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An Industry Standard in China

● Labels many Chinese
manufacturers as
low-quality

● Heavily influenced by
General Cable, a U.S.
firm

● Why?

● Drafted during a wave of
SOE-led industry
integration
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Theory: An Unlikely Alliance

We argue:
Foreign firms are more likely to participate in regulation drafting in host
countries when domestic interest groups benefit from industry
concentration

● A theory of political collusion between domestic and foreign firms

● Existing studies focus on the political competition (e.g., Grossman
and Helpman (1994))

● An understudied mechanism by which foreign firms acquire policy
influence
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Theory: An Unlikely Alliance

Politically connected firms benefit from a higher regulatory barrier:

● Regulation imposes different cost on different firms

● Small firms bear the cost of regulation

● Connected firms have more means to offset cost

● To curtail competition, connected firms may prefer stringent
regulation

Why collude with foreign firms:

● Foreign firms, which are usually more productive, have more scientific
knowledge and legitimacy to draft stringent regulation than their
domestic counterparts

● Governments approval more likely
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Empirical Studies

Study 1: Analyses of Chinese National Standards

● Finding 1: Connected domestic firms with poorer financial
performance are more likely to draft national standards with foreign
firms

Study 2: An Original Survey of Foreign Firms Employees in China

● Finding 2: Regulation drafted by foreign firms is more stringent

● Finding 3: State-owned enterprises collude with foreign firms to erect
higher regulatory barrier

Study 3: Case Studies

● Finding 4: The power cable industry

● Finding 5: The steel industry
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Chinese National Standards

Title Year
Countersunk head screws: the shape of the head and its measurement 1985

Pulps; Determination of acid-insoluble ash 1987

Data interchange on 130mm flexible disk cartridges 1993

Safety specification for nickel smelt production 2015

Plugs and socket-outlets for household and similar purposes 2017
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Drafting Parties over Time
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Industry Distribution (HS2)

Glass and glassware

Soap, organic surface−active agents

Plastics and articles thereof

Miscellaneous articles of base metal

Albuminoidal substances

Vegetable plaiting materials

Gums, resins and other vegetable saps and extracts

Toys, games and sports requisites

Clocks and watches and parts

Cork
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Study 1: Analyses of Chinese National Standards

H1: Connected domestic firms with poorer financial performance are more
likely to draft regulation with foreign firms

● Sample: Public Firms in China

● Political Connection: Board Member Resumes in 2012 (Wang 2016)

● DV: Drafting national standards with foreign firms after 2012

● IV: Average Profit Change from 2010 to 2012
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Marginal Effect of Political Connection
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Conclusions

● Foreign firms sometimes benefit from competing domestic interest
groups gaining political power.

● It is a quite common for foreign firms to participate in the policy
making process in host countries, even in developing countries
without institutional “access points”.
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