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Abstract

China’s foreign direct investment in 54 countries along the “Belt and Road”
from year 2003 to year 2019 are adopted as sample data, and economic sys-
tem indicators such as business freedom, currency freedom, trade freedom,
investment freedom, and fiscal freedom are introduced as the proxy variable
for the quality of host-country’s economic governance, to analyze the impact
of different economic governance levels of countries along the route on Chi-
na’s foreign direct investment. Due to the missing data and the non-random
characteristics of China’s investment in sample countries, the Heckman two-step
model is adopted to solve the issue of self-selection bias, and policy impact of
the “Belt and Road” initiative is introduced to explore the quality of economic
governance of the countries along the route on China’s foreign direct invest-
ment. The findings show that, 1) China is more inclined to invest in host coun-
tries with a large market, and its investment preference is market-seeking; 2)
the host-country labor freedom and financial freedom have a positive impact
on Chinese direct investment, while trade freedom and investment freedom
negatively affects Chinese investment; 3) the implementation of the “Belt and
Road” initiative has affected the mechanism of host-country’s economic go-
vernance on China’s foreign direct investment.
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1. Introduction

Since the “Belt and Road” initiative was put forward, governments at all levels in

China have continuously improved various policies and promoted investment.
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At the same time, since the “Belt and Road” initiative partners are mostly emerg-
ing economies and developing countries, and their economic development levels
and geographic environments are quite different and complex, which has brought
potential risks to China’s investments in the region.

Currently, few studies focus on the impacts of economic governance of coun-
tries along the “Belt and Road” on China’s investment. The existing research
mainly discusses the influence of the political system of the countries along the
route on China’s foreign investment, mainly targeting the political risks and the
political system of the host country (Blonigen, 2005; Buckley, 2007). The host-
county’s political environment, potential political risks and bilateral political re-
lations presented an impact on Chinese investment. However, most studies have
neglected host-county’s economic governance level, and there is still no theoret-
ical basis that can directly reflect Chinese investment’s operating costs and the
operability degree of economic regulation. This status quo brings certain limita-
tions to the analysis of the impact of the institutional environment on China’s
investment.

The impact of a country’s economic governance on foreign investment beha-
vior is directly reflected in the country’s business environment, specifically in
terms of property rights registration, contract execution, business disputes, bank-
ruptcy resolution, and business registration. According to the 2019 Global Busi-
ness Environment Report, there are still obvious imperfections in the regulation
and rules of business activities in countries along the “Belt and Road”, and vari-
ous indicators are clearly behind the world average. There are problems in con-
tract enforcement, business dispute resolution, property rights registration, bank-
ruptcy resolution, import and export procedures, etc., which increase the proba-
bility of investment risks. In this context, the cost of Chinese investment in the
“Belt and Road” countries is increasing. It is of strategic importance to study
the impact of economic system and operating environment of host countries
on China’s investment, hence improving the layout of Chinese outward in-
vestment.

We focused on the economic governance quality of countries along the “Belt
and Road” and introduced economic governance indicators such as business free-
dom, currency freedom, trade freedom, investment freedom and fiscal freedom
as core variables, and analyzed the impact of economic governance of countries
along the route on Chinese investment which is committed to discussing the op-
timization of Chinese investment layout from the perspective of host-country
economic governance, and promoting the implementation of the “Belt and Road”
initiative. The elimination of self-selection bias and the analysis of policy impact
of the “Belt and Road” initiative is the major contributions of the study, howev-
er, since the study focused on the macro-level, the firm level study should be
furthered in the future to obtain a more micro-perspective on this topic.

The rest of the study is organized as follows: II. Literature review; III. Model
specification and data description; IV. Empirical analysis; V. Conclusions and

suggestions.
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2. Literature Review

Existing research mainly focuses on the analysis of the impact of institutional
quality on the location choice of China’s foreign direct investment and believes
that institutional quality is the decisive factor for foreign direct investment.

Early research focused on the analysis of the relationship between institutional
quality and foreign direct investment. Blonigen (2005) believed that institutional
quality is reflected in the property rights system, market system, and political
system, which indirectly affects foreign direct investment. When the quality of
the host country’s political system, the legal system and the property rights sys-
tem are not perfect, it will affect investment behavior; the quality of the institu-
tional environment and market system will affect government’s rent-seeking and
corruption behavior. A negative system will increase the cost of investment in
the country, thereby inhibiting investment activities.

Regarding the impact of institutional quality on location selection of Chinese
investment, Cheung and Qian (2009) took China’s investment in 50 countries
with different institutional quality as sample data from year 1991 to year 2005,
and found that institutional quality presents no significant impact on Chinese
investment location selection. Diego (2011) gave the same research results, which
proved the credibility of this conclusion. Yuanfei Kang et al. (2012) focused on
the variability and complexity of institutional factors and found that the impact
of institutional factors on Chinese investment showed diverse characteristics
according to various host countries and time periods, therefore presented diffe-
rentiated impacts on Chinese investments. Jiang Guanhong (2012) used Chinese
investment data in 107 developing countries, studied the relations between
host-country’s regime stability, level of supervision, qualities of laws and regula-
tions and Chinese direct investment. Findings show that the more stable the po-
litical power of the host country, the greater the government’s supervision, and
the more attractive to China’s foreign investment. Chinese investment is more
willing to invest in countries with high regulatory quality and less corruption.
Zhang Jifeng (2013) found that Chinese companies are more willing to invest in
countries with higher institutional quality.

Regarding the relationship between the institutional environment and the
scale of foreign investment, Wei Junliang et al. (2009) analyzed the relationship
between the political system environment of the host country and the scale of
China’s foreign direct investment and found that the greater the political risk of
the host country, the greater risks such as embezzlement and illegal deprivation
of equity. Host country political risks tend to further inhibit China’s foreign in-
vestment activities and behaviors and reduce the scale of China’s direct invest-
ment. Therefore, the political risk of the host country is significantly negatively
correlated with the scale of China’s foreign direct investment. Related study by
Pan Zhen and Jin Zhongkun (2015) gave the same results. Deng Ming (2012)
took China’s foreign direct investment data in 73 countries from year 2000 to

2009 as sample data for analysis, found that for developing countries with low
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political risks, China has a good investment trend and a huge investment scale,
however, this feature is not obvious in developed countries with higher institu-
tional quality.

In terms of the impact of bilateral agreements with the host country on
China’s foreign investment, Zhang Yanhui et al. (2016) measured the political
risks of the host country from 12 factors, through specific analysis of the im-
pact of these factors on Chinese companies’ foreign direct investment, found
that host country’s government stability and corruption control have a signifi-
cant impact on China’s foreign direct investment. The three factors as socio-
economic conditions, investment returns, and laws and regulations have a cer-
tain impact on Chinese direct investment of enterprises. Host country’s politi-
cal risk assessment system should be established, and bilateral treaties to pro-
tect investment should be established with more countries and regions. From
the perspective of the institutional environment, Zhang Yueran and Fei Jin
(2020) used panel data of China’s outward direct investment in 113 countries
and regions from year 2003 to 2017, applied the gravity model and systematic
GMM method to further explore the impact of bilateral investment agreements
on the location choice of China’s direct investment. It is confirmed that bila-
teral investment agreements have a significant role in promoting China’s for-
eign direct investment, and it is concluded that China’s foreign direct invest-
ment has the characteristics of “institutional risk appetite”. Bilateral invest-
ment agreements can make up for the host country’s inefficient institutional
environment, and bilateral agreements have a more significant promoting role
in developing countries as in Asia, Latin America, than in developed countries
as in Europe.

In addition, many scholars have tried to study China’s investment by com-
bining host country factors and corporate heterogeneity factors. Liu Xiaoning
(2018) conducted a study combining host country factors and corporate hetero-
geneity factors, and found that enterprise productivity, enterprise scale, R&D
investment and other variables have a significant positive impact on investment
decisions, while the host country market scale, natural resources and institution-
al environment variables also have a significant role in location decision. The
host country’s tax level, labor cost, cultural distance and geographic distance va-
riables have a negative impact on the probability of investment decision. Chinese
companies are more inclined to invest in countries and regions with larger mar-
ket scale, richer natural resources, better institutional environment, lower tax
rates, lower labor costs, and closer cultural and geographic distances. Zhao Yun-
hui et al. (2020) found that the institutional environment, enterprise heterogene-
ity and the host country’s economic endowment conditions have a comprehen-
sive effect on investment promoting. The host country’s natural resources, mar-
ket size, and institutional environment are important external tractions for Chi-
nese direct investment, and corporate production efficiency is an important in-
ternal driving force.

The existing research mostly analyzes the location choice of China’s foreign
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direct investment from the perspective of political system, and most of them
ignore the influence of economic system. Based on this, we adopt China’s
outward direct investment in countries along the “Belt and Road” as sample
data to analyze the impact of the quality of economic systems in the countries
along the route on the location choice and investment scale of China’s out-
ward direct investment. Since there are issues as time periods selection and
non-randomness of the sample, we use Heckman two two-step model to solve
the problem of sample selection bias. In the analysis and testing process, not
only factors such as market size, market opportunities, market growth rate,
and economic stabilities are considered, but also the policy factors of the “Belt

and Road” initiative and its impact on China’s foreign investment are intro-
duced.

3. Model Specification and Data Description

1) Model specification

According to the “Statistical Bulletin of China’s Outward Foreign Direct In-
vestment”, China’s foreign direct investment in countries along the “Belt and
Road” is discontinuous, and some data are missing. Because in the process of
investing in countries along the “Belt and Road”, multiple factors such as host
country’s economy, political environment, and investment environment will be
considered comprehensively. In some countries or regions, the value of invest-
ment in a specific period may sometimes appear to be zero, and sometimes even
the phenomenon of negative value appears', which is not randomly generated,
but the result of the strategic investment decision, therefore, the discontinuity in
the sample data is not random. This kind of non-random absence will lead to the
problem of sample selection bias. Therefore, here we use the Heckman two-step
model to solve the problem of sample selection bias. The specific model settings

are as follows:
Pr(OFDI; ) =®(yZy)

=W (e, + o, Bufree, +a,Labfree, + o;Monfree,

+a,Tradfree, + o Invfree, + o, Finfree, + a; polgov, W
+ Zak Xy + Heountry + Hyear + Eit )
OFDI, = a, + o, Bufree, + o, Labfree, + o;Monfree, + o, Tradfree,
+a Invfree, + o Finfree, + o, polgov, + B(7Z;,) (2)

+ zak Xit + ;ucountry + :uyear + git
Xy = 4 + AIngdp; + 4,Ingdpper; + 4;Ingdpgrow, + 4,Ingdpdef; + 4, (3)

Among them, OFDI; represents the data of China’s outward direct invest-
ment in the ith countries along the route in year 5 Bufree, represents for

business freedom, Labfree, is labor freedom, Monfree, is currency freedom,

"Here the volume of China’s foreign investment is the difference between capital outflows and capital
inflows. If the volume of inflows in that year is greater than the volume of outflows, there will be a
negative value.
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Tradfree, is trade freedom, Invfree, is investment freedom, Finfree, is fis-
cal freedom, using the economic freedom index published by the Heritage Foun-
dation. polgov, is the political governance quality of the host country.

X, are control variables. Ingdp, is the market size of the host country, ex-
pressed by the GDP of the countries along the route; Ingdpper, is the market
opportunity of the host country, expressed by the per capita GDP of the coun-
tries along the route; Ingdpgrow, is the market potential of the host country,
expressed by the GDP growth rate of the countries along the route; Ingdpdef;,
is the market stability of the host country, expressed by the host country’s GDP
parity index.

S is the coefficient of the inverse Mills ratio. When the value is not equal to
0, it means that the model has a sample self-selection problem, which can be ef-
fectively solved by the Heckman two step model; t,,,, means country fixed
effect; 41, meanstime fixed effect; &, and g, are random disturbances.

2) Variable and data description

Economic governance quality and quality of political systems are used as core
variables, host-country’s market size, market opportunities, market growth rate
and economic stability are introduced as control variables.

For Foreign direct investment data, we use China’s direct investment volume
in countries along the “Belt and Road” from year 2003 to 2019°. Here 54 coun-
tries along the “Belt and Road™ are chosen as sample data, which covers 99% of
China’s direct investment in countries along the “Belt and Road”. The data
comes from the “Statistical Bulletin of China’s Outward Foreign Direct Invest-
ment” published by the Ministry of Commerce of China.

The core variables include index variable for economic governance quality
and political system quality. Data of host-country’s economic governance quality
comes from the Economic Freedom Index published by the American Heritage
Foundation®*, which can systematically measure and compare the economic free-
dom of various countries or regions in the world. Here we use six main indica-
tors: business freedom, labor freedom, trade freedom, fiscal freedom, currency
freedom, and investment freedom. The commercial freedom of the countries

along the route can be a good measure for the difficulty of business registration

“Since the freedom index and GDP data of most countries along the route have been updated to year
2019 up to the study is made, we hereby choose the sample data from year 2003 to year 2019.
*According to the status of Chinese OFDI in the “Belt and Road” countries, countries as Brunei,
Myanmar, Iraq, the Syrian Arab Republic, Palestine, Bhutan, Afghanistan, Maldives, Moldova, Mon-
tenegro, Turkey are not included in this study.

*The economic freedom index proposed by the American Foundation was proposed in the late 1980s
and started to be implemented in 1995. It has been widely used by countries all over the world as a
weathervane for observing the economic conditions of various countries. The index’s score ranges
from 0 to 100, where the higher the score, the freer the economy of the country. According to the
scores, the economic freedom of the surveyed country is divided into five different economic free-
dom ranges, 80 - 100 points represent “free economy”, 60 - 79 points represent “comparatively free
economy”, 60 - 69 points represent “medium free economy”, 50 - 59 points represent “comparatively
less free economy”, and points less than 50 represents “repressed economy”. Due to the availability
of data, five indicators of the host country’s business freedom, currency freedom, investment free-
dom, investment freedom, and fiscal freedom are used for scoring and pacing as the host country’s
economic freedom index.
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and establishment. The trade freedom index measures host-country’s trade im-
port and export tariff policy, trade barriers and the easiness of trade activities.
Fiscal freedom is related to the actual interests of each citizen of the countries
along the route, and effectively measures the taxation situation of government
departments, such as the relationship between personal income tax and corpo-
rate income tax and gross national product. The degree of currency freedom and
investment freedom are good measures of host country’s economic environment
in terms of domestic price stability and capital mobility.

Due to the non-linear characteristics of the political system, the measurement
of political system quality has always been an important problem in empirical
research, and no indicator can measure the quality of the system completely and
accurately. Here we use the current six commonly used indicators to character-
ize political system factors: political stability, government service efficiency, gov-
ernment supervision, investment laws and regulations, government corruption
control, and discourse accountability. The average calculation of these six indi-
cators is used.

The control variables in the model include market size, market potential,
market opportunities, and economic stability. For market size, we use GDP to
represent the gross domestic product of the host country, and the logarithm is
used to measure the market size of the host country. Market potential is meas-
ured by the market growth rate, here we use variable GDPGROW represents the
growth rate of the host country’s market growth rate, and the logarithm form is
used. While GDPPER is the per capita GDP of the host country, represents the
market opportunity, and the logarithm is used. The data comes from the World
Bank’s World Development Index Standards Database, and all value of the con-
trol variables are converted into constant 2010 USD prices. While economic sta-
bility is represented by GDPDEF, which is measured by the GDP deflator of the
host country.

It can be seen from Table 1 that the average range of the five indicators for
the quality of economic governance in countries along the “Belt and Road” is
0.5011 to 3.2061. Since they are standardized to the value range of 0 to 10, the
value range of 0.5011 to 3.2061 indicating that the overall economic governance
quality of those countries is low, and there are great differences among coun-

tries.

4. Empirical Analysis

1) The problem of multicollinearity

Before conducting an empirical test of the impact of economic governance
quality on China’s foreign direct investment, it is necessary to test the multi-col-
linearity between the core variables of various economic governance indexes.
Here the Variance Inflation Factor (VIF) method is used. Results are shown in
Table 2.

It can be seen from Table 2 that the variance expansion factors of fiscal free-

dom and investment freedom are relatively large, respectively 3.91 and 3.12, but
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Table 1. Statistical characteristics of variables.

Variable description Obs Mean Std. Dev. Min Max
Inofdi 651 3.2061 2.6691 —4.6052 9.2546
bufree 918 0.6538 0.1293 0.2920 1.0000
labfree 918 0.6329 0.1344 0.2000 1.0000

monfree 918 0.7479 0.0905 0.1410 0.9300
tradfree 918 0.7598 0.1153 0.0000 0.9480
invfree 918 0.5041 0.2135 0.0000 0.9000
finfree 918 0.5011 0.1942 0.1000 0.9000
polgov 918 -0.1337 0.7155 —-2.0002 1.6354
Ingdp 918 25.1496 2.0580 22.0076 36.5347
gdpper 918 11.5266 2.6095 5.9222 19.1427

gdpgrow 918 4.5130 4.4257 —27.9944  34.4662

gdpdef 918 1.5131 3.9192 0.0866 63.7691

Table 2. VIF test.

Variable VIF 1/VIF
finfree 391 0.2560
invfree 3.12 0.3207

monfree 2.99 0.3347
bufree 1.98 0.5044
tradfree 1.76 0.5685
labfree 1.74 0.5748
gdpdef 1.41 0.7113
Ingdpl 1.37 0.7315
gdpper 1.18 0.8464

gdpgrow 1.17 0.8560
polgov 1.17 0.8578

Mean VIF 1.98

still far less than 10. Therefore, there is no obvious multicollinearity problem
among the variables in the model.

2) Without the policy impact of the “Belt and Road” Initiative

Table 3 shows the test results of investment preference test and investment
model test for the Heckman two-step model. It can be seen from Table 3 that
the P value of the inverse Mills ratio is 0.001, indicating that there is a sample

self-selection problem, and the Heckman two-stage model needs to be used.
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Table 3. Heckman two-step model without policy impact of the “Belt and Road” initia-

tive.
Inofdi Coef. Std.Err. z P>z [95% onf.] [Interval]
Inofdi
bufree 3.4924 2.9089 1.20 0.230 -2.2089 9.1936
labfree 3.8763 2.4060 1.61 0.107 -0.8395 8.5920
monfree 2.4032 4.5798 0.52 0.600 -6.5731 11.3794
tradfree 4.1987 3.0201 1.39 0.164 -1.7206 10.1180
invfree —1.4430 2.3052 -0.63 0.531 -5.9612 3.0751
finfree 1.4641 2.6794 0.55 0.585 -3.7875 6.7156
polgov -1.5507 0.7701 -2.01 0.044 —-3.0601 -0.0413
_cons —-2.2498 4.5811 -0.49 0.623 -11.2285 6.7290
select
Ingdp1 0.1475 0.0261 5.65 0.000 0.0963 0.1987
gdpper 0.0366 0.0181 2.02 0.043 0.0011 0.0721
gdpgrow 0.0167 0.0101 1.65 0.099 —-0.0031 0.0365
gdpdef 0.0021 0.0111 0.19 0.848 -0.0197 0.0239
_cons -3.6274 0.6454 -5.62 0.000 —4.8923 -2.3625
mills
lambda -9.8360 2.8920 -3.40 0.001 —15.5041 -4.1677
rho —-1.0000
sigma 9.8360

Ignoring the impact of the “Belt and Road” policy and only considering the
impact of economic governance, political system environment and market fac-
tors on China’s foreign direct investment are shown in Table 3, from which we
can find the coefficient between China’s foreign direct investment and market
size is significantly positive, which shows that China’s outward direct investment
is significantly positively correlated with the host country’s market size, market
opportunities, and market growth rate, indicating that China’s outward invest-
ment in countries along the “Belt and Road” is market-seeking. The coefficient
between the host country’s market opportunities and market growth rate and
China’s foreign direct investment is relatively small, indicating that China’s in-
vestment in countries along the “Belt and Road” is relatively less affected by
market opportunities and market growth rate. The relationship between the
economic stability and Chinese investment is insignificant, indicating that the
economic stability is not the major factor to be considered by Chinese invest-
ment.

There is a significant negative correlation between the political system envi-
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ronment and China’s direct investment. Countries with a stable political envi-
ronment and greater corruption control seems to be more attractive to China’s
capital inflow. This shows that Chinese investment along the “Belt and Road”
countries has a kind of risk appetite.

The test results of the five economic governance variables show that there is
no statistically significant relationship between the five economic governance
factors and Chinese investment. China’s direct investment is less affected by
host-country’s economic governance.

3) With the policy impact of the “Belt and Road” initiative

To further analyze the impact of the core variables and control variables on
China’s foreign direct investment taking the implementation of the “Belt and
Road” initiative into account, we divided the model testing period into two sub-
periods, as year 2003 to year 2013, and year 2013 to year 2019. Results are shown
in Table 4.

It can be seen from Table 4 that after the introduction of the “Belt and Road”

initiative, the correlation between China’s foreign direct investment and the

Table 4. Table 3 Heckman two-step model with policy impact of the “Belt and Road” in-
itiative.

2003-2013 2013-2019

Inofdi
Coef. Std. Err. P>z Coef. Std. Err. P>z

Inofdi
bufree 2.5007 1.7049 0.142 -0.0718 1.4514 0.961
labfree 4.9285 1.3691 0.000 4.5508 1.2234 0.000
monfree 0.9354 2.5314 0.712 1.5695 2.3172 0.498
tradfree 2.3651 1.5546 0.128 —5.5453 2.3275 0.017
invfree —-3.5647 1.3787 0.010 -5.3130 1.0810 0.000
finfree 2.3817 1.4802 0.108 2.8848 1.4259 0.043
polgov -1.2904 0.4504 0.004 0.2002 0.3633 0.581
_cons -2.4613 2.5677 0.338 7.2635 2.5773 0.005

select
Ingdp1 0.3091 0.0403 0.000 0.0366 0.0373 0.326
gdpper 0.0782 0.0237 0.001 -0.0146 0.0304 0.630
gdpgrow 0.0078 0.0115 0.495 0.1114 0.0271 0.000
gdpdef 0.0662 0.0351 0.059 0.0010 0.0126 0.939
_cons -8.1273 1.0300 0.000 —0.4461 0.8843 0.614

mills
lambda —4.4536 0.8873 0.000 -2.8276 1.1659 0.005

rho —1.0000 —-1.0000
sigma 4.4536 2.8276
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model’s control variables has not been changed much. China’s outward direct
investment still shows a significant positive correlation with host-country’s market
size and market growth rate. Before the implementation of the “Belt and Road”
initiative, China’s investment had a significant positive relation with the host
country’s market opportunities; after the implementation of the initiative, it had
a negative relationship with market opportunities. After the introduction of the
“Belt and Road” policy initiative, China’s outbound investment has a positive
correlation with market stability, but the correlation coefficient is relatively small,
indicating that after considering the “Belt and Road” policy, market stability has
a relatively small impact on China’s outbound investment. In general, before and
after the implementation of the initiative, China’s investment both present mar-
ket-seeking objectives, and both are inclined to invest in countries with faster
growth rate of GDP per capita.

Political governance factors show negative impacts on China’s outbound in-
vestment before the initiative, indicating a risk appetite for China’s outbound
investment, which is consistent with the situation where the “Belt and Road” in-
itiative was not considered. While after the implementation of the “Belt and
Road” initiative, the impact of political governance on China’s foreign invest-
ment has become insignificant.

The test results between the quality of economic governance and China’s for-
eign direct investment show that the introduction of the “Belt and Road” initia-
tive has a significant impact on three economic governance indicators. Before
and after the implementation of the “Belt and Road” initiative, labor freedom
has a significant positive correlation with Chinese investment, and the correla-
tion coefficient is relatively large, indicating that Chinese investments prefer to
invest in countries and regions with a high degree of labor freedom; investment
freedom negatively impact China’s foreign investment before and after the “Belt
and Road” initiative, indicating that high freedom of capital in and out of the
host country will negatively impact on Chinese investment; fiscal freedom has
shown a significantly positive impact on China’s foreign investment after the
“Belt and Road” initiative; commercial freedom and currency freedom are both
statistically insignificant in situations in situations of without and with the policy

impact of the “Belt and Road” initiative.

5. Conclusions and Suggestions

Based on China’s direct investment in 54 countries along the “Belt and Road”,
the Heckman two-stage model is applied and economic governance indicators
such as commercial freedom, currency freedom, trade freedom, investment free-
dom, and fiscal freedom are introduced to analyze the impact of different eco-
nomic governance levels of host countries on China’s foreign direct investment.
Results show:

1) China is more inclined to invest in host countries with a large market size,

and its investment preference is market-seeking. The host country’s labor free-
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dom index and financial freedom are positively correlated with China’s outward
direct investment, while trade freedom and investment freedom are negatively
correlated with China’s investment. 2) China’s foreign investment in countries
along the “Belt and Road” has certain characteristics of risk appetite before the
implementation of the “Belt and Road” initiative, and after the initiative, with
the improvement of host countries’ political environment, the effect of political
system on Chinese investment became insignificant. 3) Since the implementa-
tion of the “Belt and Road” initiative, the relationship between economic gover-
nance indicators and China’s outward direct investment has changed. The im-
plementation of the “Belt and Road” initiative has affected the mechanism of
host-country’s economic governance on China’s foreign direct investment. Chi-
nese enterprises should choose countries with high economic governance levels
such as good indicators of labor freedom and financial freedom to reduce the
probability of investment risks and promote the sustainable development of for-
eign direct investment.

As the existing economic, political, and legal systems of the countries along
the route have been established for a long time, it is difficult to change according
to the needs of Chinese investment enterprises. In this context, Chinese invest-
ment enterprises should rely on their own governments to establish a sound in-
vestment system, avoid investment risks caused by changes in host-country’s
economic environment, and achieve long-term, continuous investment returns.
Accordingly, we put forward the following suggestions.

1) To further Improve foreign investment consulting services

To encourage domestic surplus capital to flow to the international market,
Chinese government should provide foreign investment enterprises with infor-
mation services on investment projects in countries along the route, including
legal, political, and economic information on the host country, and establish a
corresponding information database and convenient information communica-
tion and transmission channels to improve outbound investment advisory ser-
vice system. For example, departments concerned should set up foreign agencies
and service departments to publish and update information on all levels of the
investment field of the host country; establish investment evaluation agencies to
control and analyze the feasibility and potential risks of enterprise investment
projects.

2) To further enhance the legal system related to foreign investment

Improve the legal system related to foreign investment and provide legal pro-
tection for enterprises’ foreign investment. Before entering the host country for
investment, Chinese enterprises must be familiar with local laws and regulations
and have a thorough understanding of the sensitive issues such as property rights,
funding disputes, and geopolitics to avoid falling into the trap of double taxa-
tion. In this regard, investment enterprises can take advantage of the protection
of bilateral investment protection agreements, join concerning investment guar-
antees and dispute settlement conventions, and actively carry out communica-

tions to reduce the information costs for rights and interests protection. Profes-
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sional legislation in the field of multinational investment should be actively car-
ried out and legal assistance to enterprises should be provided.

3) To further promote the safety protection for outward investment

The countries along the “Belt and Road” have complex geological environ-
ments and relatively imperfect legal systems, hence Chinese investment enter-
prises may face various risks in host countries. The governments of various le-
vels should attach importance to host-countries’ economic and political condi-
tions, establish friendly cooperative relations with local governments, and create
a stable and safe investment environment for outward investment enterprises. At
the same time, cooperation with financial institutions of countries along the
route can be built to form financial platforms to provide enterprises with capital
safety and property protection, and insurance funds can also be established to
solve financial security issues that may arise during the investment process.

Finally, investment enterprises should also actively obtain information con-
cerning the laws and regulations of the host country, establish an investment risk

concept and control corporate risks.
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