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Abstract

After ‘Zhou Chuchu (FE!H 2, Go global)’ in the early 2000s, and with the ‘One-to-One Road’
initiative in 2012, China’s Overseas Foreign Direct Investment (OFDI) has increased significantly,
resulting in high academic interest.

The purpose of this study is to analyze the impact of national risks of home country on China's
OFDI by using data from 49 countries along the 'One-to-One Road' between 2007 and 2018, and
to compare the factors of national risks that attract investment from the world.

As a result of the study, market economy companies' perceptions of national risks are mostly
negative, so risk acts as a deterrent to investment. On the other hand, national risks of home
countries have had positive effects on China’s OFDI, which would mean that Chinese investors,
mostly state-owned enterprises have a high tendency to invest in regions or countries with high
national risks. Other economic factors, such as the size of the investment partner country's market,
GNI per capita, and trade openness, had a positive (+) effect, and natural resources had a negative
(-) effect on China’s OFDI. As dummy variables, FTA, which is an economic and diplomatic factor,
SCO, which is a political and diplomatic factor, and bordering which is a geographical factor, were
also found to have a positive (+) effect.

This study implies the investment pattern of China’s OFDI is due to the characteristics of China's
unique geopolitical and economic system, and it is judged to be influenced by political and strategic
factors, especially the aspects led by state-owned enterprises.
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Table 1. List of Variables and Sources of Data

Variables Operational definition Sign Data Sources
'Statistical Bulletin of
Depen China's Outward Foreign
dent OFDI Flow amount of China’ s OFDI Direct Investment'
Var. published by Ministry of
Commerce, China
Government Stability+Socioeconomic
Conditions+Investment Profile+internal
Political Conflict+External Conflict+Corruption+Military +/-
Risk in PoliticstLaw& Order+Religious

Tensions+Ethnic Tensions+Democratic
Accountability+Bureaucracy Quality

"Risk Points for Inflation+Risk Points for

Indepe  Economic

GDP per Head+ Risk Points for GDP

+/= The International Country

ndent Risk Growth+Risk Points for Budget Balance+Risk ' :
Var. Points for Current Account as % of GDP Risk Guide (ICRG)
Risk Points for Foreign Debt as a % of
GDP+Risk Points for Exchange Rate
' . Stability+Risk Points for Debt Service as a _
Finance Risk % of XGS+Risk Points for Current Account +
as % of XGS +Risk Points for International
Liquidity
Country Risk Political risk*economic risk*finance risk +/-
. , World Bank, World
Market size Host country’ s GDP Development Indicators
Resource  Host country’ s fuel and mineral resource + WTO
endowment exports/Total exports
, . World Bank, World
Control Wage level Host country’ s GDP capita Development Indicators
able Trade .
Var, openness (Total export+ Total import) / GDP + WTO
SCO Member of Shanghai Cooperation Ministry of Foreign Affairs,
Organization China
FTA Member of FTA with China +  Ministry of Commerce,
China
Bordering  Bordering with China + Google
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Table 2. Descriptive Statistics

AraE Ul Bt ATt 53 AAERA A 9% 125

Mean Median Maximum  Minimum Std.Dev. Observations
LnOFDI 4.0947 4.2308 6.6998 1.4624 1.1736 588
LnPRISK 1.8066 1.8143 1.9269 1.5212 0.0699 588
LnFRISK 1.578 1.5829 1.6887 1.3764 0.059 588
LnCRISK 11.3595 11.3399 12.1185 10.3186 0.3219 588
LnGDP 4.9944 4,9991 6.4506 3.6269 0.5895 588
LnPGNI 3.8884 3.946 49025 2.5441 0.4802 588
NARE 0.2808 0.132 1.4035 0 0.2997 588
TOPEN 1.0956 0.9779 4.33 0.0327 0.6249 588
FTA 0.2041 0 1 0 0.4034 588
SCO 0.2449 0 1 0 0.4304 588
BORDER 0.1429 0 1 0 0.3502 588

Table 3. Correlation matrix for the variables

LnOFDI LnCRISKLnPRISKLnERISK LnFRISK LnGDP LnPGNI Nare TOPENBorder FTA SCO

LnOFDI 1

LnCRISK  0.072 1

LnPRISK -0.195  0.685 1

LnERISK  0.161  0.883  0.477 1

LnFRISK  0.424  0.627 -0.029  0.462 1

LnGDP 0.599 0.188 -0.104 021  0.332 1

LnPGNI -013 0572 0.675 0504 0.044 0.159 1

Nare 0.103 0329 0.039 0.291 0.413 0.004 0.287 1

TOPEN 0.03 0.442 0556 0.376 0.01 -0.115  0.426 -0.136 1

Border 0.457 -0.164 -0.25 -0.158 0.066 0.201 -0.368 0.162 —0.007 1

FTA 0471 0152 -0.128 0171 0315 0118 -0.325 -0.132 0.13 0.223 1
SCO 0278 -024 -0.369 0.2 0.065 0.093 -0.333 0.177 -0.153 0.434 -0.068 1
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Table 4. Results of Analysis: The Estimates of Determinants of China's OFDI

. (1) (2) ) (4)
Variables Model 1 Model 2 Model 3 Model 4
7334
LnPRISK o)
1176
LnERISK e
~0.347
LnFRISK Iy
0,597
LnCRISK A
1,076 1,300 1,080+ 1,340
LnGDP (7.51) (8.94) (8.68) 9.22)
0,963 0,543 0.490" 0,656
LnPGNI (5.04) (2.80) (2.55) (3.39)
~0.165 ~0.169 ~0.200 ~0.102
Nare (~1.01) (~0.97) (~1.14) (~0.59)
0,506 0,344+ 0.266™ 0308
TOPEN (4.32) (2.75) (2.20) (3.25)
0,960 0,802 0,801 0.797*
Border (3.38) (2.77) (2.78) (2.76)
A 1,078 1412 1,095 1,190
(4.70) (4.73) (4.64) (5.07)
0.479" 0.640™ 0,632+ 0,632
SCO
(2.43) (2.79) (2.77) 2.77)
7,200 -3 506 4 364 0.747
Constant (4.87) (£3.75) (-3.79) (0.53)
Observations 588 588 588 588
Number of ID 19 9 19 19
R 0.6222 0.6259 0.6232 0.6112
F 336,35 220,50 2445 251,53
Prob 0.0000 0.0000 0.0000 0.0000

Notes: 1. Asterisks **, ™, * denote 1%, 5% and 10% significance levels, respectively.
2. The higher the risk variables, the more negative the effect is.

37] Aol W grel FRRAE ARG 23}
) el ZiHE A o1220.89)
0.7

#HETE e #i bha}ur w4 7ho] Alsk A}
ABAE ZA5HK] gon HFE 7 U2

A4 Al ARH Aes dddn

2. &8 &An

1) =21t MA OFDI ¥&keQlo =8
At

(Table 4) oA == OFDI %3k Q 2ld]| tjjst
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Table 5. Results of Analysis: The Estimates of Determinants of World's OFDI

. (1) () @) (4)
Variables Model 1 Model 2 Model 3 Model 4
6.562""
LnPRISK (5.07)
1.696™
LnERISK o)
-0.971
LnFRISK oo
0.496"
LnCRISK >0
1,868 1,609 1,719 1,626
LnGDP (10.20) (9.00) (9.14) (8.86)
~0.749™ ~0.360 -0.312 —0.418°
LnPGNI (-3.10) (~1.58) (~1.36) (-1.79)
Nare ~0.044 ~0.190 ~0.069 -0.206
(-0.15) (~0.66) (~0.29) (~0.70)
0.478"* 053" 0,651 0.544***
TOPEN (2.81) (3.16) (3.62) (3.12)
3.071 11,969 15,347 9.208"
Constant (1.29) (8.59) (9.02) (4.29)
Observations 553 553 553 553
Number of ID 49 49 49 49
R2 0.6569 0.6371 0.6539 0.6437
F 128.16 106.25 9.83 105.06
Prob 0.0000 0.0000 0.0000 0.0000

*kK Kk X

Notes: 1. Asterisks denote 1%, 5% and 10% significance levels, respectively.
2. The higher the rlsk variables, the more negative the effect is.
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o} AA3t= Ao 2 YERHTHGao, 2016; Han
& Jang, 2014; Song, 2017; Yang & Wang,
2015). ol w3l FAPFi=ol AlAlIE e
2 OFDIY] e dutdog wholsoix|
2] 3] ¥ dAjgte] g 7)E A
T Ao} A5k Ut (Brunetti & Weder,
1998; Harms, 2002; Schneider & Frey, 1985).
AT Frod ASAAE AHEH F
24 =e] GDP, 1919 GNI, 97w a3l
2 T3¢ OFDIol A(+)9] s nlA= 2
2 Yeht 71& d7e 93 Ao et
h(Liu, 2018; Wang & Lv, 2018; Kim & Kim,
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s} Axjshs Aoz yehdtt, 12t A7l
A AEIV R §YEE OFDIE 1919 GNIJ|
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2016; Huang, 2015),
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