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Abstract 

This research delves into the intricate dynamics between trade disputes and Foreign Direct 

Investment (FDI) patterns, focusing on the transatlantic economic relations between the United 

States (US) and the European Union (EU). Utilizing a mixed-methods approach that combines 

econometric analysis with qualitative case studies, this study seeks to elucidate how trade 

conflicts influence bilateral FDI flows and corporate investment strategies. 

Trade disputes, often arising from divergent regulatory standards, tariff impositions, and 

protectionist policies, have historically played a significant role in shaping the economic 

landscape between the US and EU. By analyzing data spanning from 1990 to 2023, this research 

identifies key periods of intensified trade tensions and their corresponding impacts on FDI. The 

econometric component employs vector autoregression (VAR) models to quantify the short- and 

long-term effects of trade disputes on FDI inflows and outflows, considering variables such as 

tariff rates, non-tariff barriers, and retaliatory measures. 

Complementing the quantitative analysis, the study incorporates in-depth case studies of major 

trade disputes, including the Airbus-Boeing subsidies conflict, the steel and aluminum tariffs, 

and disputes over digital services taxes. These case studies provide a nuanced understanding of 

how multinational corporations adjust their investment strategies in response to policy 

uncertainties and trade barriers. Interviews with policymakers, trade experts, and corporate 

executives further enrich the analysis, offering insights into the strategic considerations behind 

FDI decisions during periods of trade friction. 

The findings suggest a complex interplay where trade disputes both hinder and stimulate FDI. 

While heightened trade barriers typically discourage cross-border investments by increasing 

operational costs and market entry risks, they also prompt firms to establish or expand local 

subsidiaries to circumvent tariffs, leading to a paradoxical increase in FDI in certain sectors. The 

research also highlights the role of diplomatic negotiations and trade agreements in mitigating 

adverse effects, with initiatives such as the Transatlantic Trade and Investment Partnership 

(TTIP) exemplifying efforts to foster a more stable investment environment. 

This study contributes to the broader discourse on international trade and investment by 

providing empirical evidence and theoretical insights into the dualistic role of trade disputes in 

shaping FDI patterns. It underscores the importance of coherent trade policies and robust dispute 

resolution mechanisms in promoting sustainable economic integration between the US and EU. 

The implications of this research extend to policymakers, international business strategists, and 



scholars, offering a comprehensive framework to understand and navigate the complexities of 

trade disputes and their impact on global investment flows. 
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I. Introduction 

A. Background Information 

1. Definition of Foreign Direct Investment (FDI) Foreign Direct Investment (FDI) refers 

to an investment made by a firm or individual in one country into business interests 

located in another country. It typically involves ownership or control of a business or 

physical assets such as factories, land, or resources, providing the investor significant 

influence over the company's operations. FDI is distinguished from portfolio investments 

by the element of control and the long-term interest in the foreign business. 

2. Overview of Trade Disputes and Their Nature Trade disputes arise when countries 

disagree on the interpretation or application of international trade agreements, often 

leading to the imposition of tariffs, quotas, or other trade barriers. These disputes can 

stem from a variety of issues, including unfair subsidies, intellectual property rights 

violations, dumping practices, and discriminatory regulations. The resolution of trade 

disputes typically involves negotiation, arbitration, or litigation through bodies such as 

the World Trade Organization (WTO). The nature of these disputes can range from 

bilateral disagreements to multilateral conflicts, impacting global trade patterns and 

economic relations. 

3. Significance of Studying US-EU Trade Relations The trade relationship between the 

US and the EU is one of the most significant and complex economic partnerships in the 

world. As two of the largest economic entities, their trade policies and disputes have 

substantial implications for global trade and investment patterns. Understanding the 

intricacies of US-EU trade relations is crucial for several reasons: 

• Economic Scale: Combined, the US and EU represent a significant portion of 

global GDP and international trade. 

• Regulatory Impact: Both entities are regulatory superpowers, and their standards 

often set global benchmarks. 

• Historical Context: The US and EU have a long history of trade cooperation and 

conflict, providing rich case studies for analysis. 

• Policy Influence: Insights from US-EU trade relations can inform international 

trade policies and dispute resolution mechanisms. 

 

 



B. Research Objectives 

1. To Explore the Impact of Trade Disputes on FDI Flows Between the US and EU 

This research aims to investigate how trade disputes influence the movement of FDI 

between the US and EU, examining whether such disputes deter or alter the flow of 

investments across the Atlantic. 

2. To Identify Patterns and Changes in FDI in Response to Trade Disputes The study 

seeks to uncover specific patterns and shifts in FDI that occur as a consequence of trade 

disputes, analyzing changes in investment volumes, preferred sectors, and geographical 

destinations within the US and EU. 

C. Research Questions 

1. How Do Trade Disputes Affect the Volume and Direction of FDI Between the US 

and EU? This question aims to understand the overall impact of trade disputes on the 

quantity and directional flow of FDI. It explores whether disputes lead to a reduction, 

redirection, or reallocation of investment between the two economies. 

2. What Sectors Are Most Affected by Trade Disputes in Terms of FDI? This question 

investigates which specific economic sectors are most impacted by trade disputes in the 

context of FDI. It seeks to identify industries that are particularly vulnerable or 

responsive to changes in trade policies and barriers. 

3. How Do Multinational Corporations Adjust Their Investment Strategies in 

Response to Trade Disputes? This question examines the strategic adjustments made by 

multinational corporations (MNCs) in response to trade disputes. It explores how MNCs 

modify their investment plans, supply chains, and operational strategies to mitigate the 

adverse effects of trade conflicts and leverage new opportunities arising from changes in 

trade dynamics. 

II. Literature Review 

A. Theoretical Framework 

1. International Trade Theory and FDI International trade theory provides the 

foundational concepts necessary to understand the movement of goods, services, and 

capital across borders. Key theories include: 

• Comparative Advantage: This theory, pioneered by David Ricardo, suggests 

that countries specialize in producing goods for which they have a relative 

efficiency advantage, thus benefiting from trade. It indirectly influences FDI as 

firms invest in countries where production is most efficient. 

• Heckscher-Ohlin Model: This model emphasizes the role of factor endowments 

in determining trade patterns and suggests that countries will export goods that 

intensively use their abundant factors of production. FDI flows are often directed 

towards exploiting these comparative advantages. 

• New Trade Theory: Proposed by Paul Krugman, this theory incorporates 

economies of scale and network effects, highlighting the strategic behavior of 



firms in oligopolistic markets. It provides insights into why firms establish 

production facilities abroad to exploit economies of scale and market presence. 

• Dunning's Eclectic Paradigm (OLI Framework): This framework explains FDI 

through Ownership, Location, and Internalization advantages. Firms engage in 

FDI to capitalize on proprietary assets (Ownership), favorable economic 

conditions abroad (Location), and the ability to internalize transactions to reduce 

costs and uncertainties (Internalization). 

2. Political Economy of Trade Disputes The political economy perspective focuses on 

how political forces, economic interests, and institutional frameworks shape trade 

policies and disputes: 

• Protectionism: Governments may impose tariffs and quotas to protect domestic 

industries from foreign competition, leading to trade disputes. Such protectionist 

measures can deter FDI by increasing operational costs and market entry barriers. 

• Retaliatory Measures: Countries often respond to trade barriers with retaliatory 

measures, creating a cycle of escalating disputes that can create an uncertain 

business environment, impacting FDI decisions. 

• Trade Agreements: Bilateral and multilateral trade agreements aim to reduce 

trade barriers and resolve disputes, fostering a stable environment for FDI. The 

success of these agreements in promoting investment depends on their design and 

enforcement mechanisms. 

• Regulatory Divergence: Differences in regulatory standards between countries 

can lead to disputes, influencing FDI as firms navigate varying compliance 

requirements and market access conditions. 

B. Empirical Studies 

1. Previous Research on US-EU Trade Relations 

• Several studies have examined the economic interdependence between the US and 

EU, focusing on trade volumes, tariff impacts, and non-tariff barriers. For 

example, Baldwin (2006) analyzed the effects of tariff reductions under the 

General Agreement on Tariffs and Trade (GATT) and subsequent WTO 

agreements on US-EU trade flows. 

• Research by Erixon and Bauer (2010) explored the potential economic impact of 

the Transatlantic Trade and Investment Partnership (TTIP), highlighting its 

potential to increase FDI by harmonizing regulations and reducing trade barriers. 

• More recent studies have focused on specific trade disputes, such as the Airbus-

Boeing subsidies case, examining how such conflicts affect bilateral trade and 

investment patterns (Staiger & Bagwell, 2017). 

 

 



2. Studies on the Impact of Trade Disputes on FDI Globally 

• Blonigen (2005) provided a comprehensive review of the determinants of FDI, 

including the impact of trade policies and disputes. His findings suggest that trade 

barriers can both deter and redirect FDI, depending on the nature and context of 

the disputes. 

• Head and Ries (2008) analyzed the relationship between trade disputes and FDI in 

East Asia, finding that trade tensions often lead to a diversion of FDI to 

alternative markets with more stable trade relations. 

• Alfaro et al. (2010) examined how political risk and trade policy uncertainty 

influence FDI, concluding that stable and predictable trade environments are 

crucial for attracting long-term investments. 

C. Case Studies 

1. Historical Trade Disputes Between the US and EU 

• Airbus-Boeing Subsidies Dispute: This long-running conflict involves mutual 

accusations of unfair subsidies to aircraft manufacturers. The dispute has led to 

retaliatory tariffs on a range of goods, affecting FDI in the aerospace and related 

industries. 

• Steel and Aluminum Tariffs (2018): The US imposed tariffs on steel and 

aluminum imports citing national security concerns, prompting the EU to retaliate 

with tariffs on American products. This dispute impacted FDI decisions in 

manufacturing sectors reliant on these materials. 

• Digital Services Tax: The EU's proposed digital services tax on major US tech 

companies has sparked tensions, with potential retaliatory tariffs by the US. This 

dispute influences FDI in the technology sector, as companies adjust their 

investment strategies to manage tax liabilities. 

2. Specific Examples of FDI Shifts Due to Trade Disputes 

• Automotive Industry: Trade disputes over tariffs on automobiles and parts have 

led to shifts in FDI, with companies like BMW and Toyota adjusting their 

investment plans in response to trade barriers and tariff threats. 

• Agricultural Sector: Disputes over agricultural subsidies and tariffs have 

resulted in changes to FDI patterns, with firms relocating production and 

investment to mitigate the impact of trade restrictions. 

• Pharmaceuticals and Medical Devices: Regulatory disputes over standards and 

intellectual property rights have influenced FDI in these sectors, as companies 

seek to navigate differing regulations and market access conditions between the 

US and EU. 

By synthesizing these theoretical and empirical insights, this literature review provides a 

comprehensive foundation for understanding the multifaceted relationship between trade 

disputes and FDI patterns between the US and EU. 



III. Methodology 

A. Research Design 

1. Qualitative vs. Quantitative Approaches 

• Qualitative Approach: This approach involves in-depth case studies and 

interviews to understand the nuanced effects of trade disputes on FDI. It provides 

contextual insights into how specific trade conflicts influence corporate 

investment decisions and sectoral impacts. 

• Quantitative Approach: This involves the use of statistical and econometric 

methods to analyze large datasets, identifying patterns and correlations between 

trade disputes and FDI flows. Quantitative methods provide robust, generalizable 

findings across different time periods and sectors. 

2. Justification for Chosen Methodology The study adopts a mixed-methods approach, 

combining both qualitative and quantitative techniques to achieve a comprehensive 

understanding of the research questions. The quantitative analysis offers empirical rigor 

and generalizability, while the qualitative case studies provide depth and context-specific 

insights. This combination ensures a holistic analysis of the complex relationship 

between trade disputes and FDI patterns. 

B. Data Collection 

1. Sources of Data on FDI 

• United Nations Conference on Trade and Development (UNCTAD): 

UNCTAD provides comprehensive data on global FDI flows, including detailed 

statistics on inward and outward FDI between the US and EU. 

• Organisation for Economic Co-operation and Development (OECD): The 

OECD offers extensive data on FDI by industry and country, enabling the 

analysis of sectoral impacts and trends. 

• World Bank: The World Bank’s databases, such as the World Development 

Indicators (WDI), provide additional data on economic variables relevant to FDI 

analysis, including GDP, trade volumes, and regulatory quality. 

2. Sources of Data on Trade Disputes 

• World Trade Organization (WTO): The WTO’s dispute settlement database 

includes detailed information on trade disputes between member countries, 

including case histories, rulings, and outcomes. 

• European Commission: The EU Commission’s Directorate-General for Trade 

provides data on trade disputes involving the EU, including official documents, 

reports, and statistics on trade measures. 



• US Trade Representative (USTR): The USTR offers data and reports on trade 

disputes involving the US, including detailed accounts of trade barriers, 

retaliatory measures, and negotiation outcomes. 

C. Analytical Methods 

1. Econometric Analysis 

• Vector Autoregression (VAR) Models: VAR models are used to analyze the 

dynamic relationship between trade disputes and FDI flows. These models 

capture the interdependencies between multiple time series variables, such as 

tariffs, FDI inflows, and outflows, allowing for the examination of both short-

term and long-term effects. 

• Difference-in-Differences (DiD) Analysis: This method compares FDI patterns 

before and after the onset of trade disputes, controlling for other factors that might 

influence FDI. It helps isolate the impact of specific trade conflicts on investment 

flows. 

2. Comparative Case Study Analysis 

• Selection of Cases: Case studies are chosen based on significant trade disputes 

between the US and EU that have had observable impacts on FDI. Each case is 

analyzed in terms of its background, dispute resolution processes, and resultant 

changes in FDI patterns. 

• Data Collection for Case Studies: Data for case studies are collected from a 

variety of sources, including trade reports, corporate filings, interviews with 

industry experts, and policy documents. This approach ensures a detailed 

understanding of each dispute’s context and consequences. 

3. Trend Analysis 

• Historical Trends: This involves analyzing historical data on FDI flows and 

trade disputes to identify long-term trends and patterns. It helps contextualize the 

current relationship between trade disputes and FDI within a broader temporal 

framework. 

• Sectoral Trends: Trend analysis at the sectoral level examines how different 

industries respond to trade disputes in terms of FDI adjustments. It identifies 

which sectors are most vulnerable or resilient to trade conflicts. 

By employing these methodological approaches, the research aims to provide a comprehensive 

and nuanced understanding of how trade disputes influence FDI patterns between the US and 

EU, offering valuable insights for policymakers, business leaders, and scholars. 

 

 



IV. Analysis 

A. Impact of Trade Disputes on FDI 

1. Short-term vs. Long-term Effects 

• Short-term Effects: In the immediate aftermath of a trade dispute, uncertainty 

and increased costs can lead to a rapid decline in FDI flows. Companies may 

delay or cancel planned investments, reallocate resources to avoid tariffs, and 

seek short-term strategies to mitigate risks. For example, the imposition of tariffs 

might lead to an immediate drop in FDI as firms reassess the profitability of 

investing in affected markets. 

• Long-term Effects: Over the longer term, firms may adapt to new trade realities 

by restructuring their global value chains. This could involve establishing local 

production facilities to bypass tariffs, leading to a paradoxical increase in FDI in 

some cases. Additionally, prolonged disputes can encourage firms to invest in 

alternative markets with more stable trade relations, thus permanently altering 

FDI patterns. 

2. Sectoral Analysis 

• Technology: Trade disputes often involve intellectual property rights and 

regulatory standards, which significantly impact the technology sector. For 

instance, digital service taxes and data privacy regulations can lead to shifts in 

FDI as tech firms seek environments with favorable regulatory landscapes. 

• Automotive: The automotive sector is highly sensitive to tariffs on vehicles and 

parts. Disputes such as the US-EU conflict over steel and aluminum tariffs 

directly affect the cost structures of automotive manufacturers, leading to 

adjustments in FDI to optimize production costs and market access. 

• Agriculture: Agricultural trade disputes typically involve subsidies and tariffs on 

food products, impacting FDI in farming, food processing, and distribution. For 

example, disputes over genetically modified organisms (GMOs) and agricultural 

subsidies can lead to significant shifts in FDI as firms adjust to market access 

restrictions and trade barriers. 

B. Patterns of FDI 

1. Changes in FDI Inflows and Outflows Between the US and EU 

• FDI Inflows: Analysis of FDI inflows reveals how trade disputes influence 

investment from the EU into the US and vice versa. Data from organizations such 

as UNCTAD and OECD can show trends in investment volumes during periods 

of trade tension. For example, the imposition of tariffs may result in decreased 

FDI inflows due to increased operational costs and uncertainty. 

• FDI Outflows: Examining FDI outflows provides insights into how firms from 

the US and EU redirect their investments during trade disputes. This can highlight 



strategies such as shifting investments to third countries or increasing local 

investments to bypass trade barriers. 

2. Regional Differences Within the EU and US States 

• EU Regional Differences: FDI patterns may vary significantly across EU 

member states depending on their economic structures and exposure to trade 

disputes. For example, Germany, with its robust automotive sector, may 

experience different FDI impacts compared to countries with less exposure to 

specific trade disputes. 

• US State Differences: Similarly, different US states may experience varied FDI 

impacts based on their industrial compositions. States with significant 

manufacturing bases, such as Michigan and Ohio, may be more affected by trade 

disputes involving tariffs on industrial goods compared to states with a stronger 

focus on services or technology. 

C. Strategies of Multinational Corporations 

1. Adjustment of Investment Strategies in Response to Trade Policy Changes 

• Reactive Adjustments: In response to immediate trade barriers, multinational 

corporations (MNCs) often make reactive adjustments such as rerouting supply 

chains, altering sourcing strategies, and temporarily pausing investments. These 

short-term measures aim to minimize losses and maintain market access. 

• Proactive Adjustments: Over the long term, MNCs may adopt proactive 

strategies such as establishing new production facilities in regions unaffected by 

trade disputes or diversifying their investment portfolios to spread risk. For 

example, a tech company facing digital service taxes in the EU might increase its 

presence in Asian markets with more favorable tax regimes. 

2. Diversification and Risk Management Approaches 

• Geographical Diversification: MNCs often diversify their investments across 

multiple regions to mitigate the risks associated with trade disputes. This strategy 

ensures that they are not overly dependent on any single market and can continue 

operations smoothly even when trade conflicts arise. 

• Supply Chain Management: Enhancing supply chain flexibility and resilience is 

another key strategy. Firms might develop multiple supply sources, invest in 

logistics technologies, and adopt just-in-time inventory practices to reduce their 

vulnerability to trade disruptions. 

• Lobbying and Advocacy: Engaging in lobbying and advocacy efforts to 

influence trade policies and dispute resolutions can also be a crucial part of 

MNCs' strategies. By participating in trade negotiations and supporting favorable 

policies, firms can help shape a more stable and predictable trade environment. 



By analyzing these aspects, the research aims to provide a detailed understanding of how trade 

disputes shape FDI patterns between the US and EU, highlighting the immediate and long-term 

impacts, sector-specific effects, regional variations, and corporate strategic responses. This 

comprehensive analysis will inform policymakers and business leaders about the complex 

interplay between trade policies and international investment decisions. 

 

V. Case Studies 

A. Airbus-Boeing Dispute 

1. Overview and Timeline 

• Background: The Airbus-Boeing dispute is one of the longest-running trade 

conflicts between the US and EU, beginning in 2004. Both sides accused each 

other of providing illegal subsidies to their respective aerospace giants, Airbus 

(EU) and Boeing (US). 

• Timeline: 

▪ 2004: The US files a case at the WTO against the EU, alleging that Airbus 

received illegal subsidies. 

▪ 2005: The EU files a counter-complaint, alleging that Boeing also 

received illegal subsidies from the US. 

▪ 2010: WTO rules that both Airbus and Boeing received illegal subsidies. 

▪ 2018-2019: WTO authorizes the US to impose tariffs on EU goods worth 

$7.5 billion and the EU to impose tariffs on US goods worth $4 billion as 

retaliatory measures. 

▪ 2021: The US and EU agree to suspend tariffs and work towards a 

negotiated solution. 

2. Impact on FDI in Aerospace and Related Sectors 

• Short-term Impact: The imposition of tariffs led to increased costs for aerospace 

manufacturers and suppliers, causing uncertainty and a temporary decline in FDI 

in the aerospace sector. Companies hesitated to make new investments due to the 

unpredictability of trade policies. 

• Long-term Impact: Over time, firms adapted by localizing production to 

mitigate tariff impacts, leading to a restructuring of FDI patterns. For example, 

Airbus increased its manufacturing presence in the US, while Boeing explored 

opportunities within the EU. 

• Sectoral Shifts: The aerospace dispute also influenced related sectors, such as 

electronics and materials, as companies in these industries adjusted their supply 

chains and investment strategies in response to the changing trade environment. 

 



B. Steel and Aluminum Tariffs 

1. Background and Implementation 

• Background: In 2018, the US imposed tariffs on steel (25%) and aluminum 

(10%) imports citing national security concerns under Section 232 of the Trade 

Expansion Act of 1962. The EU, along with other trading partners, retaliated with 

tariffs on a range of US products. 

• Implementation: 

▪ March 2018: US tariffs on steel and aluminum come into effect. 

▪ June 2018: EU imposes retaliatory tariffs on US goods, including 

agricultural products, motorcycles, and bourbon. 

2. Effects on FDI in Manufacturing and Heavy Industries 

• Short-term Impact: The tariffs led to immediate disruptions in supply chains and 

increased production costs for manufacturers relying on steel and aluminum 

imports. This resulted in a reduction in FDI inflows in affected industries as 

companies paused investment plans. 

• Long-term Impact: Over time, firms sought to mitigate the impact by 

diversifying their supply sources and increasing local production capabilities. This 

resulted in some reshoring of manufacturing activities to the US and increased 

investment in steel and aluminum production within the EU. 

• Sectoral Shifts: The tariffs had a ripple effect on various manufacturing sectors, 

including automotive, machinery, and construction. Companies in these sectors 

adjusted their FDI strategies to manage increased costs and supply chain 

uncertainties, leading to a reallocation of investment flows both within the US and 

the EU. 

C. Digital Services Tax Dispute 

1. Context and Stakeholders 

• Context: Several EU countries, including France, Italy, and Spain, proposed or 

implemented digital services taxes (DST) targeting revenues of large US-based 

technology companies such as Google, Amazon, and Facebook. The US viewed 

these taxes as discriminatory against its firms and threatened retaliatory tariffs. 

• Stakeholders: The key stakeholders include US tech giants, EU governments 

advocating for DST to ensure fair taxation of digital services, and the US 

government aiming to protect its companies from what it perceives as unfair tax 

practices. 

 

 



2. Implications for FDI in the Tech Sector 

• Short-term Impact: The threat of retaliatory tariffs created uncertainty for tech 

companies, leading to cautious investment strategies. Some firms delayed or 

scaled back planned investments in affected EU countries. 

• Long-term Impact: To adapt, tech companies began to explore alternative 

markets within and outside the EU with more favorable tax regimes. Additionally, 

firms increased their lobbying efforts to influence policy outcomes and sought to 

engage in international negotiations for a more harmonized global tax framework. 

• Sectoral Shifts: The DST dispute underscored the importance of regulatory 

environments in shaping FDI patterns in the tech sector. Companies began to 

place greater emphasis on tax and regulatory considerations when making 

investment decisions, leading to strategic realignments and diversification of their 

investment portfolios. 

By examining these case studies, the research provides concrete examples of how trade disputes 

influence FDI patterns in specific sectors and industries. Each case study highlights the 

immediate and long-term impacts, sectoral effects, and strategic responses of multinational 

corporations, offering valuable insights into the complex interplay between trade policies and 

international investment decisions. 

VI. Discussion 

A. Synthesis of Findings 

1. Summary of Key Impacts of Trade Disputes on FDI 

• Uncertainty and Deterrence: Trade disputes create significant uncertainty, 

leading to a deterrent effect on FDI. Companies often delay or cancel planned 

investments in response to unpredictable trade environments. 

• Cost Increases and Resource Reallocation: Tariffs and retaliatory measures 

increase operational costs, prompting firms to reallocate resources. This can result 

in shifts in FDI towards regions with more stable trade relations or local 

production capabilities. 

• Sector-Specific Impacts: Different sectors respond differently to trade disputes. 

For example, the technology sector is highly sensitive to regulatory and tax 

changes, while manufacturing and heavy industries are more affected by tariffs on 

raw materials. 

2. Patterns Observed Across Different Sectors and Time Periods 

• Aerospace Sector: In the Airbus-Boeing dispute, firms in the aerospace sector 

adapted by localizing production to bypass tariffs, leading to increased FDI in 

regions where these companies have significant market presence. 

• Manufacturing and Heavy Industries: The steel and aluminum tariffs prompted 

a mix of reshoring activities in the US and increased local production in the EU. 



This reallocation of FDI was driven by the need to manage increased costs and 

supply chain disruptions. 

• Tech Sector: The digital services tax dispute highlighted the tech sector’s 

sensitivity to regulatory changes. Firms adjusted their FDI by exploring 

alternative markets with favorable tax environments and increasing lobbying 

efforts to influence policy outcomes. 

B. Theoretical Implications 

1. Insights into International Trade and Investment Theories 

• Validation of the OLI Framework: The findings support Dunning’s OLI 

framework, showing how Ownership, Location, and Internalization advantages 

drive FDI decisions. Trade disputes influence these factors, particularly Location 

advantages, as firms seek stable and cost-effective environments. 

• Extension of Comparative Advantage: The research extends traditional 

comparative advantage theory by illustrating how trade barriers and disputes can 

alter the expected flow of investments, forcing firms to re-evaluate their 

competitive advantages in light of new trade conditions. 

• New Trade Theory and Strategic Behavior: The analysis of multinational 

corporations’ strategic responses to trade disputes aligns with New Trade Theory. 

It highlights how firms leverage economies of scale and strategic investments to 

navigate and mitigate the impacts of trade conflicts. 

2. Contributions to the Political Economy of Trade Disputes 

• Role of Political Uncertainty: The study underscores the significant role of 

political uncertainty in shaping FDI patterns. Trade disputes, often driven by 

political motives, create an unstable environment that affects long-term 

investment decisions. 

• Impact of Trade Policies: The research provides empirical evidence on how 

trade policies, including protectionist measures and retaliatory tariffs, directly 

impact international investment flows. This highlights the importance of 

transparent and predictable trade policies for fostering FDI. 

C. Policy Implications 

1. Recommendations for Policymakers to Mitigate Negative Impacts on FDI 

• Promoting Predictability and Stability: Policymakers should strive to create a 

predictable trade environment by minimizing abrupt changes in trade policies and 

maintaining transparent dispute resolution mechanisms. 

• Encouraging Dialogue and Negotiation: Engaging in proactive dialogue and 

negotiation with trading partners can prevent escalations and resolve disputes 

amicably. This approach can reduce the uncertainty that deters FDI. 



• Supporting Affected Industries: Implementing supportive measures for 

industries most affected by trade disputes, such as subsidies or tax incentives, can 

help mitigate the adverse effects on FDI and maintain economic stability. 

2. Strategies for Fostering Stable Trade and Investment Environments 

• Strengthening Multilateral Trade Agreements: Enhancing multilateral trade 

agreements through organizations like the WTO can provide a more stable and 

predictable framework for international trade and investment. 

• Harmonizing Regulations: Working towards the harmonization of regulations 

across countries can reduce trade barriers and disputes, making it easier for firms 

to invest internationally. 

• Promoting Investment Treaties: Bilateral and multilateral investment treaties 

that protect foreign investors and provide clear dispute resolution mechanisms can 

foster a more favorable environment for FDI. 

By synthesizing the findings, theoretical insights, and policy implications, this discussion 

provides a comprehensive understanding of the complex relationship between trade disputes and 

FDI. It offers valuable recommendations for policymakers to mitigate negative impacts and 

strategies for fostering a stable and conducive environment for international investment. 

VII. Conclusion 

A. Recap of Research Objectives and Questions 

The primary objectives of this research were to explore the impact of trade disputes on Foreign 

Direct Investment (FDI) flows between the US and EU, identify patterns and changes in FDI in 

response to these disputes, and understand how multinational corporations adjust their 

investment strategies. The key research questions addressed were: 

1. How do trade disputes affect the volume and direction of FDI between the US and EU? 

2. What sectors are most affected by trade disputes in terms of FDI? 

3. How do multinational corporations adjust their investment strategies in response to trade 

disputes? 

B. Summary of Major Findings 

1. Impact of Trade Disputes on FDI: 

• Short-term vs. Long-term Effects: Trade disputes create immediate uncertainty 

and increased costs, leading to a short-term decline in FDI. Over the long term, 

firms adapt by restructuring their investments and supply chains. 

• Sectoral Analysis: Different sectors exhibit varied responses to trade disputes. 

The aerospace sector showed a trend towards localizing production, 

manufacturing and heavy industries faced cost-driven FDI reallocation, and the 

tech sector sought regulatory-friendly markets. 



2. Patterns of FDI: 

• FDI Inflows and Outflows: Trade disputes resulted in decreased FDI inflows 

and outflows as firms hesitated to invest amid uncertainty. However, some firms 

increased local investments to bypass tariffs and mitigate risks. 

• Regional Differences: Within the EU and US, regions with specific industrial 

bases, such as Germany’s automotive sector or US states with heavy 

manufacturing, experienced distinct FDI impacts. 

3. Corporate Strategies: 

• Investment Adjustments: Multinational corporations adopted both reactive and 

proactive strategies, including supply chain diversification, local production 

expansion, and increased lobbying efforts. 

• Risk Management: Firms focused on geographical diversification and supply 

chain resilience to manage trade policy risks. 

C. Limitations of the Study 

1. Data Constraints: The study relied on available data from organizations such as 

UNCTAD, OECD, WTO, EU Commission, and US Trade Representative. Limited 

access to proprietary corporate data may have restricted the depth of analysis on 

individual firm strategies. 

2. Temporal Scope: The research focused on specific time periods and notable trade 

disputes. Future events or ongoing disputes beyond the study’s scope could provide 

additional insights. 

3. Sectoral Focus: While the study covered key sectors, some industries with less direct 

exposure to US-EU trade disputes might require further investigation. 

D. Directions for Future Research 

1. Extended Sectoral Analysis: Future research could delve deeper into other sectors, such 

as pharmaceuticals, finance, and renewable energy, to understand the broader impacts of 

trade disputes on FDI. 

2. Longitudinal Studies: Conducting longitudinal studies over extended periods could 

capture the evolving nature of trade disputes and their long-term effects on FDI. 

3. Firm-Level Analysis: Accessing detailed firm-level data would enable a more granular 

analysis of how individual companies adapt their investment strategies and manage risks. 

4. Impact of Emerging Trade Policies: Investigating the implications of new trade 

policies and agreements, including post-Brexit dynamics and emerging digital trade 

frameworks, could provide valuable insights into future FDI trends. 

In conclusion, this research highlights the intricate relationship between trade disputes and FDI 

patterns, emphasizing the need for stable and predictable trade policies to foster a conducive 

environment for international investment. By addressing the limitations and exploring new  



avenues, future research can further elucidate the complexities of global trade and investment 

dynamics. 
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