Partisan Supply Chains: The Impact of Political
ldeology on Global Sourcing

Ben Charoenwong?; Jie Peng?; Jing Wu?
IINSEAD, *Tongji University, 3Chinese University of Hong Kong

Keywords: Global Supply Chains, Sourcing, Political Ideology, Empirical Research JEL Classification: D72, F14, F23, F50

“ ldeological Distance Reduces Global Sourcing

In today's polarized global economy, firms face growing risks from ideological shifts
abroad. This study examines how political ideology shapes global sourcing, finding 17
that greater ideological distance between a U.S. firm and a foreign government
reduces imports from that country. R&D-intensive firms are more sensitive to such
divergence, while those with established supply chains show greater resilience.
ldeological distance has a stronger effect in countries with strong institutions, where
policies are more enforceable. Firms sourcing from ideologically distant countries
also face higher ESG risks, such as corruption and environmental violations.
Managers should proactively assess political alignment in sourcing decisions—
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especially in R&D-heavy sectors—to mitigate operational and reputational threats. - 2 o s s e e M S S S s e .
ange in Political Ideology Distance Event Time
® Panel A: Baseline Regression on Focal Country

Research Question VARIABLES Do Vateme W

(1) (2) (3)

.. : : .. 5

How does_ [?Olltlca.l Ideology affect global sourcing decisions® Treated x Post 0.008%%* 0.116%%4 .07+
* Traditional view: Firms respond to actual policy changes (0.032) (0.043) (0.036)

* Our view: Firms anticipate risks from ideological misalignment R — P , .

Firm x Election FE v v v

Key Questions: Election x Time FE v / v
Observations 639,188 613,413 638,808

* Do firms reduce sourcing when ideological distance increases?

* Which firms are most sensitive to ideological shifts?

. \(;\_/gztniree?the consequences of maintaining sourcing despite ideological Most sens|t|ve Chara cte r|st|cs
| :
Table 6 The Moderating Effects on Deals
Impact of Ideological Distance on Sourcing Decisions Panel A: Firm-Level Moderators  Panel B: Country-Level Moderators
e ™ 4 .. ™ 4 ™ 4 ™ Variables (1) (2) (3) (4)
] POIltlcaI EXpeCted ] R&D SC Length Rule of Lawr_1 Control of Corruptiont_1
IdeOIOg ICaI » R'Sk » Retu n » SourCI ng Treated X Post x Moderator  -0.347** 0.008%** -0.157* -0.152*
Distance Perception Adjustment Decisions Treated x Post 0.080+ 0371 '0.043 ey
\_ J \_ / A / N / (0.029) (0.127) (0.083) (0.079)
Post x Moderator 0.154 -0.013** -0.357*** -0.055
. - . e . 0.104 0.006 0.082 (0.201
Empirical Specification o o o |
p p Firm x Time FE v v v v
Firm x Election FE v v v v
ays ] : : Electiz:n X Time FE v v v v
We adopt a three-step procedure to construct Political Ideology: (1) we identify the
‘e cre g . ‘e . . . . Observations 497,262 639,188 639,188 639,188
political affiliations of U.S. firms, (2) get the political leanings of the ruling parties in
the countries from which these firms source goods, and finally (3) we calculate the

ideological distance between the political affiliation of the firm and that of the foreign
governing party, producing a measure of ideological distance.

Consequences of Maintaining Sourcing

First, we identify the political ideologies of different foreign countries, uses data from —_—m m e e e - —_
i . . i VARIABLES RepRisk Incident RepRisk Heach Anti Corruption Supply Chain Issues
the Manifesto Project Database (MPD) that covers over 50 countries worldwide and (1) (2) (3) (4)
Includes the vote shares received by each political party. Deal Inerease x Post 01174 - - 0 A4L*
(0.062) (1.314) (0.130) (0.191)
Inlt(R 0.5 Firm x Time FE v v v v
(R, +
Ideolo _ p Firm x Election FE v v v v
9Yp = L.+ 05 Election x Time FE v v v v
p ' Observations 27,752 448 3,127 3,524
_ _ _ VARIABLES Violation of National Legislation Local Pollution QOveruse and Wasting Land Feosystems
where L, and R,, denote the aggregate number of quasi-sentences in the manifesto (5) (6) (7) (8)
of party p allocated to the left and right policy categories, respectively. Deal Increase x Post 0.328* 0.381%* 0.801*** 0.607*
(0.178) (0.153) (0.257) (0.350)
Finally, in the third step, assessing the ideological distance between a firm and Firm x Time FE v v v v
f . t th f ” . th d I t t t th hft . th Firm x Election FE v v v v
oreign governments uses the following methodology to construct the shift in the Election x Time FE 7 p p 7
ideological distance of a firm relative to a foreign country ¢ surrounding an election Observations 10,555 4470 430 1,611
event e:

ADistance = ‘Ideology{lzfgg — Ideology{”;icr}mer‘ — ‘Ideologyg,i;’?} — Ideologygiﬁ%r ConC|USi0n

Firm

where Ideologyy; . . stands for the left-right ideology score of firm i at the end of | | Political Ideology as a Forward-Looking Risk Indicator:

the half-year before the election e in the foreign country c. Ideologyfs 3" * 10% reduction in import transactions, 12% volume reduction, some partial
represents the left-right ideology score of the party receiving the highest vote share _ reallocation t_o other countries, but incomplete adjustment

in election e, Firm Heterogeneity:

 RA&D intensity: High-tech firms show 3.5x larger effects due to IP concerns
« Relationship capital: Long-term partnerships reduce political risk sensitivity by
75%
Institutional Quality Amplifies Political Effects:
« Strong institutions make ideology more consequential
ESG Risks from Political Misalignment:
* OQOperational consequences: 12-80% increase in various ESG incident types

We test our hypotheses using the following regression specification:
Sourcinggce} = Qe t Aiect T ey + pTreatedye y X Postecry + Eec,t)

where i denotes a firm, e(c,t) denotes an election for country ¢ in time t.
Sourcingg . ¢ signifies the amount of merchandise brought to the U.S. by a firm i

from a foreign country ¢ over a period of time t. Sourcingy; . 3 IS measured through
three variables: Number of Deals, Volume, and Weight. Refe rences
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