Column (3) is insignificant, and it is significant and 
negative for non-FDI firms in Column (4). This implies that firms negatively exposed to the 
trade war and without FDI have remarkable losses in overseas revenue, but FDI firms do not 
change their overseas business. It is similar in the last two columns when changing depen-
dent variable to overseas share. FDI firms can avoid increasing tariffs during the trade war by 
producing and selling products directly or indirectly in local markets (tariff jumping), which 
generates less reallocation of overseas business.

4.4  |  Other dimensions of firm outcomes

This subsection mainly studies how the announcement of U.S.–China trade war affects firm's 
investment and financing activities. While revenue is a real-time measurement of firm perfor-
mance, investment and financing provide evidence of firm's future development.

Previous studies have examined the causal relationship between policy uncertainty and 
firm investment (e.g., Bloom et al., 2007; Bonaime et al., 2018; Handley & Limão, 2015; Liu & 
Zhang, 2019), stating that firms become more cautious when investing or disinvesting as un-
certainty raises. To test the trade war's effect on Chinese firms' investment, we first take the 
logarithm of the item “Cash paid for purchase and construction fixed assets, intangible assets 
and other long-term assets” from the cash flow statement to measure total investment, labelled 
as Investmentit. The data of foreign investment is extracted from the CSMAR database. Then 
two variables Foreign investmentit, the logarithm of the aggregated foreign investment, and 
Foreign investment shareit, the ratio of foreign investment value to total investment are applied to 
explore foreign business and potential reallocation effects. The sample average value of the total 
investment is ¥118.45 million; the average value of foreign investment among firms with foreign 
investment is ¥11.20 million.

T A B L E  6   The role of FDI firms

(1) (2) (3) (4) (5) (6)

Total revenue Overseas revenue Overseas share

FDI Non-FDI FDI Non-FDI FDI Non-FDI

Post * exposure 0.0224 0.0258** −0.0744 −0.1528** 0.0759 −0.1192***

(0.015) (0.010) (0.205) (0.064) (0.168) (0.029)

Post * controls Yes Yes Yes Yes Yes Yes

Firm FEs Yes Yes Yes Yes Yes Yes

Year FEs Yes Yes Yes Yes Yes Yes

R-squared 0.970 0.948 0.854 0.855 0.863 0.852

Observations 1596 11,280 1596 11,280 1596 11,280

Note: Columns (1), (3) and (5) contain firms with FDI since 2017, the other columns include samples without FDI. All non-
bivariate variables are winsorised at the 10% level and all independent variables are normalised. All models contain a constant 
and the interactions between Post and initial firm controls, but do not report. Robust standard errors reported in parentheses 
are clustered at the CSRC 1-digit sector level. ***p < .01, **p < .05, *p < .1.
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We replicate the baseline model with total investment, foreign investment and foreign invest-
ment share as a dependent variable, respectively. The results are presented in Columns (1) to (3) 
of Table 7. Column (1) shows that the sign of our main interaction term is significantly positive at 
the 5% level, which reflects that firms with negative exposure to the trade war have larger invest-
ment in the post-trade-war period. At the margin, a one-standard-deviation increase in trade-war 
exposure is associated with a 2.78% larger total investment. The second column reports the result 
of foreign investment. It is found that a one-standard-increase in trade-war exposure predicts a 
10.55% lower foreign investment. Column (3) uses foreign investment share, and the coefficient 
is still significant and negative. These results, like that of firm revenue, suggest that firms being 
negatively affected by the U.S.–China trade war have higher total investment, which is probably 
due to additional expenses to overcome potential losses under the trade war. Meanwhile, firms 
shrink their foreign investment as the U.S. administration demonstrated restrictions on Chinese 
investment in the U.S. market.

In terms of financing activities, Total debtit (logarithm of current and non-current liabili-
ties), Paid − in capitalit (logarithm of paid-in capital) and Subsidyit (logarithm of government 
subsidies) are taken into consideration. All the data are retrieved from the CSMAR database. 
The average total debt in our sample is ¥1871.49 million; the average firm capital is ¥622.96 
million. During the whole sample period, 2790 firms have government subsidies, and the 
average and median value of government subsidies are ¥29.50 million and ¥30.40 million, 
respectively.

The regression results are reported in the last three columns of Table 7. It shows that a one-
standard-deviation increase in trade-war exposure results in 2.36% higher total debt, indicating 
that firms with higher trade-war exposure raise more debt or delay their accounts payable during 
the U.S.–China trade war (Column 4). Capital is studied in Column (5), which presents cash and 
other assets from firm's shareholders. The result indicates that a one-standard-deviation increase 
in trade-war exposure is related to a 2.94% larger capital. The last column tests the effect of gov-
ernment subsidies as firms that receive government subsidies have more opportunities to capital 
(Allen et al., 2005; Lim et al., 2018). The coefficient is significantly positive at the 5% level, and 

T A B L E  7   Trade war on firm investment and financing

(1) (2) (3) (4) (5) (6)

Investment Financing

Investment
Foreign 
investment

Foreign 
investment 
share

Total 
debt

Paid-in 
capital Subsidy

Post * exposure 0.0278** −0.1055** −0.0240* 0.0236*** 0.0294*** 0.0410**

(0.010) (0.048) (0.011) (0.007) (0.004) (0.017)

Post * controls Yes Yes Yes Yes Yes Yes

Firm FEs Yes Yes Yes Yes Yes Yes

Year FEs Yes Yes Yes Yes Yes Yes

R-squared 0.844 0.723 0.698 0.953 0.954 0.791

Observations 12,860 12,195 12,195 12,628 12,628 12,508

Note: All non-bivariate variables are winsorised at the 10% level and all independent variables are normalised. All models 
contain a constant and the interactions between Post and initial firm controls, but do not report. Robust standard errors 
reported in parentheses are clustered at the CSRC 1-digit sector level. ***p < .01, **p < .05, *p < .1.
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for the magnitude, a one-standard-deviation increase in trade-war exposure is associated with an 
increase of 4.10% higher government subsidies.

In sum, after the announcement of the U.S.–China trade war, Chinese-listed firms that are 
severely exposed to the trade war raised more debt and capital and receive more government 
subsidies. These results also provide potential explanations for our baseline results because firms 
that reallocate business from overseas to the domestic market require more capital to cover the 
underlying costs. However, their investment in the overseas market shrank.

5  |   CONCLUSION

The outbreak of the trade war on 22 March 2018 aroused uncertainties about its economic conse-
quences for both sides. Analysing data on 2796 Chinese listed firms from 2015 to 2019, this study 
combines the event-study approach and a DID experiment to examine how the announcement 
of the U.S.–China trade war affects firm revenues. Chinese firms are found to have an average of 
0.1% lower 3-day CARs around the announcement. Firms with severely negative stock returns 
around the trade war have higher total revenues, but their overseas revenue and total revenues 
decrease. This reflects a within-firm reallocation from overseas to domestic markets. This effect 
is different in SOEs and private firms, firms with foreign exposure and without. We also find 
firms that are adversely sensitive to the trade war increase their total investment but reduce 
overseas investment, raise more debt and capital, as well as receive more government subsidies 
after the trade war.

The effects of trade policy uncertainty on the real economy should be taken seriously because 
any impact on stock returns affects firms' future business activities. Our study finds that the 
policy shock brings uncertainty and changes firms' business structure. It is important for policy-
makers to support firms facing difficulties as exposed to the trade war with, for example, multiple 
financing channels.
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APPENDIX A

F I G U R E  A 1   Time trend of TPU index
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T A B L E  A 1   Variable definition

Variables Definition
Data 
sources

Core variables

Exposure The cumulative abnormal returns over the event 
windows of [−1, +1], given the event date as March 
22, 2018. CARi[ − 1, + 1] =

∑+1

t=−1 ARit, where ARit 
is the abnormal return adjusted by the market 
model, which is estimated using the historical data 
over estimation windows of [−190, −11]. The value-
weighted market return is used as benchmark returns. 
Exposure = CARi[ − 1, + 1] × ( − 1).

CSMAR

Exposure (2 day) The cumulative abnormal returns over the event windows 
of [0, +1], given the event date as 22 March 2018. 
Exposure (2 day) = CARi[0, + 1] × ( − 1).

CSMAR

Exposure (HS300) The cumulative abnormal returns over the event windows 
of [−1, +1], given the event date as 22 March 2018. 
Hushen300 index is used as benchmark returns. 
Exposure (HS300) = CARi(HS300) × ( − 1).

CSMAR

Exposure (exchange) The cumulative abnormal returns over the event 
windows of [−1, +1], given the event date as 22 
March 2018. The value-weighted market return 
is used as benchmark returns and the exchange 
rate between the Chinese Yuan and U.S. dollar 
is used as additional factor in the market model. 
Exposure (Exchange) = CARi(Exchange) × ( − 1).

CSMAR

Exposure (3 factor) The cumulative abnormal returns over the event 
window of [−1, +1], given the event date as 
22 March 2018. Fama–French three-factor 
model is used to estimate normal returns. 
Exposure (3 factor) = CARi(3 factor) × ( − 1).

CSMAR

Total revenue The logarithm of total revenue. CSMAR

Overseas revenue The logarithm of (overseas revenue +1). CSMAR

Overseas share (Overseas revenue/Total revenue) *100. CSMAR

Other variables

Investment The logarithm of cash paid for the purchase and 
construction of fixed assets, intangible assets, and 
other long-term assets.

CSMAR

Foreign investment The logarithm of (foreign investment +1). CSMAR

Foreign investment share (Foreign investment/total investment) *100. CSMAR

Total debt The logarithm of (current liabilities + non-current 
liabilities).

CSMAR

Paid-in capital The logarithm of paid-in capital. CSMAR

Subsidy The logarithm of government subsidy. CSMAR

(Continues)
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Variables Definition
Data 
sources

Control variables

ROA Net profit/total assets. CSMAR

Liquidity (Cash and cash equivalents + short-term investments + 
receivables)/total assets.

CSMAR

Size The logarithm of total assets. CSMAR

Leverage Total liabilities/total assets. CSMAR

T A B L E  A 1   (Continued)

T A B L E  A 2   Bivariate results of overseas business based on firm exposure to trade war

Exposure < median Exposure > median Difference

Export dummy 0.3409 0.4136 −0.0727***

(0.006) (0.006) (0.009)

Export value 4.9816 6.1509 −1.1693***

(0.090) (0.095) (0.131)

FDI dummy 0.0258 0.0261 −0.0003

(0.002) (0.002) (0.003)

FDI number 0.0468 0.0394 0.0074*

(0.004) (0.004) (0.006)

Note: ***p < .01, **p < .05, *p < .1.

T A B L E  A 3   Bivariate results of fundamentals based on firm exposure to trade war

Exposure < median Exposure > median Difference

Size 22.067 21.921 0.145***

(0.013) (0.012) (0.018)

ROA 0.042 0.045 −0.003***

(0.000) (0.000) (0.001)

Leverage 0.415 0.388 0.027***

(0.002) (0.002) (0.003)

Liquidity 0.151 0.171 −0.020***

(0.002) (0.002) (0.002)

Note: ***p < .01, **p < .05, *p < .1.
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APPENDIX B
Timeline of the U.S.–China Trade War

This appendix lists key events of the U.S.–China trade war, including U.S. trade policies towards 
China and how China reacted to or retaliated against the United States.

22 March 2018: The USTR announced to impose import tariffs on about $50 billion of Chinese 
products and restrict Chinese investment. One day after the presidential memorandum, the 
Chinese Ministry of Commerce (MOFCOM) released a list of products subject to the Section 232 
Investigations imported from the United States and claimed to suspend tariff reduction of ap-
proximately $3 billion products.

3 April 2018: The USTR announced that from July 6, the United States would impose a 25% 
tariff on 1333 Chinese products with a total value of $50 billion. The detailed list was announced 
on June 15. On the next day, the MOFCOM announced that it would impose a 25% tariff rate 
on $50 billion U.S. products, including soybeans and other agricultural products, automobiles, 
chemicals, and airplanes.

3 May 2018: The first round of the U.S.–China Economic and Trade Consultations was held 
in Beijing. The U.S. demanded China to reduce its trade surplus with the United States by $200 
billion between June 201 and May 2020. The United States also asked China to immediately stop 
subsidising advanced technologies covered by the “Made in China 2025” initials. However, they 
were unable to reach any agreement.

15 May and 3 June 2018: The second and third round of the U.S.–China Economic and 
Trade Consultations was held in Washington and Beijing, respectively. Although China and 
the United States issued a joint statement on 29 May, declaring that both sides would take ef-
fective measures to substantially reduce the U.S. trade deficit with China, no practical agree-
ments were reached.

6 July 2018: The first batch of $34 billion taxed products imposed by the United States took ef-
fect. China responded by imposing 25% tariffs on $34 billion U.S. agricultural products, including 
soybeans, automobiles and aquatic products.

11 July 2018: The U.S. announced a new tariff list, announcing that it would impose an addi-
tional 10% tariff on $200 billion Chinese goods. On the same day, the MOFCOM indicated that 
China would take necessary countermeasures.

18 September 2018: The United States further announced a final list of 10% tariffs on $200 bil-
lion products to be implemented on 24 September. China announced a tariff list of $60 billion 
products would be implemented on the same day.

1 December 2018: At G20 Summit in Argentina, the head of China and the United States 
have agreed to stop imposing new tariffs on each other and would try to reach an agreement 
within 90 days. Trump agreed to delay increasing tariffs on $200 billion of Chinese imports 
to 1 January 2020, and China agreed to purchase an additional substantial number of U.S. 
products.

5 May 2019: The United States increased the tariff rate of the $200 billion products from 10% to 
25%, leading to an escalation of this trade war. In retaliation, China announced imposing tariffs 
on $60 billion U.S. products on 13 May from June 2020.

1 August 2019: Trump announced through social media that the United States would impose 
10% tariffs on $300 billion Chinese products. Nevertheless, the USTR announced on 13 August 
that it would cancel part of the original tariffs plan to be imposed on 1 September and would 
delay implementing the rest of the list on 15 December, including mobile phones, laptops, video 
game consoles, some toys, computer monitors and shoes and clothing. From China's aspect, on 
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23 August, China issued a statement to impose a tariffs rate from 5% to 10% on 5078 items worth 
about $75 billion. The tariff list was planned to take effect on 1 September 2019 and 15 December 
2019. On the next day, Trump stated that from 1 October, the United States would impose an ad-
ditional 5% tariff on $300 Chinese imports.

1 September 2019: The 15% tariff on $112 billion Chinese products imposed by the United 
States took effect; meanwhile, China began to impose 5% or 10% tariffs on about 1700 types of 
U.S. goods.

20 September 2019: China and the United States took part in vice-ministerial-level consulta-
tions in Washington. They held constructive discussions on economy and trade issues of com-
mon interest and agreed to maintain communication on the tariff issues.

13 December 2019: China and the United States announced reaching a trade agreement to 
avoid further escalation of the bilateral trade war.

15 January 2020: Chinese representatives and President Donald Trump signed the “Economic 
and Trade Agreement between China and the U.S.” at the White House, indicating a significant 
turning point in the U.S.–China trade war. This agreement requires China to reform its trade 
regime of intellectual property, technology transfer, agriculture, financial services, currency and 
foreign exchange. The United States agreed to reduce the tariff rate from 15% to 7.5% on approxi-
mately $120 billion of Chinese imports.
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