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Trade Policy Uncertainty and Firm Innovation
— From the Perspective of “Internal Drive” and “External Pressure”
SONG Huasheng CAO Tingting

Abstract. With the recent escalation of trade protectionism, Chinese firms are facing
increased trade policy uncertainty (TPU). This paper examines the impact of TPU on firm
innovation by constructing industry-level TPU indicators based on the data of Chinese lis-
ted firms from 2008 to 2018. Empirical evidence confirms that TPU has a driving effect on
both the quantity and quality of firm innovation. Through mechanism tests, we decompose
the driving effect into two components; internal drive and external pressure. Internal drive
refers to firms’ strategic adjustments in innovation, including an increased propensity for
exploitative innovation strategies and strengthened innovation cooperation. External pres-
sure, on the other hand, arises from the information and supervision effects caused by in-
vestor and media attention. Heterogeneity analysis reveals that the impact of TPU on firm
innovation varies across firms. Specifically, the effect is more pronounced for firms with
more advanced technology levels, fewer government subsidies, and those located in re-
gions with a higher degree of marketization. These findings have important implications for
China’s pursuit of an innovation-driven development strategy and the attainment of higher
levels of self-reliance and self-strengthening in science and technology amid
heightened TPU.

Keywords: Trade Policy Uncertainty; Firm Innovation; Innovation Strategy; Inves-
tor Attention; Media Attention
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