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Abstract 

 
We demonstrate that democratic backsliding – the gradual erosion of political institutions in 
advanced democracies as a result of rising populism – generates regulatory risks for firms. 
Populist regimes undermine apolitical regulatory norms and practices by selectively targeting 
their opponents. Using a sample of all publicly traded U.S. multinationals over the 2009-2019 
period, we find that, after the shock election of Donald Trump to the American presidency, firms 
with more business ties in China – a clear subject of Trump’s populist rhetoric – faced greater 
regulatory scrutiny from the U.S. Securities and Exchange Commission. This effect was even 
more pronounced for firms operating in technologically intensive industries, which were also 
targeted by Trump, and for firms that were politically positioned closer to the Democratic Party. 
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Between 1990 and 2018, the world experienced a five-fold increase in the number of nations 

governed by populist regimes (Kyle & Gultchin, 2018). Importantly, the spread of populism has 

not been contained just to developing countries with weaker political institutions and economies 

but has also included nations with more established democracies and advanced economies, such 

as the United States and the United Kingdom. Although populism may not eliminate formal 

institutions on paper (i.e., elections remain free and civil liberties largely protected by courts), it 

can nonetheless weaken institutions in practice as populist political leaders and the personnel 

they embed in these institutions carry out governing tasks in ways that violate the rule of law 

(Eatwell & Goodwin, 2018; Levitsky & Ziblatt, 2018; Mounk, 2018; Norris & Inglehart, 2019). 

This distinctive form of institutional erosion creates risks for firms, and thus, managers must 

strategize with regard to political institutions not just as they exist on paper but as they are 

staffed and used by populists (Devinney & Hartwell, 2020).  

Despite these developments, the literature on political risk, which focuses on formal 

institutional arrangements found in nations’ constitutions and/or laws (see, e.g., Henisz, 2000; 

Henisz & Zelner, 2003; Henisz, 2004; Holburn & Zelner, 2010; Doh, Lawton, & Rajwani, 2012), 

does not shed light on the impact of a gradual erosion of political institutions, or “democratic 

backsliding” (Bermeo, 2016), on either firms’ nonmarket or market environments. In particular, 

in the context of advanced democracies, what may matter for firms when populism gains ground 

is not whether a populist regime produces formal breaks in institutional structures – in which 

case the tools offered by the political risk literature can be applied – but instead how eroding 

norms and altered practices result in a democratic regime becoming a hybrid regime that 

combines elements of democracy with authoritarianism and/or oligarchy without any formal 

change in institutional structure occurring (Levitsky & Way, 2010). This more insidious change 
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in firms’ institutional environments thus cannot be analyzed through a trivial extension of 

political risk theory but instead requires new theory centered on the strategic management of 

democratic backsliding for business. 

We aim to address this gap by providing a micro-foundational approach that examines 

the potential effects of democratic backsliding on regulatory risks and thus, firm strategy. 

Following Bermeo (2016), we define democratic backsliding as the covert or clandestine 

undermining of (liberal) democracy by an incumbent government, or as Waldner and Lust (2018: 

8) phrase it, a “deterioration of qualities associated with democratic governance.” Specifically, 

from a strategic perspective, we are concerned with instances in which backsliding decreases the 

accountability of regulatory institutions incumbent governments staff by eroding or eliminating 

answerability – i.e., the obligation of government officials to produce, announce, and justify 

actions in accordance with existing laws, precedents, and norms.1  Notably, this form of 

backsliding can occur even if formal national institutions and/or the ideologies of extra-

governmental organizations, such as political parties and interest groups, go unchanged 

(Fukuyama, 2014).  

We argue that when such backsliding occurs, firms, including domestic firms, will face 

enhanced regulatory risk in advanced democratic nations that – while not comparable in scale to 

the financial volatility induced by institutional volatility in developing nations (see, e.g., 

Hartwell, 2018) – can still increase investment, transaction/transfer, and/or operational 

uncertainty and/or costs. We test this argument in the U.S. context by exploiting the shock 

 
1 This definition of democratic backsliding, with its focus on the erosion of the rule of law, distinguishes backsliding 
from other key concepts such as responsiveness, in which we are concerned with whether public policies reflect 
public preferences rather those of private interests, or discretion, in which we are concerned with the degree to 
which bureaucrats, as agents, have flexibility in policymaking vis-à-vis elected policymakers, their principals in 
democratic contexts.  
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election of Donald Trump to the American presidency in 2016 and the subsequent backsliding 

that occurred in the federal bureaucracy during his administration to see if domestic firms with 

multinational market strategies that ran counter to Trump’s politics suffered in this new 

institutional environment.  

Specifically, using a sample of all publicly traded, multinational U.S. firms over the 

2009-2019 period, we examine whether firms with greater ties to China, one of Trump’s favorite 

campaign trail targets in the 2016 election, received more intense monitoring from the U.S. 

Securities and Exchange Commission (SEC) following Trump’s inauguration and his installation 

of new leadership at the SEC. Our findings indicate that China-connected firms indeed 

experienced more laborious oversight from the SEC in 2017-2019 than in 2009-2016. Two 

additional factors heightened this scrutiny further. First, firms in technology-intense industries – 

another subject of Trump criticism – faced additional oversight, suggesting that the effects of 

backsliding may be compounded for firms if they are out-of-step with the policy aims of a 

populist regime in multiple ways. Second, firms that contributed more to Democratic politicians 

from their corporate political action committees (PACs) also faced more pronounced scrutiny, 

suggesting that the effects of backsliding can also increase when a firm’s partisan positioning is 

more sympathetic toward the political opponents of a populist regime.  

Beyond examining how democratic backsliding enriches our understanding of regulatory 

risk in what are perceived to be stable, developed democratic nations, we also contribute to the 

literature on nonmarket strategy by examining the determinants of a portion of the issue life 

cycle (Downs, 1972; Keim, 2001), administration and enforcement, that has gone 

underexamined by strategy scholars but is critical to the business environment and firms’ value 

creation and capture strategies. Our findings – that this stage can be particularly selective and 
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targeted under conditions of democratic backsliding – are important because they illustrate that 

firms cannot simply assume that the administrative state will enforce policies in a neutral, 

technocratic, and non-capricious manner – as traditionally, if implicitly, assumed – in advanced 

democracies.2 Finally, we also contribute to the international business literature, particularly in 

the U.S.-China bilateral context, by showing how tensions between different nations can affect 

not only the performance of multinational enterprises’ (MNEs) supply and value chains (see, 

e.g., Bradsher, 2019; Maidment, 2018) but also the level of domestic political scrutiny faced by 

MNEs with greater ties to nations that their home country’s populist regime perceives as hostile. 

 
THEORY AND HYPOTHESIS 

As Devinney & Hartwell (2020) note, populism comes in various stripes (structural, economic, 

ideological, and institutional) – as well as combinations of those stripes – any of which can affect 

a firm’s business environment. As the base of Figure 1 illustrates, all populists seek to exploit 

nationalist, xenophobic, and chauvinistic sentiments in society to gain power. How populism 

once in power affects institutions going forward, depends on the pre-existing institutional 

environment, as shown by the branches in the middle of the figure. In countries with relatively 

short histories of democratic rule and weaker institutional constraints on political elites (the right 

branch), such as many South American nations from the 1980s onward and many Eastern 

European nations from the 1990s onward, populist leaders have often focused on enhancing 

executive power by eliminating checks-and-balances and separation of powers to the degree that 

 
2 For example, in our empirical context, absent legislation from the U.S. Congress or executive branch policymaking 
that adheres to the procedural and substantive due process requirements of the Constitution, the Administrative 
Procedures Act, and/or other rule of law-related guardrails, populist policies that target only firms with ties to 
specific foreign countries or in specific industries could be deemed as arbitrary or capricious if challenged in federal 
courts – and if legally challenged, targeting of firms based upon partisan ties might also be viewed as impermissibly 
discriminatory by the courts, regardless of whether or not the government met all process-related requirements.  
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they exist, attacking other democratic institutions, and engaging in the suppression of the media, 

civil liberties, and political rights (Mounk & Kyle, 2018; Ortiz-Ortega, 2018). These activities 

result in wholesale failure of institutions. At the extreme, such events can completely destabilize 

a nation’s investment environment, as occurred with ascendency of Hugo Chávez in Venezuela 

in the late-1990s, for example. As the top right portion of Figure 1 notes, because observable 

breaks occur in formal institutional structure, the theoretical tools provided by the political risk 

literature can be applied to analyze the consequences on firms. 

[ INSERT FIGURE 1 HERE ] 

By contrast, populism, regardless of its underlying stripe, plays out via the more gradual 

and insidious process of democratic backsliding in advanced democracies that already have 

strong institutional constraints on political elites (Norris, 2017; Norris & Inglehart, 2019; 

Pierson, 2017). Borrowing from Levitsky and Zblatt (2018: 118–203) we view the process of 

backsliding unfolding in three steps: i) the populist regime rises to power through the ballot box 

by attacking the existing political elite (Thompson, 2017) and through nativist appeals that are 

highly nationalistic and xenophobic in nature (Mead, 2011);3 ii) the regime, after gaining power 

democratically, infiltrates and captures key governmental and social institutions; and iii) after 

seizing these institutions, alters or erodes norms based upon “fair play” that have historically 

guided their operation. Consequently, we argue that although these activities often do not result 

in formal breaks in the institutional structure, the comparatively subtle changes to norms and 

practices ushered in by democratic backsliding can still have a significant impact on firms’ 

 
3 We acknowledge that even in advanced democracies where populists have not come to power, the threat posed by 
populists has altered the agenda of more mainstream political parties (see, e.g., the effect of the Alternative für 
Deutschland on Germany’s immigration policies post-2017 or the slowed pace of technocratic reforms in France 
under President Emmanuel Macron due to the strength of the National Front). That being said, populists’ greatest 
impact on how state institutions operate can only occur once they come to power and occupy these institutions. 



 6 

strategic environments. The left branch of Figure 1 illustrates this process and highlights the 

theoretical gap we fill here.  

Given the way in which populists rise to power in advanced democracies, we argue that 

the threat of backsliding for firms will be greatest if they are from nations identified as “other” 

by the populist regime or, more significantly, if they are domestic but have greater ties (in terms 

of suppliers, buyers, and partners) to such nations. This “othering” process is critical strategically 

because the degree to which populists have an economic agenda, it is a mixture of xenophobia 

and chauvinism that targets foreign firms and domestic MNEs alike (Mudde & Rovira 

Kaltwasser, 2017; Müller, 2016), but this agenda may pose particular legal and regulatory risks 

for domestic MNEs because they are subject to the jurisdiction of an empowered populist regime 

to a far greater degree than foreign firms.4 

The first step by which populism generates threats for firms occurs when populist 

candidates attack firms whose market strategies are out of step with the populists’ political 

views. In our current era, democratic populists have particularly targeted domestic MNEs that 

have more ties abroad during their campaigns for office. Such attacks obviously play into the 

general populist playbook of attacking the “other” and promoting nationalism as discussed 

above, but they also have particular instrumental value for the regime’s goal of gaining and 

retaining power. Specifically, experimental evidence suggests that attacking industries that 

exploit trade shocks and the international offshoring of jobs can be a source of support for 

 
4 Studying the impact of backsliding on domestic firms with ties to “othered” nations rather than firms from those 
nations is theoretically and empirically interesting for other three other reasons as well: i) domestic firms do not 
suffer from a generalized liability of foreignness that calls into question their political legitimacy (Jia, 2018; Kim, 
2019); ii) domestic firms typically have greater political and speech rights afforded to them (Shanor, McDonnell, & 
Werner, 2022); and iii) stemming from (ii), domestic firms typically have a wider range of political tactics to deploy 
in attempting to influence politicians (e.g., in the U.S., domestic firms can fund independent expenditures designed 
to influence electoral outcomes from their corporate treasuries, whereas foreign firms cannot; see, Werner [2017]). 
These three attributes suggest that domestic firms will be in a better position to “fight back” against a populist 
regime than foreign firms, which makes them a tougher target for populists, as well as a tougher case for our theory.  
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populist regimes, as public opinion on such issues is relatively easy to manipulate (Di Tella & 

Rodrik, 2019). As a concrete example, consider Trump’s intervention as president-elect to 

forestall Carrier Corporation’s attempt to offshore manufacturing jobs after attacking the firm 

during the 2016 election campaign. Specifically, Trump employed language to “other” the firm 

by tying it to Mexico (e.g., “I hope you enjoy your stay in Mexico folks”) while campaigning 

(Lane & Geewax, 2016), and once in office, he negotiated a deal with the firm that reduced the 

number of jobs it moved abroad during his term in office. 

As another example of the problems domestic multinationals might face when populism 

gains strength, consider the relative inability of British MNEs to even weigh in on the 2016 

Brexit referendum for fear of being “othered” by leaders of the “Leave” campaign, several of 

whom had prominent positions in the Conservative government and would go on to lead the UK 

by 2019. Specifically, these business leaders, despite their desire for the public to vote to remain 

in the European Union (EU), found it difficult to fight “a sense of grievance against the 

European Union, articulated in stories in the mass media about regulations … and – in grander 

language smacking of deep historical nostalgia – depriving the United Kingdom of its 

sovereignty and turning it into a ‘vassal’ of Brussels” (Feldmann & Morgan, 2021: 117). 

Ultimately for fear of alienating pro-Brexit customers, employees, and politicians, British 

businesses with ties to the EU largely remained silent during the campaign, effectively allowing 

populism to force them out of participating in the referendum, which in this case was the 

institution through which the UK settled the issue of Brexit. 

The second step, after being identified as “other” as part of a populist regime’s rise to 

power, by which the strategic implications of democratic backsliding continue to grow for firms 

occurs once populists have attained power and changed the institutions of the state so as to 
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facilitate their retention of power. Given that populism is characterized by “thin” ideology that 

fundamentally lacks commitment to principles (Stanley, 2008), much of what passes for policy, 

particularly regulatory policy, under such regimes are actions that explicitly serve the 

constituencies that brought them to power and that are implemented by seizing power throughout 

the institutions of the state. One means of capturing a state institution is to simply sabotage or 

dismember it through the passive denial of leadership, funds, and/or staffing (Bauer & Becker, 

2020). On the more active side, populists can centralize and coopt a state institution by installing 

new leadership and redirecting the efforts of the institution toward aiding the regime’s allies and 

punishing its opponents. Such weaponization of the state is a manifestation of what political 

scientists call “discriminatory legalism” (Weyland, 2013: 23) and is a clear example of the 

erosion of answerability, one of the hallmarks of democratic backsliding. 

Such a backslide is critical for firms for two reasons. First, more generally and at a 

minimum, it signals growing regulatory instability and risks and more significantly may presage 

a longer slide toward a new state of institutional affairs in which the political rules and 

regulations by which markets operate can no longer be relied upon. Second, if a populist regime 

seeks to specifically penalize domestic multinationals with ties to nations disliked by the regime, 

then such firms would face both transaction/transfer and operational risks related to the flow of 

capital, goods, and labor into and out of its domestic market and (a) key part(s) of its value and 

supply chains (Devinney & Hartwell, 2020; Kobrin, 1982). At the extreme, such changes could 

force MNEs to (re-)localize their value and supply chains to be purely domestic (e.g., Coulter, 

Kakkad, & Briton, 2021). 

Although a populist regime is likely to attempt transformations of the state wherever it 

can, we argue that we are most likely to see such backsliding not in formal policymaking (or in 
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formal institutional structures) but in the administration and enforcement of laws and regulations 

by the bureaucracy. We have this expectation for two reasons. First, bureaucracies make 

particularly attractive institutional targets for populists, who in addition to making nativist 

appeals also lob substantial attacks at the existing political elite that in their eyes includes the 

“apolitical” administrative state. For example, in the U.S., consider Trump’s many attacks on 

“the deep state,” as well as his claims to be “draining the swamp” of Washington, D.C. (Metzger, 

2017; Michaels, 2017), or George Wallace’s desire to throw the “pointy-headed bureaucrats” of 

an earlier generation into the Potomac River during his populist campaign for president in 1968 

(Carter, 2000). Although Wallace never made it to the presidency, Trump did, and he proved far 

more successful in manipulating and politicizing the bureaucracy to serve his own ends 

(effectively eroding the answerability of some regulatory bodies) than many experts predicted he 

would (Rockman, 2019). 

Second, despite a populist regime’s desire to fully centralize power and eliminate the 

separation of powers, as well as checks-and balances, across different state institutions as part of 

the process of democratic backsliding, they may still face important constitutional constraints 

that cannot be overcome short of wholesale institutional collapse (Lowndes, 2017). Thus, the 

regime must strike at those institutions and norms most directly under its control, which in most 

democratic systems is the bureaucracy that functions as part of the executive. Although political 

economists have long suspected that legislators play a greater role in terms of control and thus 

politicization of the bureaucracy in democracies due to their oversight and budget power 

(Weingast, 1984), this influence appears to be more often felt in the rulemaking function of the 

bureaucracy (i.e., its role in writing regulations) rather than its administration and enforcement of 

extant laws and regulations. Instead, these last two stages of the issue life cycle, administration 
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and enforcement – when firm strategy is often thought to consist of little more than compliance 

(see, e.g., Baron, 2013) – may be made more responsive to the executive a populist regime, 

despite lingering agency issues, since alterations to administration and enforcement may only 

require a change in personnel and priorities and not in formal policies or institutional structures 

(Lewis, 2008; Peters & Pierre, 2019).5 

The above arguments and examples of backsliding help illustrate that once populists gain 

power in a democracy, political “institutions can be manipulated… more readily than we can 

typically imagine, and the norms that sustain adherence to ‘constitutional’ behavior may be even 

weaker than we may want to admit” (Rockman, 2019: 1549).  As a result, we expect that given 

the motives and means of a populist regime once in office, it will attempt to engage in selective 

and targeted enforcement of laws and regulations that emphasizes scrutiny of domestic 

multinationals that have greater ties to those nations which the populist regime has “othered,” 

raising their regulatory risk.6 This leads to our main hypothesis: 

Hypothesis 1(H1): Under conditions of democratic backsliding, firm-level 

regulatory risk for domestic multinationals will be positively associated with ties 

to nations viewed as hostile by the populist regime. 

 

Heightened targeting of disfavored industries 

Beyond making appeals based upon nationalism and serving the need of “the people,” an 

additional hallmark of democratic populists’ efforts to retain power is engagement in mass 

 
5 Despite arguing that the bureaucracy is the part of a democratic government that a populist regime would have the 
greatest success at capturing, we note that populists would still face significant difficulties in commandeering the 
bureaucracy for their own means, given that it is a technocratic, rule-bound, and preservation-oriented force in 
government and society (Silberman, 1993; Weber, 2011 [1905]; Wilson, 1991). That is to say, that despite the 
bureaucracy being the most likely place for firms to feel the impact of democratic backsliding, it nonetheless 
represents a tough test of whether backsliding affects firms’ regulatory risk because of its tendency toward 
institutional inertia. 
6 It is important to note that these efforts by the populist regime will be costly for targeted firms even if they fail, as 
firms will face short-term uncertainty and its attendant costs and may also incur litigation and/or broader political 
costs to fight the regime’s policies in courts or other political arenas. 
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clientelism – i.e., quid-pro-quo style deals that provide the regime political backing in exchange 

for the regime offering its supporters narrow, favorable policies (see, e.g., Stokes et al., 2013). 

For firms, this clientelism typically manifests itself in the form of government aid (e.g., 

subsidies, procurement contracts) to preferred industries and punishment (e.g., public 

denouncements, regulations, fines) for disfavored industries (Müller, 2017).  

Although populists in advanced democracies often employ rhetorical frames that pit 

small/family-owned businesses (in the U.S.) or shopkeepers (in Europe or Australia/New 

Zealand) versus big business (Norris & Inglehart, 2019), there is a long tradition of populist 

regimes targeting specific industries, including finance, manufacturing, and high tech for 

criticism or praise while in office (Critchlow, 2020). For example, the populist moment in late-

1890s America that led to the passage of the Interstate Commerce Act of 1887 – making the 

railroad industry the first to be regulated by a specific federal regulatory commission – largely 

sprung from popular outrage over that industry’s pricing practices and the strong reelection 

incentives of members of Congress (Kohlmeier, 1969).  

Given these historical patterns and the benefits that populists can gain by honing their 

attacks on specific industries, we expect that if democratic backsliding increases the regulatory 

risk faced by domestic multinationals with ties to a nation viewed as hostile by the populist 

regime, that risk will be heightened further if the firm operates in an industry that has also been 

rhetorically targeted by the regime. We expect only an interactive effect here, however, for as we 

discussed above, in a democratic system, unless a populist regime moves from backsliding to 

wholesale institutional unwinding, limits will remain on the regime’s abilities to employ the state 

to serve its own ends (Lowndes, 2017). In the U.S. context, for example, populists will have to 

be wary of violations of due process and equal treatment when administering and enforcing the 
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law and thus, may need to rely upon even thinly veiled justifications related to “national 

security” or “national interest” to layer additional scrutiny only on firms that have ties abroad in 

certain industries. This interactive expectation motivates our second hypothesis: 

Hypothesis 2 (H2): Under conditions of democratic backsliding, the positive 

association between firm-level regulatory risk for domestic multinationals and 

ties to nations viewed as hostile by the populist regime will increase further for 

firms in industries specifically targeted by the populist regime. 

 
Heightened targeting of political opponents 

While populists in office have clear incentives to engage in democratic backsliding to target 

industries they do not favor via policy administration and enforcement, they have even more 

obvious motivations to target firms aligned with their political opponents. That is to say, from a 

strategy perspective, “firms aligned (implicitly or explicitly) with the populist party may be 

rewarded… while those seen as opposed sidelined or even explicitly disadvantaged” (Devinney 

& Hartwell, 2020: 40). 

Following Benton, Cobb, and Werner (2021), we argue that a firm’s partisan position – 

defined as “a signal of the degree … to which a firm is aligned with a specific political party in 

the social and political spaces in which it operates” – will shape how a populist regime treats a 

firm when it comes to power. A firm with a record of support for the populist regime or its 

political party might be expected to be on friendly terms and thus experience less regulatory risk 

due to the regime’s ascension to power; by contrast, a firm with a record of support for the 

regime’s opponents or even a record of partisan neutrality may face greater scrutiny, risk, and 

punishment. 

The broader political context provides evidence that partisanship indeed does affect 

policy enforcement: specifically, in the U.S., the federal prosecution of public corruption cases 

(in terms of the decision to bring charges) covaries significantly with whether the allegedly 



 13 

corrupt politician is a co-partisan of the president that appointed the prosecutor (Gordon, 2009), 

suggesting that partisan positioning/alignment shapes decisions regarding prosecutorial 

discretion. Perhaps more nefariously, from a strategy perspective, during Trump’s presidency, 

his regime’s belief that Amazon’s founder Jeff Bezos (and the Washington Post newspaper that 

he owned) opposed the president is thought to have shaped the administration’s decision to 

award a $10 billion cloud computing defense contract solely to Microsoft; the controversy over 

the political nature of this decision was so great that the Biden administration voided the contract 

and restarted the bidding process in 2021 (Conger & Sanger, 2021).  

As the Amazon-Microsoft example above suggests, direct attacks on partisan opponents 

of a populist regime may not be tenable, either due to their potential to be overturned by a new 

regime (or by the courts) or due to public protest by opposition partisans. Thus, we expect that 

this effect will be interactive with our main effect as well, as increases in regulatory scrutiny on a 

firm that is a potential domestic opponent may be more palatable if done under the broader “us” 

versus “them” framing that allows the firm to be drawn into the latter category because of its ties 

abroad. These arguments lead to our third hypothesis, and for clarity’s sake, we summarize all 

three of our hypotheses in Figure 2. 

Hypothesis 3 (H3): Under conditions of democratic backsliding, the positive 

association between firm-level regulatory risk for domestic multinationals and 

ties to nations viewed as hostile by the populist regime will increase further for 

those firms politically positioned against the populist regime. 

 
[ INSERT FIGURE 2 HERE ] 

EMPIRICAL CONTEXT: THE TRUMP SHOCK WIN & REGULATORY SCRUTINY 
 
The Trump campaign and shock win 

To empirically examine whether democratic backsliding increases regulatory risk for domestic 

multinationals with ties abroad, we exploit Donald Trump’s surprise win in the 2016 U.S. 
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presidential election as a quasi-natural experiment. As Howell and Moe (2020) note, Trump’s 

“surprise victory in 2016 was a watershed in American history, vesting the presidency in a 

populist demagogue… As president, he has used – and abused – the vast powers of his office to 

attack the nation’s institutions, violate its democratic norms, and act as a strongman leader 

unconstrained by law and convention” (1). 

Throughout 2015 and 2016, Trump campaigned on a populist platform that significantly 

stressed xenophobic and chauvinistic sentiments toward American firms that had ties abroad, 

especially those that had ties to China.7 Trump’s open hostility toward firms with ties to China 

was heavily targeted toward firms with a reliance on intellectual property – particularly those in 

the technology-intense industries, such as high-tech and pharmaceutical firms.8 Additionally, his 

attacks against his Democratic predecessors and opponents (Presidents Bill Clinton and Barack 

Obama, as well as Democratic nominee Hillary Clinton), including calls to “lock [them] up,” 

during his campaign were atypical. These moves indicated that Trump had a more overtly hostile 

attitude toward these specific industries and that he intended to behave more aggressively toward 

his political opposition than a newly elected president typically would. Combined these factors 

show that by democratically gaining power through such appeals and attacks, Trump meets 

Levitsky and Zblatt’s (2018) first criterion for democratic backsliding, making his accession an 

 
7 For example, the 2016 Republican Party Platform mentions China 21 times, and explicitly states, “China’s 
behavior has negated the optimistic language of our last platform concerning our future relations with China.” By 
contrast, the party’s platform mentions the European Union only once and Mexico only twice. Retrieved from 
https://www.presidency.ucsb.edu/documents/2016-republican-party-platform 
8 With regard to technology-intense firms, the day after the election, the New York Times reported, “The incoming 
president had few kind words for tech giants during the interminable campaign that led to his victory. Mr. Trump 
promised to initiate antitrust actions against Amazon, repeatedly vowed to force Apple to make its products in the 
United States, and then called for a boycott of the company when it challenged the government’s order to unlock a 
terrorist’s iPhone. Mr. Trump’s immigration plans are anathema to just about every company in tech” (Manjoo, 
2016). With regard to pharmaceutical firms, both on the campaign trail and during the first wave of the coronavirus 
pandemic, the Trump’s chief trade advisor Peter Navarro specifically called out these companies for allowing China 
“to dominate all aspects of the supply chain” in the industry (Swanson, 2020). 
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ideal context for us to test our hypotheses. 

Beyond being well matched to our theory, Trump’s unexpected win is also important 

from an econometric perspective. The shocking nature of his victory, along with the substantial 

policy and personality differences between Trump and H. Clinton, meant that domestic 

multinationals could not and did not anticipate for how he would staff and run the federal 

government, and this helps to assuage concerns regarding endogeneity. To substantiate the 

surprise nature of Trump’s win, we can examine both betting markets and electoral prediction 

models. On the day of the election (November 8, 2016), gambling site Betfair gave Trump a 17 

percent change to win, and modeling site FiveThirtyEight gave him a 28 percent chance – which 

represented the most favorable odds he received from any election modeler. 

Existing research in finance has similarly employed Trump’s election as a shock, finding 

that in the immediate wake of the election, financial markets reacted positively toward firms with 

personal connections to Trump (Child et al., 2021) and with higher effective tax rates (Wagner, 

Zeckhauser, & Ziegler, 2018). The latter likely occurred in anticipation of the 2017 Trump 

corporate tax cut, as on the flipside, Wagner and his coauthors also found that the share prices of 

domestic firms with a greater international orientation underperformed those of comparable, 

domestically focused firms around Trump’s election. Wagner et al.’s findings provide initial 

corroboration from a financial market perspective for our arguments that domestic multinationals 

with greater business ties with nations viewed as hostile are likely to fare poorly under a populist 

regime.  

Trump’s governance and SEC monitoring of firm filings and firm compliance 

Once governing, Trump fulfilled Levitsky and Zblatt’s (2018) second and third criteria for 

democratic backsliding by capturing and then weaponizing key parts of the bureaucracy against 
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his political foes. As Rockman (2019) notes, Trump was unbound by established policies, 

bureaucracy, and his own staff, and his party enabled his “impulsive and autocratic behavior” 

(1548) toward the bureaucracy. For example, in its first two years, the Trump administration 

threatened civil servants that disagreed with its priorities with prosecution (Kamisar, 2017), 

sought to discredit retired Environmental Protection Agency (EPA) employees that criticized the 

president’s policies in an attempt to chill the speech of current EPA employees (Davidson, 

2018), and worked with Republican legislators to allow the then Republican-controlled Congress 

to punish individual bureaucrats by reducing their salaries to $1 (Portnoy & Rein, 2017). These 

actions provide stark examples of how populists can employ state institutions to punish their 

opponents inside and outside of the government.  

Beyond the above examples, there are other similar high-profile incidents occurred that 

affected individual firms during Trump’s time (see, e.g., his fights with firms such as Amazon, 

Carrier, Boeing, and TimeWarner), but these events and actions were largely idiosyncratic. For 

most domestic multinationals, the source of increasing regulatory risks under Trump’s 

administration lay in the more mundane bureaucratic tasks of administration and enforcement. 

Although these latter stages of the issue life cycle have received less attention in the strategy 

literature – perhaps due to their less glamourous nature when compared to campaign 

contributions and legislative lobbying – they, and the non-salient and more technical issues the 

tasks feature actually represent the bulk of interactions that firms have with the federal 

government (Smith, 2000), making them critically important to understand. 

To systematically examine firms’ regulatory risks during the Trump administration, we 

analyze whether and how the Securities and Exchange Commission (SEC) under Trump shifted 

how it monitored domestic multinationals with ties abroad. We study the SEC’s monitoring for 
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four reasons. First, it is a regularized, systematic monitoring process the produces validated data 

(described further below). Second, unlike many other federal regulatory bodies that are industry 

specific, the SEC has regulatory authority over all publicly traded firms, enabling us to cover a 

wide breadth of firms. Third, due to the resignation of Mary Jo White as chair of the SEC within 

a week of the 2016 election, Trump was able to install a new chair, Jay Clayton, early in his 

term, providing Republicans a majority on the Commission and thus, allowing Trump to use 

personnel to shift policy (Merle, 2016). Finally, aggregate patterns in SEC policymaking and 

enforcement during Trump’s term in office suggest that the SEC was highly responsive to 

presidential pressure to reduce regulation, shift its enforcement priorities, and settle what few 

enforcement cases it brought (Johnson, 2019; Choi et al., 2020). These aggregate enforcement 

patterns are consistent with our expectation that similar presidential political pressure may affect 

the SEC’s monitoring process. 

In present study, we specifically examine the SEC’s issuance of comment letters, which 

are a critical monitoring mechanism at the SEC’s disposal. Every publicly traded firm is subject 

to monitoring by the SEC via its comment letter review process at least once every three years.9 

The process involves routine reviews of firms’ filings with the SEC to enhance disclosure 

practices and compliance with accounting regulations (SEC, 2015). More precisely, the SEC 

Division of Corporation Finance (DCF) begins each review by issuing an initial comment letter 

to a firm that seeks clarification or requests additional disclosure. Firms do not have the 

discretion to ignore the DCF and must respond to the DCF’s inquires or engage in remediation. 

 
9 The mandatory but randomized and semi-regular nature of the SEC’s comment letter process is advantageous for 
our research design, as firms do not select into interacting with the government (e.g., as they would in filing for 
approval of a merger or acquisition). Rather, all publicly traded firms must undergo the process (at least once) at 
some point in each three-year window, and they do not control its timing (SEC, 2015). Additionally, formal 
enforcement actions beyond this monitoring represent only a small fraction of the SEC’s administration of securities 
law and its monitoring and oversight of corporate behavior; examining them instead would limit the empirical 
inferences we can draw from our study (Heese, Kahn, & Ramanna, 2017). 
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Should the DCF be satisfied with the firm’s response/remediation, it will issue a “no further 

comment” letter; should the DCF be unsatisfied, it can either i) issue an additional comment 

letter (i.e., engage in another round of review) or ii) refer the matter to the SEC Division of 

Enforcement to open a more formal inquiry. Thus, while routine, the comment letter review 

process can have serious consequences for firm by signaling to capital market participants and 

other stakeholders that, at a minimum, the SEC is heightening its scrutiny of the firm (as 

indicated by an increasing number of review rounds) or that, at the extreme, the SEC is 

considering a rare, more significant punishment (Bozanic, Dietrich, & Johnson, 2017; Heese, 

Kahn, & Ramanna, 2017). Either of these outcomes would signal to stakeholders that the firm’s 

regulatory risk is heightening.10  

The general nature of the comment letter review process makes it a good place to look for 

the micro-level effects of democratic backsliding on regulatory risk that we argued for in 

motivating our H1. Further, recent research in accounting suggests that far from being a purely, 

apolitical process,11 the comment letter review process is affected by firms’ corporate political 

activity (Heese, Kahn, & Ramanna, 2017), meaning that, at the margin, the firms’ efforts and 

regulators’ preferences play a role in shaping comment letter review outcomes – and suggesting 

that a populist regime could also insert itself into the process. 

Testing our H2 and H3 is also quite possible in the empirical context of SEC comment 

review under Trump. With regard to H2 and its focus on firms in the technology-intense 

 
10 We make no claim here as to what the “correct” number of rounds is; nor do we make any claim that the enhanced 
monitoring of any one firm is not beneficial to its shareholders or to social welfare. Rather, we simply seek to 
examine whether democratic backsliding under a populist regime has a negative disparate impact (in the form of 
additional rounds of monitoring, on average) on those domestic MNEs the regime views as hostile. 
11 Paragraph (b) of Section 408 of Sarbanes-Oxley identifies specific firm characteristics (e.g., size, industry 
leadership, prior restatements) the SEC is to consider in its review process but ultimately states that it can also take 
into account “any other factors that the Commission may consider relevant,” allowing the DCF some, but not 
unlimited, discretion in the process. 
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industries, it is important to note that the SEC’s DCF is structured along industry lines, which 

provides a populist regime a clear means by which it can pressure bureaucrats to punish a 

specific industry. For H3, with its emphasis on firms’ prior giving and thus, their political 

positioning, prior studies have found the SEC to be politically influenced not just in the comment 

letter review process (as noted above) but also in its enforcement actions (e.g., Correia, 2014; Yu 

& Yu, 2011), suggesting that SEC staff appear to be aware of firms’ political activity. Further, 

SEC staff also appear to be aware of the political interests of important politicians and seem 

more likely to avoid enforcement actions against major employers in these politicians’ 

constituencies (Heese, 2015; Mehta & Zhao, 2020). Combined, these results suggest that SEC 

staff could employ their political know-how and power in service of a populist regime by 

increasing scrutiny of firms with greater ties to the regime’s political opponents. 

 
DATA, SAMPLE, AND MATCHING STRATEGY  

Our sampling frame consists of all publicly traded U.S. domestic multinationals that were subject 

to monitoring by the SEC between 2009 and 2019. We construct our sample from multiple 

datasets, some of which are novel to the strategy literature. First, we collect SEC-issued 

comment letters from Audit Analytics. This dataset contains all publicly released comment 

letters, as well as firms’ corresponding responses and captures the entire review process from the 

initial SEC comment letter to the final resolution of accounting and legal issues. It has been 

widely used to examine firms’ regulatory risks in the accounting literature (e.g., Bozanic, 

Dietrich, & Johnson, 2017; Cassell, Dreher, & Myers, 2013; Heese, Khan, & Ramanna, 2017).  

Second, we obtain data on firms’ business ties to China from FactSet Revere. This dataset 

contains about 23,400 global firms and offers a comprehensive coverage on their business 

relationships and geographic exposure (e.g., supplier, partner, and customer ties with China). 
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Firms’ information is culled from regulatory filings, press releases, and websites. These data 

have been employed in studies published in leading journals in finance and operations 

management to examine firms’ global business ties (e.g., Dai, Liang, & Ng, 2020).  

Third, we collect firms’ political contribution data from the Center of Responsive Politics 

(CRP) for firms’ partisan political positioning. The CRP tracks firms’ contributions to political 

candidates, parties, and party affiliated committees, as disclosed in U.S. Federal Election 

Commission (FEC) reporting, and these data have been used in prior research on partisan 

political positioning published in strategy (Benton, Cobb, & Werner, 2021).  

All other financial data are obtained from the Compustat database. 

Dependent variable 

Our dependent variable is firms’ regulatory risk, as captured by SEC-issued comment letters. 

Following existing studies (e.g., Heese, Khan, & Ramanna, 2017), we measure this risk by 

counting the total number of rounds of conversation in a comment letter review process for each 

firm when it is randomly selected into the process by the SEC. The number of rounds of 

conversation between the SEC and the firm under review increases as the SEC requests more 

clarification and disclosure of further information on the raised comments (Cassell, Dreher, & 

Myers, 2013), indicating more-intensive SEC scrutiny of the firm’s financial disclosures. 

Consistent with the accounting studies cited above, and in-line with research that documents 

negative capital market reactions to the release of SEC comment letters (Dechow, Lawrence, & 

Ryans, 2016), we interpret a higher count of rounds to be an indicator of greater regulatory risk 

for a firm.  

Key explanatory variables 

In our main analysis, we have two key explanatory variables. The first is a Trump era dummy 
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variable with value 1 for observations in the period of the Trump administration (2017-2019 in 

our dataset) or 0 for observations in the period prior to the Trump administration (2009-2016 in 

our dataset), and the second is a firm’s business ties to China, which we measure by counting the 

number of a given firm’s suppliers, partners, and customers in China each year.12 In our model, 

the interaction between these two variables allows us to test our H1 by capturing the differential 

effects of the rise of a populist regime on regulatory risk for domestic multinationals with greater 

business ties to China. 

To test the moderating effects in our H2 and H3, we employ two additional variables. 

First, for H2, disfavored industry indicates whether (1) or not (0) a firm is in a technology-

intense industry. Using the Fama-French 48-industry classification, we identify the following 

industries as technology-intense: medical equipment, pharmaceutical products, chemicals, 

electrical equipment, telecommunications, computers, electronic equipment, and measuring and 

control equipment.13 As we note in the empirical context section above, the Trump 

administration used national security justifications posed by the threat and rivalry of China to 

single out technology-intense industries with a  heavy reliance on intellectual property for 

additional scrutiny (see, also, Swanson & McCabe [2020] for a discussion of how high 

technology, medical device, and biotechnology were affected by the administration’s policies). 

Second, for H3, following prior work (Benton, Cobb, & Werner, 2021), we measure a 

firm’s partisan position based upon the firm’s PAC contributions. PAC contributions are 

considered the most thoroughly disclosed proxy for firms’ engagement in federal politics 

 
12 In an unreported robustness check designed to address potential endogeneity concerns, we employ time-invariant 
measures of a firm’s business ties in China (i.e., the total ties in the three or five years prior to Trump’s win) to 
capture the pre-Trump identity or reputation of the firm being active in China, and our results are statistically and 
substantively comparable to those we report here. 
13 We code all other industries as 0s or “other,” except for firms in the financial and unspecified industries in the 
Fama-French classification. We exclude the former, as their SEC review processes differ fundamentally from 
industrial firms, and we exclude the latter for interpretability.   
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(Werner, 2017), and they capture how firms strategically position themselves in partisan politics 

(Benton, Cobb, & Werner, 2021; Cohen et al., 2019). Specifically, we calculate the proportion of 

the contributions made by the firm’s affiliated PAC to Democratic candidates or committees out 

of the firm’s total PAC contributions to both parties in the ten years prior to 2016 (i.e., prior to 

Trump’s candidacy) to capture stable partisan preferences of the firm.14 

Control variables 

We include control variables that SEC guidelines and prior research identify as important 

determinants in the comment letter review process (Bozanic, Dietrich, & Johnson, 2017). Firm 

size is the natural log of annual revenue; Firm age is the number of years since firm founding; 

Firm performance is return on assets; Research and development (R&D) intensity is firm R&D 

expenditure scaled by total assets; Tobin’s Q is obtained by dividing the sum of firm market 

equity value and book value of debt by firm total assets; and Audit quality is firm audit fees 

scaled by firm revenue (Hribar, Kravet, & Wilson, 2013). Additionally, following Heese, Khan, 

& Ramanna (2017), we also control for firm lobbying activities, as measured by the natural log 

of its lobbying expenditures (from the CRP). All control variables are lagged by one year. 

Table 1 presents the descriptive statistics and correlations of our variables. 

[ INSERT TABLE 1 HERE ] 

Matching strategy 

To alleviate selection bias concerns and generate valid estimates of our treatment effect (Guo & 

Fraser, 2015), we adopt a matched-sample approach. As our treatment group consists of 

domestic U.S. firms with at least one business tie to China, we constructed a control group from 

domestic U.S. firms with no such ties following the propensity score matching technique 

 
14 We followed Benton et al. (2021) and set the value of non-givers’ partisan position to 0.5, which indicates these 
firms’ political activity did not favor one party or the other.  
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(Haveman, Jia, Shi, & Wang, 2017). To do so, we begin by estimating the conditional 

probability of receiving treatment using logistic regression on the following conditioning 

variables (i.e., observable confounds): firm size, age, and performance. Next, we generated 

propensity scores for each firm in the sample based upon these regression results, and we 

employed the propensity scores to match treated firms with control firms, using the nearest 

neighbor with caliper method as our matching algorithm and a caliper of 0.01. Ultimately, we are 

left with panel dataset running from 2009-2019 that consists of 1,524 domestic U.S. firms and, 

after accounting for missing data, 7,357 firm-year observations.  

 
MODEL AND RESULTS 

To test our hypotheses, we run ordinary least squares regression models with both firm and year 

fixed effects to account for unobserved heterogeneity. Additionally, we cluster our standard 

errors at the firm level. 

Results for H1 

Table 2 presents the results for our test of H1. Model 1 is the baseline model including all the 

control variables. Model 2 adds the main effects of our two explanatory variables (the Trump era 

and business ties to China) respectively, and Model 3 adds their interaction, which is the direct 

test of H1. The results in Model 3 reveal a positive interaction effect, indicating that more 

business ties to China induce higher regulatory risk to those domestic multinational firms but 

only once the Trump administration is office. In substantive terms, the rounds of conversation in 

comment letter review process increase by a factor of 0.012, which is around 21.1 percent, for 

domestic multinationals with business ties to China relative to those without such ties during the 

Trump administration, ceteris paribus. Importantly, because our model includes firm and year 

fixed effects, this “within-firm” result is noteworthy as it pertains the same firm experiencing 
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changing levels of regulatory scrutiny due to Trump’s shock win and SEC policy changes 

ushered in by his regime. This result provides strong support for H1’s prediction that when 

populist regimes gain power regulatory risk will increase for domestic multinationals with ties to 

nations the regime views as hostile. 

[ INSERT TABLE 2 HERE ] 

Results for H2 and H3 

To test H2, Model 4 includes two-way and three-way interactions among the Trump era, 

business ties to China, and disfavored industries. The positive coefficient of the three-way 

interaction term indicates that the difference in regulatory risk between domestic MNEs with 

business ties to China and those without such ties under the Trump administration was 

particularly pronounced for firms in the technology-intense industries that were specifically 

targeted by the administration. As such, our H2 is supported. 

Following Shaver (2019), to further probe the moderating effect in Model 4, we re-

estimate our main Model (3) on subsamples consisting of Trump’s disfavored industries and all 

other industries, respectively. Thus, we estimate the effect of our key explanatory interaction 

term (Trump era x business ties to China) on the rounds of conversation in the comment letter 

review process for each subsample. The results of Model 6 in Table 3 (the disfavored industry 

subsample) reveal that comment letter review rounds by a factor of 0.016 for technology-intense 

firms with ties to China under Trump, which is around 12.3 percent higher relative to those 

without business ties abroad under the Trump administration, ceteris paribus. By contrast, as 

Model 7 shows, domestic MNEs with ties to China in all other industries under Trump saw an 

increase in comment letter rounds that was negligible in terms of its substantive significance and 

only marginally statistically significant. These results of this subsample analysis thus provide 
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additional evidence in favor of our H2. 

[ INSERT TABLE 3 HERE ] 

Turning back to Table 2, Model 5 reports the result of the moderating effects of firms’ 

partisan position, in which we have included all two-way interactions and three-way interactions 

among the Trump era, business ties to China, and partisan position variables. The positive 

coefficient of the three-way interaction term indicates that the difference in regulatory risk 

between domestic multinationals with business ties to China and those without business ties 

abroad increases under the Trump administration increases further in line with the degree to 

which a firm positions itself closer to the Democratic Party. Hence, H3 receives support as well.  

As with H2, to further examine H3, we run a subsample analysis. Following Benton et al. 

(2021), we split our full sample in two at partisan position equal to 0.5, which represents equal 

contributions to both parties.15 The results of Model 8 in Table 4 show that firms with business 

ties to China under Trump that were also more Democratic leaning saw an increase in their 

comment letter review rounds of 0.07, on average, which is around a 51.1 percent increase, 

ceteris paribus. By contrast, as Model 9 shows, there is no significant effect for the Trump-China 

ties interaction for firms that were Republican leaning in our sample. These results corroborate 

the findings of our test of H3 in Table 2. 

[ INSERT TABLE 4 HERE ] 

Robustness Tests 

To probe the robustness of our main finding, we conduct two sets of placebo tests. First, we 

conduct two placebos-in-space by estimating the differential effect of Trump coming to power 

on the number of SEC comment letter rounds for domestic multinationals with business ties to i) 

 
15 We include firms with a perfectly balanced partisan position in the Republican subsample to reflect that they did 
not purposively position themselves against Trump. Our reported subsample results are robust to excluding them. 
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Japan and ii) Vietnam, relative to those without such business ties in each case. We analyze 

Japan given that its economy is closest in size in Asia to China and that its businesses have 

considerable ties to U.S. firms. We analyze Vietnam since it shares a similar political system 

(socialist institutions) to China and since it has experienced foreign investment from U.S. firms 

comparable in kind and scale over the same time period as China (CSIS, 2021). Importantly from 

the perspective of these countries serving as “placebo” interventions, there is little evidence that 

either country was viewed as hostile by the Trump administration.  

Figure 3 visualizes the results of our key interaction variable when we re-estimate Model 

3 in Table 2 after changing our “treated” country ties first to Japan and second to Vietnam. As 

the point estimates and confidence intervals reported in the figure show, the differential effect of 

Trump’s administration on the rounds of comment letter review for domestic multinationals with 

business ties to Japan or Vietnam relative to those without business ties to these nations is not 

significantly different from zero in either case. Given the similarity (albeit in different ways) of 

these two alternative geographic contexts to China, these placebo results suggest that the Trump 

administration’s regulatory actions increased regulatory risk for firms with business ties to China 

due to the regime’s particular targeting of it and that these actions had no effect on regulatory 

risk for firms with ties to similar Asian nations. 

[ INSERT FIGURE 3 HERE ] 

In our second placebo test, we estimate placebos-in-time by estimating the differential 

effect of Trump coming to power on the number of SEC comment letter rounds for domestic 

multinationals with business ties in China but in doing so we define the Trump era as occurring 

earlier than it did (i.e., we define it has having occurred in each of the seven prior years, 2010-

2016, in our dataset and only lasting the duration of one year). These placebo tests allow us to 
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examine whether the Trump administration’s approach toward China-connected firms differed 

significantly than his predecessor’s (Obama) approach. After each yearly redefinition of when 

our “Trump era treatment” occurred, we re-estimated Model 3 in Table 2. Figure 4 illustrates that 

in each of these seven placebos-in-time, there are no statistically significant differences in 

comment letter review rounds based upon firm ties to China, suggesting that there was no 

heightened regulatory risk (nor reduction in regulatory risk), on average, for domestic 

multinationals with business ties to China prior to Trump’s populist regime taking power. 

[ INSERT FIGURE 4 HERE ] 

 Combined with the regression results we report in Tables 2-4, these non-parametric 

placebo analyses considerably bolster the evidence in favor of our hypotheses, especially H1.  

 
DISCUSSION & CONCLUSION 

The world has witnessed a sharp rise of populism in recent years. Populist regimes and political 

leaders leverage nationalist, xenophobic, and chauvinistic sentiment in societies to obtain and 

maintain their political power. The impact on firms, especially those active in overseas 

operations but governed domestically by populist regimes, is less understood. When populism 

results in formal breaks of institutions, as occurs in countries with weaker constraints on political 

elites, the established literature on political risk offer tools to analyze this impact, as the existing 

analytical approaches rely on examining formal arrangements of institutions to assess impacts on 

firms. However, in advanced democracies such as the United States and the United Kingdom, 

when populists rise to power, formal institutions that protect free elections and civil liberties are 

preserved but the personnel embedded in these existing institutions by populist regimes change 

the practices of governing tasks as part of a general process of democratic backsliding. Due to 

this more insidious and clandestine form of institutional erosion, the approach of analyzing 
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political risks based on structural breaks cannot be applied to understand how firms are affected 

nor how managers should respond strategically in practice. 

We address gap by developing a theoretical foundation to understand why and how the 

rise of populism in advanced democracies can increase regulatory risks for firms, particularly 

those that have ties in countries that the populist regime deems as hostile. We leverage the shock 

win of Trump in the 2016 presidential election to demonstrate that firms that had more business 

ties with China – a primary target of Trump campaign criticism – experienced higher regulatory 

scrutiny as proxied by facing more rounds of comment letter review from the SEC once Trump 

installed new leadership at the SEC. Further, we also document that this effect was more 

pronounced for the China-tied firms that also operated in technology-intense industries (another 

focus of Trump’s ire), and for firms that more heavily donated to the Democratic Party (Trump’s 

political opposition). 

 In doing so, this paper’s primary contribution is to enrich and extend political risk theory 

by introducing the notion of democratic backsliding to the strategic management and 

international business literatures. We specify the critical steps populist political leaders undertake 

to identify, target, and challenge firms without altering formal institutions, and we provide key 

theoretical mechanisms to explain why, how, and when firms with ties to countries that are 

deemed hostile by the populist regime experience increasing regulatory risks.  

It has become increasingly important for scholars and practitioners to use appropriate 

tools – such as the theoretical roadmap we develop – to understand how democratic backsliding 

affect firms’ political risk for two reasons. First, the democratic backsliding we examine in the 

U.S. is just part of a broader global retreat in the health of democracies. In December 2021, the 

International Institute for Democracy and Electoral Assistance (IIDEA) in Sweden published its 
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annual report on the global state of democracy, which revealed that backsliding democracies now 

govern over 30 percent of the world’s population, including the U.S. (IDEA, 2021). Therefore, 

our research is highly relevant to firms in other democratic countries (e.g., Brazil, Hungary, 

Poland, and the UK) that have preserved their formal institutions but face the threat of populist 

political leaders and regimes. Second, democratic backsliding in the U.S., while perhaps paused 

or even partially reversed due to Trump’s loss in the 2020 presidential election, is unlikely to 

remain at bay for long. As Rockman (2019) and Levitsky and Ziblatt (2018), as well as events 

since November 2020, suggest, anti-democratic trends in the Republican Party date as far back as 

Richard Nixon’s presidency in the 1970s and continue post-Trump, as evidenced by the number 

of Republican elected officials who continue to deny that Joe Biden was democratically elected 

president.16 

Beyond deepening political risk theory, our paper contributes empirically to the broader 

nonmarket strategy literature. For decades, research in U.S. domestic nonmarket strategy across 

disciplines has been dominated by studies focused on how firms engage in electoral (campaign 

finance) and legislative politics (lobbying). Only in recent years have scholars turned to studying 

the role of bureaucracy, but this work still focuses largely on the policymaking role of agencies 

and thus regulatory lobbying. By contrast, our study shows that the even the seemingly automatic 

administrative stage of the policy lifecycle can have strategic consequences for firms, and thus, 

we encourage both scholars and managers to pay greater attention to this overlooked and 

underexamined aspect of business-government relations. Based upon our findings here, we 

further believe that this stage will only grow in importance as backsliding continues or grows. 

 
16 See, also, a recent (January 1, 2022) The Economist report that identifies the Republican Party’s turn toward 
authoritarianism as the principle threat to American democracy. Retrieved from https://www.economist.com/leaders/ 
2022/01/01/how-to-think-about-the-threat-to-american-democracy 
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 Although we provide a strong theoretical understanding of democratic backsliding and its 

contribution to political risk, a key limitation of our study is that we only empirically test our 

theory in the context of one country and in only one of that country’s regulatory agencies. It is 

thus critically important to examine both if democratic backsliding in other democratic countries 

has had similar impacts on firms and if the backsliding we identify in the U.S. has had an impact 

on other agencies or not.17 With regard to the latter, understanding what types of agencies may 

be more or less vulnerable to political interference will affect the distribution of backsliding’s 

strategic consequences across and within industries and thus the degree to which individual firms 

and managers need to monitor and manage it. 

As an additional area for future inquiry, since democratic backsliding entails changes in 

governance practices, it may reshape long-standing norms and routines that have been developed 

within agencies. Thus, it is imperative to also understand whether and how career bureaucrats 

accept or resist changes to practices that they may view as violating the professional codes and 

behavioral expectations that they have been socialized into or internalized. Qualitative research 

that seeks to unpack the impacts of democratic backsliding at this more micro-, individual-level, 

featuring data such as interviews and memoranda internal to agencies but subject to open records 

requests, may provide even greater insight on the mechanisms we posit.  

 
17 We have no a priori reason to expect that democratic backsliding would not extend to other agencies. For 
example, under Trump, many critics suspect that the lawsuit filed by the Department of Justice in 2017 to block 
AT&T’s acquisition of Time Warner was due largely to Trump’s dislike of the latter firm’s coverage of him on 
CNN (Kany & de la Merced, 2017). 
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Table 1. Descriptive statistics and correlations 
 Variable Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 
1 Trump era 0.209 0.406 1.000            

2 Comment letter rounds 4.499 3.033 -0.126 1.000           

3 Business ties to China 0.593 3.159 0.171 -0.017 1.000          
4 Partisan position 0.429 0.291 0.029 0.011 0.014 1.000         
5 Disfavored industries 0.338 0.473 -0.019 0.008 0.007 0.192 1.000        
6 Firm size 0.008 0.034 0.032 0.058 0.312 0.003 -0.102 1.000       
7 Firm age 5.066 2.538 0.666 -0.190 0.185 0.033 -0.008 0.009 1.000      
8 Firm performance -0.598 14.549 -0.016 -0.017 0.038 -0.058 -0.190 0.062 0.002 1.000     
9 Lobbying 0.303 1.517 0.013 0.059 0.281 -0.038 -0.003 0.508 -0.004 0.063 1.000    
10 Audit quality 3.299 5.670 0.080 0.090 0.308 0.026 -0.029 0.669 0.084 0.110 0.515 1.000   
11 R&D intensity 0.164 2.198 0.003 0.043 -0.006 0.183 0.331 -0.061 -0.040 -0.631 -0.036 -0.107 1.000  

12 Tobin's Q 0.065 1.859 0.002 -0.030 -0.002 0.080 0.177 -0.061 0.006 -0.452 -0.027 -0.106 0.352 1.000 

n = 7,357 
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Table 2. Fixed effect regressions predicting regulatory risks 

 1 2 3 4 5 
 Rounds Rounds Rounds Rounds Rounds 

      

Trump era  4.93 4.894 4.852 5.666 
  (8.448) (8.436) (8.446) (8.480) 

Business ties to China  0.008 -0.057* -0.034 -0.043 
  (0.025) (0.027) (0.028) (0.120) 

Trump era*Business ties to China   0.069* 0.042+ -0.109 
   (0.029) (0.025) (0.088) 

Trump era*Disfavored industries    -0.019  

    (0.178)  

Business ties to China*Disfavored industries    -0.098  

    (0.071)  

Trump era*Business ties to China*Disfavored industries    0.121*  

    (0.051)  

Trump era*Partisan position     -0.914+ 

     (0.471) 

Business ties to China* Partisan position     -0.034 

     (0.244) 

Trump era*Business ties to China*Partisan position     0.370* 

     (0.166) 

Firm size 0.553 0.391 0.153 0.096 -1.281 
 (4.831) (4.564) (4.559) (4.543) (4.108) 

Firm age -0.806 -0.802 -0.799 -0.795 -0.834 
 (0.939) (0.939) (0.938) (0.939) (0.942) 

Firm performance -0.003 -0.003 -0.003 -0.003 -0.003 
 (0.005) (0.005) (0.005) (0.005) (0.005) 

Lobbying 0.001 0.000 -0.002 0.000 -0.015 
 (0.060) (0.059) (0.056) (0.057) (0.056) 

Audit quality -0.003 -0.003 -0.003 -0.005 -0.009 
 (0.031) (0.032) (0.032) (0.032) (0.030) 

R&D intensity -0.004 -0.004 -0.004 -0.004 -0.004 
 (0.018) (0.018) (0.018) (0.018) (0.018) 

Tobin's Q 0.003 0.003 0.004 0.004 0.004 
 (0.008) (0.009) (0.008) (0.008) (0.008) 

Constant 5.272*** 5.273*** 5.281*** 5.290*** 5.294*** 
 (0.300) (0.300) (0.300) (0.301) (0.298) 
      

Observations 7,357 7,357 7,357 7,357 7,357 

Number of firms 1,524 1,524 1,524 1,524 1,524 

Firm fixed effects (FEs) Yes Yes Yes Yes Yes 

Year effects Yes Yes Yes Yes Yes 

F-statistics 21.84 20.62 19.78 17.25 17.95 

Note: Clustered standard errors at firm level in parentheses; 

*** p<0.001, ** p<0.01, * p<0.05, + p<0.1 
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Table 3. Fixed effect regressions on subsamples of disfavored and other industries 

 6 7 

 
Rounds 

(Disfavored industries) 

Rounds 

(Other industries) 
   

Trump era 1.23 7.136 
 (8.293) (13.574) 

Business ties to China -0.130+ -0.039 
 (0.066) (0.029) 

Trump era*Business ties to China 0.146** 0.048+ 
 (0.049) (0.027) 

Firm size 43.746 -0.633 
 (28.191) (4.752) 

Firm age -0.483 -1.011 
 (0.920) (1.510) 

Firm performance -0.001 -0.091 
 (0.005) (0.088) 

Lobbying 0.227* -0.056 
 (0.090) (0.063) 

Audit quality -0.021 -0.007 
 (0.047) (0.047) 

R&D intensity 0.002 -0.132 
 (0.018) (0.156) 

Tobin's Q -0.370* 0.019+ 
 (0.162) (0.011) 

Constant 5.662*** 5.104*** 
 (0.408) (0.409) 
   

Observations 2,484 4,873 

Number of firms 537 987 

Firm FEs Yes Yes 

Year effects Yes Yes 

F-stat 11.22 13.43 

Note: Clustered standard errors at firm level in parentheses 
*** p<0.001, ** p<0.01, * p<0.05, + p<0.1 
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Table 4. Fixed effect regressions on subsamples of firms split at equal contributions to both 
parties (0.5) 

 8 9 

 
Rounds 

(>0.5) 

Rounds 

(<=0.5) 
   

Trump era 15.114 1.722 
 (13.080) (9.812) 

Business ties to China -0.137 -0.046+ 
 (0.094) (0.027) 

Trump era*Business ties to China 0.207** 0.037 
 (0.069) (0.023) 

Firm size 26.063 -3.339 
 (19.243) (3.656) 

Firm age -1.954 -0.44 
 (1.460) (1.090) 

Firm performance 1.058+ -0.003 
 (0.561) (0.005) 

Lobbying 0.004 -0.009 
 (0.153) (0.059) 

Audit quality -0.064 0.002 
 (0.053) (0.034) 

R&D intensity 2.850** -0.007 
 (0.905) (0.019) 

Tobin's Q -10.584 0.004 
 (8.151) (0.008) 

Constant 5.402*** 5.355*** 
 (0.435) (0.366) 
   

Observations 1,103 6,254 

Number of firms 210 1,314 

Firm FEs Yes Yes 

Year effects Yes Yes 

F-stat 5.168 16.11 

Note: Clustered standard errors at firm level in parentheses 
*** p<0.001, ** p<0.01, * p<0.05, + p<0.1 
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Figure 1: Summary of Theoretical Framework 
 

 

 

Figure 2: Summary of Hypotheses 
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Figure 3: Regression coefficients and standard errors for placebos across space 
 

 

 

Figure 4: Regression coefficients and standard errors for placebos in time 
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