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Abstract 
 

China has witnessed tremendous economic growth since the well-known 

economic reforms that started in 1978. One of the most crucial policies of this economic 

reform, the “open up” policy, made China open its economy to the world. With the 

implementation of the “go global” policy in 2000, and both the establishment of the 

Asian Infrastructure Investment Bank and the proposal of the Belt and Road Initiative in 

2013, China now seems to be taking a bigger role in the global economy, and engaging 

more in foreign trade. China has now become the world’s largest foreign direct 

investment (FDI) recipient country; as well, it is one of the countries with the largest 

outward direct investment (ODI) in the world. The recent significant increase in China’s 

ODI amount has raised the awareness of scholars and policymakers alike. However, 

China’s ODI behavior has not been investigated to the same extent as in the literature on 

Chinese FDI inflows. Undertaking a comprehensive analysis to explain China’s ODI 

behavior is therefore important. 

 

This thesis documents four studies. The first study descriptively analyzes the 

characteristics and pattern of China’s ODI. The second investigates the conventional 

determinants of China’s ODI in both full sample and sub-samples. The third examines 

the impacts of corporate governance on ODI from a macro-perspective. The fourth, 

which shifts from a macro- to a micro-perspective, investigates how firm-level 

corporate governance influences FDI decisions on China’s firms. The descriptive 

analysis on China’s ODI delivers an overview of the China’s FDI policies, including 

both outward and inward FDI flows. In addition, a detailed description of the locational 

distributions of China’s FDI and dominant industrial sectors of FDI is provided in order 

to better understand the motivations of China’s ODI. To empirically investigate the 
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determinants of China’s FDI, this research uses pooled ordinary least squares and 

random effects methods to estimate the models for a comprehensive set of 171 countries. 

Results suggest that market size, export, and natural resources variables are strongly 

related to the Chinese ODI flows and stocks. This indicates that Chinese ODI decisions 

are driven by both market-seeking and resource-seeking motivations. The results from 

the sub-sample period test, which lend even stronger support to the resource-seeking 

motivation for ODI, show that China’s export and ODI are complimentary. Consistent 

with sub-sample period tests, sub-group results indicate that the principal purposes of 

having China’s ODI in the top 100 countries are natural resources explorations and 

production line replacements. 

 

The research also undertakes an empirical study addressing the role of corporate 

governance on China’s ODI at a national level, using the Kaufmann, Kraay, and Zoido 

(1999) dataset covering the period 2003-2012. Results suggest the effects of macro-

corporate governance are distinct in different sample periods, as well as in geographical 

and economic regions, when attracting China’s ODI. Indicators such as political 

stability, the absence of violence, regulatory effectiveness, regulatory quality, the rule of 

law and the control of corruptions are found to be positively related to China’s ODI. To 

examine the impact of firm-level corporate governance on China’s ODI, a sample from 

2009 to 2015 of Chinese listed firms with panel regression is utilized. Results suggest 

that ownership concentration, share ownership and executive compensation influence 

Chinese ODI decisions and that they are positively associated with ODI in both full-

sample and sub-sample estimations. These findings show that corporate governance is a 

vital mechanism for motivating managers to adopt the ODI strategy. The significance of 
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share ownership indicates that managers are encouraged to make long-term decisions 

such as internationalization.  

 

This research contributes to the empirical studies on FDI flows from China. Most 

existing ODI studies stem from both a macro-economic perspective and the motives of 

host countries investing overseas; this thesis, which stems from both macroeconomic 

and microeconomic perspectives, analyzes China’s ODI pattern and characteristics 

through an empirical analysis of China’s ODI determinants. The impact of both macro 

country-level corporate governance and firm-level corporate governance on China’s 

ODI is investigated. China’s FDI inflows and outflows policies, the development of FDI 

and the pattern of China’s FDI, including FDI geographical and sectoral distributions, 

are analyzed.  

 

The findings and analysis in this research contribute to an evaluation of 

motivations behind China’s FDI since both amount and composition of Chinese ODI 

have undergone a rapid change during last decade. The research uses aggregate-level 

data including a broad sample of 171 developing and developed host countries to 

provide an empirical investigation of the motivations for China’s ODI. The 

comprehensive dataset allows a recent examination of motivations behind China’s 

outbound FDI flows. Reliable empirical findings derived from the thesis could lead to 

valuable and important recommendations being made to the Chinese and host country’s 

government, as well as to policy makers. 

 

The research also adds to the relevant literature as it utilizes the well-developed 

governance structure index to empirically analyze the impact of governance structure on 
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China’s ODI decisions. The Kaufmann, Kraay, and Zoido (1999) dataset is used to 

measure country-level corporate governance. This research differs from previous studies 

examining the impact of governance structure on the ODI because of the utilization of 

this database. The Kaufmann, Kraay, and Zoido (1999) dataset contains indicators 

which are not used in the literature on China’s FDI literature, such as indices measuring 

the level of corruption and regulatory environment. This research not only uses macro-

level data to investigate whether a country’s corporate governance influences China’s 

ODI, but also attempts to study the impact of firm-level corporate governance on ODI 

from China by using the micro-level dataset for the period 2009-2015. This recent 

micro-level dataset provides new understandings on China’s ODI pattern, compared to 

previous studies which use aggregate-level data. This study, one of the first to examine 

corporate governance effects on China’s FDI strategies, integrates the framework which 

combines both agency theory and international business theories. Adopting the 

integration theory model helps to provide new insights into how firm-level corporate 

governance indicators affect ODI strategies.  
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CHAPTER 1  

INTRODUCTION 

1.1 Introduction  

Since China launched its economic reform in 1978, it has become a major player 

in the global economy. The Chinese economy has shown massive growth, with an 

average of 10 percent GDP growth rate over the last 10 years (World Investment Report, 

2014). One of the crucial policies of China’s economic reforms has been its “open door” 

policy, which has transformed its economic system from a central-planned economy to 

a market-oriented economy with China’s socialism characteristics. Throughout this 

period of economic reform, China has become the largest foreign direct investment 

(FDI) host nation in developing countries as well as being one of the countries with the 

biggest outward direct investment (ODI) (World Investment Report, 2013). FDI has 

been largely considered to be a significant tool to promote the economic prosperity in 

China and increase the level of the international participation. ODI enables China’s 

multinational firms to invest overseas, engage in the foreign markets, and access to 

natural resources.  

 

Recent foreign trade policies carried out by the central government also suggest 

that China has accelerated its pace towards global integration and China now attempts 

to engage more in foreign trade activities. In the first three decades of economic reform, 

the policies were more towards the inward FDI, with the central government playing a 

supporting role in attracting FDI from other countries. After joining the World Trade 

Organization (WTO), China switched its trading policies towards promoting ODI. The 

“go global” policy was initiated in 1999 to secure the supplement of energy and 
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resource for domestic economic development. From the macroeconomic perspective, 

expanding the scale of ODI is the primary target for the “go global” policy. From the 

microeconomic perspective, the policy aims to enhance the international 

competitiveness of large firms in China (Davies, 2010). With the implementation of the 

“go global” policy, China’s ODI flows have increased significantly.  

 

President Xi Jinping proposed the “Belt and Road Initiative” in 2013 to boost 

economic connectivity between China and Eurasian regions. The aims of the Belt and 

Road Initiative are to upgrade the impact of Chinese industries in the global economy, 

and to promote common economic prosperity among countries in the Belt and Road 

Initiative area through Chinese ODI. Therefore, China’s ODI has become an important 

strategy to enhance the relations and corporations among countries along the “silk road”. 

In October 2013, the initiative of the Asian Infrastructure Investment Bank (AIIB) was 

also officially launched by Chinese president Xi Jinping; by 2017, more than 50 

countries had joined in the bank. The goal of the AIIB is to provide financial aid for 

infrastructure and economic development that will promote economic corporations in 

countries along the “one belt, one road” region. The establishment of the AIIB has 

created opportunities for increasing the impact of China’s ODI activities;  this indicates 

further that China now aims to take a larger role in the global economy (Yan, 2015).  

 

In recent years, China has become a large FDI source country through this 

significant increase in the amount of China’s ODI (World Investment Report, 2016). 

China has also increased its level of international participation in recent years, including 

providing financial aids, investing outbound and supporting the building of 

infrastructure in the Asia-Pacific region. The motivations and implications of this 
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phenomenon need to be discussed and analyzed. Outbound investments can benefit both 

the host countries and China, as host countries consider FDI to be an essential strategy 

for developing their domestic economy. However, controversial voices have been raised 

by policymakers in the host countries who are concerned that the main motivation 

behind China’s ODI is to exploit their natural resources (Kolstad & Wiig, 2012). As a 

result, Chinese FDI projects are regarded suspiciously, with approval processes 

tightened in some countries (Mendelsohn & Fels, 2014; Nicolas, 2014). Investigating 

the motivations behind China’s outbound investments would therefore be worthwhile. 

 

It is generally held that a country’s economic performance is highly determined 

by its governance infrastructure: good quality country-level corporate governance can 

create favorable economic conditions for economic development (Hall & Jones, 1999; 

Kaufmann, Kraay, & Zoido-Lobatón, 1999). As the economic environment of host 

countries has an impact on foreign investors as well, it is therefore reasonable to believe 

that governance infrastructure influences FDI decisions from source countries. Previous 

literature evidence suggests that host countries’ corporate governance has a significant 

impact on attracting FDI inflows, but the findings are mixed. For example, some studies 

find that FDI is attracted by countries with high quality governance infrastructure 

(Adeoye, 2007; Globerman & Shapiro, 2009).  

 

However, when investigating the impact of the macro-level of corporate 

governance on China’s ODI, the findings are very different. Buckley et al. (2007) and 

Kolstad and Wiig (2012) find that China’s ODI is attracted by countries with high 

political risks. Cheung and Qian (2009) also examine the impacts of country-level 

corporate governance on FDI but they find no significant effects. The reason why 
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China’s ODI displays such diverse relations is that previously FDI has been mainly 

sourced from developed countries and very little ODI is from emerging economies. It is 

thus essential to investigate the determinants of FDI from China, which is one of the 

largest emerging countries that invest overseas.  

 

Previous literature investigating the pattern and characteristics of China’s ODI 

mostly uses the aggregate-level data (Buckley et al., 2007; Cheng, 2006; Cheung & 

Qian, 2009) By contrast, few studies use the firm-level data to explore China’s ODI. 

Specifically, studies investigating the influences of the firm-level of corporate 

governance on ODI have received little attention. The few studies about the impacts of 

corporate governance on ODI have primarily focused on the developed economies. 

There is very little research on the corporate governance and ODI by firms from 

emerging economies (Liu, Lu, & Chizema, 2014). The impact of corporate governance 

on ODI may be different for developing and developed countries. Therefore, to fill the 

gap, this research focuses on examining whether Chinese public firms with different 

corporate governance are more or less interested in investing overseas.  

 

China’s ODI has been controversial, skeptical, and uncertain, but few empirical 

studies have been conducted to investigate China’s ODI behavior. Studies have 

extensively examined FDI from developed countries toward developing economies, 

since developed countries have been the dominant FDI source countries during recent 

decades. However, literature on ODI from emerging economies is scarce. This is 

because the outward investment from developing countries is only a recent phenomenon 

and so there is a lack of reliable statistics on ODI. Previous literature on China’s ODI 

mostly uses descriptive analysis, regressions and case studies on specific firms to 
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research the strategy, with quite mixed findings (Buckley et al., 2007; Cheung & Qian, 

2009; Kolstad & Wiig, 2012; Ma & Zhang, 2012). Some of their conclusions are 

consistent with the traditional theories, while others argue that the existing theories 

cannot fully explain the economic phenomenon. Hence, it is essential to explore China’s 

ODI patterns by using more recent data at both aggregate-level and micro-level. This 

research provides a more comprehensive insight into the characteristics and motivations 

of ODI projects from China. By combining descriptive analysis and empirical studies, it 

is possible to make a more decisive investigation of China’s existing ODI behavior. 

 

The thesis further extends the FDI theory and investigates China’s ODI by 

conducting four studies. More specifically, this thesis explores (1) the pattern and 

features of China’s FDI, (2) what are the determinants of China’s ODI in the recent 

decade, (3) Whether the host countries’ governance infrastructure have impacts on 

China’s ODI, and (4) how the firms’ corporate governance in China is related to their 

ODI. The first three studies view China’s ODI from the macro-perspective while the 

fourth study focuses on the micro-perspective. The remainder of this chapter is 

organized as follows: Section 1.2 outlines the research objectives and Section 1.3 

develops the hypotheses. Section 1.4 overviews the methods used and Section 1.5 

presents the main research findings. Section 1.6 delivers the research contributions and 

Section 1.7 outlines the thesis structure. 
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Figure 1.1: China’s ODI, in the percentage of nominal GDP 

 
Source: The World Bank database 

 
 

1.2 Aims and objectives of the research 

As one of the most rapid economic growth countries in the world, and as the 

largest FDI source country in the emerging economy, China attracts attention to 

investigate the pattern of ODI. Figure 1.1 shows the percentage of China’s ODI in 

nominal GDP. As can be seen, although China’s ODI started after the economic reforms, 

the amount was very low during the period 1979 to 2003, while the values of China’s 

ODI have surged dramatically after 2005. However, the data sample used in most 

previous empirical studies on China’s ODI is mainly prior to 2005. Therefore, this 

research uses more recent data to address objectives which have not been adequately 

investigated in the past, based on the current FDI theories and literature.  

 

The research seeks, using recent data, to gain a better understanding of outbound 

investments from China and to provide a whole picture of how China’s ODI developed 

over time and how it is composed. The broad objective of the research is to extend the 

existing literature using recent data and economic models, in order to decompose and 

analyze China’s ODI. Specifically, the research has four objectives. The first is to 
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provide a comprehensive overview of the characteristics and composition of China’s 

FDI activities. The second is to investigate the conventional determinants of China’s 

ODI. The third and fourth objectives are to explore the impact of corporate governance 

on China’s ODI from both macro and micro perspectives. The detailed objectives of the 

research are: 

 

• To undertake an in-depth review of China’s economic reform policies, and to 

provide background on China’s economic development; 

• To conduct an overview of China’s FDI inflow and outflow policies for the 

period 1979 to 2014; 

• To explore and analyze the patterns and characteristics of China’s FDI inflows 

and outflows in terms of geographical and industrial sectors distributions; 

• To investigate the determinants of China’s ODI using macro-level data; 

• To provide a review of both empirical studies and policy-oriented studies of 

China’s ODI; 

• To undertake an analysis of the driving forces behind China’s ODI using full 

sample and sub-sample tests;  

• To investigate whether determinants of China’s ODI vary across host countries 

and over time; 

• To conduct a review of the impacts of country-level corporate governance on 

China’s ODI decisions; 

• To examine the effect of the quality of governance infrastructure on China’s 

ODI flows and stocks in the full sample; 

• To investigate whether the impact of the quality of governance infrastructure 

varies with different host countries and time periods; 
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• To undertake a review of the impact of corporate governance on ODI;  

• To investigate and analyze the impact of corporate governance on multinational 

firms’ ODI decisions in China. 

 

1.3 Hypothesis development  

Several hypotheses are developed to address the research gaps identified in the 

literature review presented in Chapter 2. These hypotheses mainly focus on 

investigating Chinese ODI behavior, based on the motivations outlined in the previous 

section.  

 

1.3.1 Market-seeking ODI 

Numerous studies have suggested that FDI flows are positively associated with 

market size, and that big market size can attract more FDI, which is consistent with 

horizontal FDI theory. The reason given by the literature is that MNEs are interested in 

the markets which have more market opportunities (Buckley et al., 2007; Deng, 2004; 

Taylor, 2002). The market growth hypothesis holds that rapid economic growth can 

generate more FDI opportunities compared to those countries with a slow growth rate. 

Two variables measure market size in this study: the host countries’ GDP per capita and 

growth rate and the ratio of host countries GDP per capita to China’s GDP per capita 

and growth rate. Therefore, the relevant hypotheses can be written as: 

Hypothesis 1a: Chinese ODI is positively related to the ratio of the host 

countries GDP per capita to China’s GDP per capita.  
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Hypothesis 1b: Chinese ODI is positively related to the ratio of the host 

countries GDP growth rate to China’s GDP growth rate.  

 

1.3.2 Natural resource seeking motivation 

One of the purposes of FDI theory is to seek for the host countries’ natural 

resources and to ensure the supply of domestically natural resources for the countries’ 

economic growth. Therefore, the ratio of ore and metal exports to merchandise exports 

of the host countries is used as the natural resource endowment measurement. 

Hypothesis 2: Chinese ODI is positively related with the host countries natural 

resources endowments. 

 

1.3.3 Polity effect  

Political risk is a key factor with which to examine a country’s risk level. 

Countries with a high-risk level will usually have more chance for their FDI projects to 

fail due to the unstable environment. For instance, civil war has impacts on economic 

growth and the implementation of projects, and studies suggest that higher risk 

countries generate lower FDI inflows (Buckley & Casson, 1981; Chakrabarti, 2001). In 

this research, the variable polity is used to capture the political risk of the host countries. 

It examines the level of democracy and the degree of government control (Polity 

Scheme, 2013). As the measure of political risk used assigns higher values to greater 

social stability, there will be a positive relationship between polity and ODI.  

Hypothesis 3: Chinese ODI is negatively related to increasing levels of the host 

countries’ political risk.  
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1.3.4 Inflation rate  

A higher inflation rate usually leads to a devaluation of local currency, which 

will result in a reduction of real profit in the domestic currency. Currency depreciation 

discourages firms from market-seeking purpose investment as export performance will 

be affected as well. Therefore, volatile and unpredictable inflation rates in host countries 

negatively affect market-seeking FDI inflows, in particular for those multinational firms 

which plan long-term investment projects, due to the unpredictable cost in the overseas 

market (Buckley et al., 2007). Hence, a negative relation is expected between host 

countries’ inflation rate and Chinese ODI.  

Hypothesis 4: Chinese ODI is negatively associated with the host countries’ 

inflation rate.  

 

1.3.5 Exports  

The index used in this study to measure exports and imports is China’s exports 

to host countries. The measurement suggests that a trade relation exists between home 

and host countries and that some Chinese firms, driven by a market-seeking purpose, 

will use exports or imports as FDI methods to capture market shares. Therefore, the 

relation between ODI and exports is positive: 

Hypothesis 5: Chinese ODI is positively associated with Chinese exports to the 

host countries. 
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1.3.6 Country-level corporate governance indicators  

Studies suggest that international firms are concerned about host countries’ 

institutional background before they make investment decisions (Globerman & Shapiro, 

2002, 2003). One of the primary considerations for multinational firms to invest 

overseas is to ensure the security of their investments. Therefore, host countries with 

good macro-corporate governance (such as high-quality infrastructure, well-educated 

labor force, macroeconomic stability, an effective legal system, political stability and 

less corruption), attract FDI flows.  

Hypothesis 6: China is more likely to invest in countries with better country-

level corporate governance.  

 

1.3.7 Firm-level corporate governance  

For state-owned firms, shares are owned by governments and state-controlled 

entities; hence the ownership concentration is very high (Xu, 2004). As firms with high 

equity stakes have strong incentives to exert influence on corporate decisions, it is 

argued that high concentration ownership has positive impacts on ODI decision making. 

Since managers are paid with higher compensation when companies perform well, and 

the ODI strategy may bring economic benefits to firms, it is hypothesized that a positive 

relationship exists between the top executive payment and ODI (Jensen & Murphy, 

1990a).  

Hypothesis 7a: Firms with high ownership concentration and high executive 

compensation have larger ODI flows. 
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The ownership of those companies listed on the Shanghai Stock Exchange and 

those listed on the Shenzhen Stock Exchange is diverse. As most firms listed on the 

Shanghai Exchange are state-owned and have a larger firm size, they are more capable 

of undertaking ODI projects. Therefore, a positive relationship is expected between 

companies listed on the Shanghai Stock Exchange and the ODI of these firms.  

Hypothesis 7b: Firms listed on the Shanghai Stock Exchange are more 

interested in undertaking ODI.  

 

As the determinants of Chinese FDI favor resource-seeking and market 

expanding, greenfield investment is more popular as an FDI entry mode (Cui & Jiang, 

2009). Therefore, a hypothesis is formulated as follows.  

Hypothesis 7c: A positive relationship exists between greenfield investment and 

Chinese firms’ ODI projects. 

 

1.4 Overview of data and methodology 

1.4.1 Data 

The four studies that make up this research use two comprehensive datasets. The 

first three studies use aggregate-level data from 171 host countries that receive China’s 

ODI. The ODI data are extracted from various issues of the Statistical Bulletin of 

China’s Outward Foreign Direct Investment. As this bulletin is published annually, all 

the available data are in annual frequency. The macroeconomic variables, such as host 

countries’ GDP and inflation rate, are collected from the World Bank Development 

Indicators. Resource variable ore and trading variable exports are collected from the 

China Statistical Yearbook. The variable polity is extracted from the Integrated Network 
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for Societal Conflict Research. The data for the country-level corporate governance are 

obtained from the Worldwide Governance Indicators (WGI) research database 

developed by Kaufmann, Kraay, and Zoido (1999).  

 

The micro-level data consist of 31 of China’s public firms which have 

undertaken ODI projects covering the period from 2009 to 2015. Firm-level corporate 

governance data are collected from the China Stock Market and Accounting Research 

Database (CSMAR). The firm-level ODI amount describes ODI values that a firm 

invests overseas every year. The data are obtained from the China Global Investment 

Tracker (CGIT), which is published by the American Enterprise Institute and the 

Heritage Foundation. CGIT is the only comprehensive dataset covering China’s global 

investment and construction activity measured at the firm level.  

 

1.4.2 Methodology 

Based on the complimentary dataset, the descriptive data analysis is conducted 

in the first study to document the quantitative description of China’s FDI. Specifically, 

this study uses tables and graphics to summarize FDI’s features, distributions, and 

patterns. Descriptive statistics therefore interprets the large quantity of FDI data in a 

more meaningful way. The empirical studies that form this research are conducted with 

panel regressions. The Hausman (1978) test is undertaken; the random effects model is 

more favorable with data when empirically investigating the pattern of China’s ODI. In 

the second study, the POLS model is conducted: while pooled regression may be 

subject to a heterogeneity bias, the robust standard error is used to correct for the bias. 

In addition, to address the endogeneity concern, a two-stage least squares (2SLS) 

regression is employed. 
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In the third and fourth studies, the random effects model is employed, and the 

Hausman test again rejects the fixed effects model. The population averaged model is 

used as well, to check the robustness of the results obtained from the random effects 

model (Buckley et al., 2007; Chen, Hong, Jiang, & Kubik, 2013; Terza, Basu, & 

Rathouz, 2008). To tackle the multicollinearity problem, two methods are carried out. 

Firstly, a simple regression model is conducted with different independent variables and 

with regressions estimated separately for each independent variable. Secondly, the 

principal component analysis is used to re-express the multivariate data with fewer 

dimensions (Wold, Esbensen, & Geladi, 1987). 

 

1.5 Main findings of the research 

The first study (Chapter 3 of the thesis) gives a review of the historical 

development of China’s economy, with relevant economic reform policies and China’s 

FDI. The analytical evaluation of the pattern and characteristics of China’s FDI uses 

aggregate-level data, which are collected to describe China’s FDI and ODI features, 

such as the geographical and the industrial sectors distributions. The figures and tables 

also presented give a comprehensive overview of China’s ODI. The study finds that the 

success of economic reforms has contributed to attracting a considerable amount of FDI 

and that China also invests extensively outbound. FDI has been an essential strategy to 

promote China’s trade surplus, investment, and economic prosperity.  

 

Both full-sample and sub-sample tests are conducted in the second study 

(Chapter 4 in the thesis) to investigate the conventional driving force of China’s ODI. 

The full-sample test finds that market size, export, and natural resource variables are 

significantly related to the Chinese ODI flows and stocks. This indicates that Chinese 
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ODI decisions are driven by external markets and by natural resources. The results from 

the sub-period sample test provide even stronger support for the resource-seeking 

motivation for ODI, and China’s export and ODI are complimentary. However, the 

pattern of China’s ODI has not changed significantly during the last decade. Consistent 

with sub-period tests’ results, the sub-group test results suggest that the principal 

purpose of China’s ODI in the top 100 countries includes natural resources exploration 

and production line replacements. 

 

The third study (Chapter 5 in the thesis) demonstrates that the quality of 

governance infrastructure in host countries has impacts on China’s ODI during the 

period from 2003 to 2012. To investigate heterogeneity within the data, the model is 

estimated for all 171 countries as well as for the homogeneous sets of different country 

groups. Results suggest that macro-corporate governance plays a significant role in 

China’s ODI decision making. Indicators such as political stability, the absence of 

violence, regulatory effectiveness, regulatory quality, the rule of law and control of 

corruption are found to have positive and significant effects on China’s ODI flows and 

stocks. The relatively strong, positive relationship between China’s ODI and the 

effectiveness of the trade and investment regulations indicates the importance of 

governance infrastructure in attracting ODI from China Sub-sample results suggest that 

the effects of macro-corporate governance are distinct across different time periods and 

host countries when attracting China’s ODI. 

 

The fourth study (Chapter 6 in the thesis) shifts the perspective from macro to 

micro level when investigating China’s ODI. By using the micro-level data, this study 

finds that ownership concentration, share ownership and executive compensation 
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influence Chinese ODI decisions in both full sample and sub-sample estimations. Firms 

with better corporate governance are more interested in investing overseas. With the 

integration of agency theory and international business theory, the findings show that 

corporate governance is a vital mechanism which motivates managers to adopt ODI 

strategy. The significance of share ownership suggests that managers are encouraged to 

make long-term decisions such as internationalization to improve the competitiveness of 

firms.  

 

The following is a summary of findings from both the theoretical view and the 

empirical studies. 

• FDI from emerging economies displays a different pattern compared to 

FDI flows from advanced countries.  

• China’s ODI is attracted by countries with large market, high import 

demand, abundant resource and good governance infrastructure.  

• Chinese state-owned firms are more likely to undertake FDI projects. 

• Chinese multinational firms are more interested in investing overseas 

when they have good corporate governance.  

 

1.6 Contributions of the research 

This research investigates the characteristics and pattern of China’s FDI and the 

determinants of China’s ODI, as well as the investment motivations and the effects of 

corporate governance. Most existing ODI studies stem from macro-economic 

perspective and motives of host countries investing overseas, while this thesis stems 

from both macroeconomic and microeconomic perspectives to analyze China’s ODI 

pattern. The contributions of this research extend FDI theories and add to the literature 
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on the empirical analysis of ODI from China. The research questions have been 

designed to address the complexities and importance of China’s ODI.  

 

Specifically, the first study conducts a thorough review of the institutional 

background and economic policies of China’s economic reforms and FDI. This 

descriptive analysis is carried out over the characteristics and composition of China’s 

ODI, including the geographical and industrial sector distributions. This helps an 

evaluation of China’s ODI motivations since both amount and destinations of Chinese 

ODI have undergone a rapid change during the last decade. This study contributes to the 

existing literature by using descriptive analysis of a broad sample of host countries to 

give a comprehensive review of the evolution of China’s economic reform as well as of 

the relevant policies.  

 

The second study investigates the determinants of Chinese ODI using the data 

sample from 2003 to 2012. This study is a contribution to the small yet growing body of 

literature on Chinese ODI. This study differs from earlier studies in a number of ways. 

First, this study uses a broader data sample of 171 host countries and a longer period. 

Samples used in previous studies have fewer host countries and a shorter time period, 

due to the issues regarding collecting reliable FDI data. Before 2003, there was no 

consistent and officially formal data for China’s outward foreign direct investment. 

Since 2003, the Statistical Bulletin of China’s Outward Foreign Direct Investment has 

been officially published by China’s Ministry of Commerce. This is the first formal 

ODI data published by the Chinese government. This consistent and more extended 

sample period can reduce the potential bias inherent in previous studies. Second, as the 

data used in this study is panel data, one of the important issues for panel regression is 
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dealing with the endogeneity problem. Previous relevant empirical studies about 

Chinese ODI using panel data suffer from endogeneity problems, so those results are 

potentially dubious due to this existing econometric issue. In this study, an instrumental 

variable (IV) is applied to deal with the endogeneity problem.   

 

The literature so far includes few attempts to investigate the impact of quality of 

corporate governance on ODI decisions. No previous studies have specifically 

examined how the corporate governance of host countries influences China’s ODI. The 

third study contributes to this literature by utilizing the well-developed governance 

infrastructure index to empirically analyze the impact of governance infrastructure on 

China’s ODI decisions. The Kaufmann, Kraay, and Zoido (1999) dataset, used to 

measure the country-level corporate governance, contains indicators which have not 

been used in the previous FDI literature, such as indices measuring the level of 

corruption and regulatory environment.  

 

The first three studies are based on the aggregate-level data. The fourth study 

shifts the perspective away from a macro to a micro perspective. The explanatory 

variables in this study relate more to corporate governance variables such as ownership 

structure and executive compensation. This study uses a micro-level dataset to show a 

different picture of China’s ODI. This study contributes to research on the 

internationalization of emerging economy firms, from a corporate governance 

perspective. Supporting the viewpoint that corporate governance mechanisms can 

contribute to understanding deeply on international business (e.g. Filatotchev, Liu, Buck, 

and Wright (2009), this study integrates the FDI theory with agency theory to reveal the 

effects of corporate governance on the ODI propensity of emerging economies’ firms. 
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The motivation to investigate the relationship between corporate governance and FDI is 

to examine whether firms with better corporate governance are more likely to invest 

overseas or not. This is one of the first studies to examine corporate governance effects 

on China’s FDI strategies, integrates the framework, combining both agency theory and 

international business theories. By adopting the integration theory model, the study 

helps provide new insights into how firm-level corporate governance indicators affect 

ODI strategies. 

 

This research extends the existing theoretical FDI studies and applies the FDI 

theory to the emerging countries’ ODI. Such a theoretical framework contributes to the 

investigation of the pattern and characteristics of China’s ODI. It helps to understand 

the importance of the FDI in the economic development and provides the foundation for 

further research work. The framework developed in this research focuses on a 

macroeconomic and firm-level perspective.   

Contributions made by this research include: 

• extending the FDI theories and investigating FDI behavior from the 

emerging economies perspective by examining FDI from China;  

• using a broad sample of aggregate-level data with panel regressions to 

analyze both conventional and unconventional determinants of China’s 

FDI; 

• using the sub-sample tests to make the units in the panel data somewhat 

has more homogenous; 

• using firm-level ODI data to explore China’s FDI behavior in a more 

comprehensive way at the micro level;  
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• providing recommendations for practical relevance and policy 

implications, based on reliable empirical results, that are valuable and 

useful to policymakers in both China and the host countries.   

 

1.7 Structure of the thesis 

This thesis contains 7 chapters, as illustrated in Figure 1.2. Chapter 1 introduces 

the research and Chapter 2 reviews relevant literature. Chapter 3 undertakes an 

analytical evaluation of the pattern and development of China’s FDI flows and therefore 

provides an institutional background on China’s ODI. Chapter 4, Chapter 5, and 

Chapter 6 constitute the empirical research. These chapters include the following topics: 

the evaluation on China’s FDI patterns and characteristics (Chapter 3); the conventional 

determinants of China’s ODI (Chapter 4); the impact of country-level corporate 

governance on China’s ODI (Chapter 5); and the relationship between firm-level 

corporate governance and China’s ODI flows (Chapter 6). Chapter 7 concludes the 

chapter. The structure of the thesis is demonstrated as below.  



Figure 1.2: Structure of the thesis:  
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Chapter 1 introduces the background of and the motivations for China’s FDI, raises 

the aims and objectives, conducts an overview of data and methodology, and presents the 

main findings and contributions of the research. The chapter also presents the thesis structure 

and discusses the issues that motivated this research.  

 

Chapter 2, which encompasses a review of relevant literature, provides an institutional 

background related to China’s FDI. Correspondingly, both theoretical and empirical studies 

on FDI are reviewed. In particular, the chapter offers a comprehensive review of the link 

between macroeconomic variables and FDI, and also reviews the impacts of country-level 

governance on the FDI projects decision making. Moreover, the review shifts the scope from 

country-level FDI to firm-level FDI, investigating the influences of firms’ corporate 

governance on firms’ ODI decision making. Reviewing the literature reveals the main gaps in 

knowledge regarding China’s ODI macroeconomic determinants as well as the effects of 

corporate governance on the ODI decisions at both country-level and firm-level. This chapter 

promotes an understanding of the fundamental work completed in these areas and builds a 

basis on which to examine the research questions.  

 

To review in depth the development of China’s economy and the pattern of FDI flows, 

Chapter 3 provides institutional background information on China’s economic growth, the 

evolution of China’s FDI inflows and outflows policies and the characteristics of China’s FDI. 

Main reform policies and the FDI regional and industrial sector distributions are analyzed 

using comprehensive aggregate-level data. The chapter promotes an understanding of the 

motivation of this study. 
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Chapter 4 investigates in depth the determinants of China’s ODI during the period 

2003 to 2012, with 171 countries included in the panel data sample. The random effects 

modelis used to investigate the relationship between the host countries’ macroeconomic 

indicators, exports, polity scores, and China’s ODI. Both full-sample and sub-sample tests are 

conducted in this chapter. Results consistently indicate that market-seeking and resource-

seeking are two primary motivations behind China’s ODI.  

 

After this examination of the conventional drivers of China’s ODI, the impacts of 

country-level governance indicators on China’s ODI decisions are investigated in Chapter 5. 

The study utilizes the Kaufmann, Kraay, and Zoido (1999) dataset to investigate whether 

countries with diverse governance characteristics would receive more or fewer of China’s 

outbound investment projects. To investigate heterogeneity within the data, the model for all 

171 countries as well as for the homogeneous sets of different country groups is estimated.  

 

The study in Chapter 6 shifts from the macro- to the micro-perspective to investigate 

China’s FDI. It examines the relationship between the corporate governance of Chinese 

public firms and the ODI, using the micro-level data for the period 2009 to 2015. Panel 

regression is conducted, and results suggest that firms with good corporate governance are 

more likely to invest overseas.   

 

Chapter 7 summarizes the findings regarding China’s ODI from various analytical 

methodologies, underlines the policy implications arising from this research, points out its 

limitations and makes suggestions for future research.   
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CHAPTER 2  

LITERATURE REVIEW 

 

2.1 Introduction  

The purpose of this chapter is fourfold. First, it provides a comprehensive study of 

theories on foreign direct investment. Secondly, it presents an overview of the literature 

examining the empirical relationship between conventional determinants and FDI activities. 

Thirdly, it reviews the literature regarding the relationship between corporate governance and 

FDI decisions at both country-level and firm-level. Fourthly, it focuses specifically on the 

literature of China’s ODI, including both empirical studies and policy-oriented papers. This 

chapter promotes an understanding of the fundamental work completed in these areas and 

builds a basis on which to examine the research question.  

 

FDI has been a significant contributor to globalization in the past few decades. 

Generally, FDI includes both assets and intermediate products, such as the building of new 

facilities, the introduction of new management skills, the mergers and acquisitions, and the 

reinvesting of profits earned from overseas operations. These investment activities are usually 

carried out by multinational corporations (MNCs) or multinational enterprises (MNEs), 

organizations that engage in the production or services facilities in foreign countries rather 

than in their original country. As MNCs own or control activities such as manufacturing 

plants, FDI has become an essential strategy for MNCs that has resulted in a growth process 

of globalization (Dunning, 1992, 1999).  
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During recent decades, FDI has become a crucial factor contributing to the prosperity 

of economies, and a growing number of theoretical and empirical studies have been dedicated 

to this valued activity. For FDI flows from developed economies, the evidence from both 

conceptual and empirical studies is quite extensive; for FDI flows from emerging economies, 

the quantity of studies is quite small. The theory of FDI provides incentives and determinants 

of FDI behavior. Usually, FDI theories can be divided into macro- and micro- level FDI 

theories. The macro-level FDI theories discuss the determinants of FDI as macroeconomic 

factors, factors that determine the level of FDI in and out of a country, while micro-level 

determinants focus on the circumstances that drive firms to produce abroad, indicating the 

motivations of FDI associated with the interests of MNEs.  

 

Hymer (1976) Vernon (1966) and Dunning (1992), the pioneers in developing the 

FDI theories, argue that FDI, as a crucial component of economic development, has 

contributed to the prosperity of economics for many countries, especially developing ones. 

According to their theories, two main reasons can explain the motivation of MNCs to invest 

abroad (Caves, 1971, 1974). One is motivated by a market-seeking purpose to reduce the 

costs involved in supplying a market. This type of FDI is usually called horizontal FDI and is 

likely to replace export (Dong, Li, & Zhang, 2011). The other type, called vertical FDI, 

searches for low-cost inputs or minimizes the production cost. Morgan and Katsikeas (1997), 

who review international trade theories, FDI theories and internationalization theories of the 

firm, also provide an understanding of the mechanics and processes in trading activities 

exchange across national boundaries at both macro and micro levels of analysis. Morgan and 

Katsikeas (1997) present and argue these theories in the form of a critique. 
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Studying FDI can lead to a better understanding of the economic mechanism and 

behavior of FDI. Understanding FDI can help knowing about the basic motivations of a firm 

to invest overseas rather than just exporting to local firms (Denisia, 2010). In the following 

section, a comprehensive analysis of these theories is presented. 

 

The rest of this chapter is organized into seven more sections. Section 2.2 presents the 

theoretical framework of the FDI theories. Section 2.3 reviews literature on the traditional 

determinants of FDI. Section 2.4 discusses the general studies of Chinese outward foreign 

direct investment. Section 2.5 reviews literature related to country-level corporate governance 

and FDI; section 2.6 presents literature on the relationship between firm-level corporate 

governance and firm characteristics. Section 2.7 evaluates literature on the relationship 

between corporate governance and FDI. Section 2.8 concludes the chapter.  

 

2.2 Theoretical framework of FDI 

FDI theory was first discussed in the early 1960s. It continued to develop over three 

distinct periods until the 1990s. During the period from 1960 to the mid-1970s, two primary 

FDI theories were developed, the industrial organization theory and the product cycle theory 

(Vernon, 1966). In order to develop a better understanding of the determinants of FDI and the 

changes in the legal political and cultural environment, the second stage of theoretical 

development emerged in the mid-1980s (Tang, Selvanathan, & Selvanathan, 2012). The FDI 

theories developed in this period include the eclectic paradigm and the theory of exchange 

rates on imperfect capital market. These theories are mainly extending the existing theories to 

have a better understanding of the determinants of FDI such as the change with intuitional 

factors, legal and cultural environment. In the 1990s, the third stage of these theories’ 
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development occurred with the increasing importance of globalization, when some new 

explanations of the FDI arose. By the 1990s, FDI played an essential role in the global 

economy. Hence, an increasing number of FDI theories were developed at this stage, and 

these theories further explain FDI activity. 

 

2.2.1 Product cycle theory 

The product cycle theory, developed by Vernon (1966), was used to investigate 

different types of foreign direct investment made by US companies in the manufacturing 

industry in Western Europe after the Second World War (Denisia, 2010). This theory can also 

be used to analyze the relationship between product lifecycle and possible FDI flows. 

According to Vernon’s original paper, the product life cycle are separated into five stages: 

introduction, growth, maturity, saturation, and decline. In the first stage, new products are 

invented to provide domestic supply. In the second and third stage, the demand for the 

products expands quickly, and market share increases as well. During these three stages, the 

production line is located and becomes matured. After that, new products are first exported to 

those countries with similar demands, when the capability of supplying the new products 

becomes stronger. During this stage, the standardized product is produced in other nations 

and then introduced in the original country to capture the growth in the home market. In the 

decline stage, the product outlives its usefulness and the production declines.   

 

The reason for moving the production line to other countries is to reduce the 

production cost. For instance, labor cost is usually very low in developing countries 

compared to that in developed countries; as well, the manufacturing cost is lower for these 

places to build manufacturing factories. After the initial establishment stage, the industry 
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moves to the maturity period, and during this stage, the production concentrates on the 

production line. It is argued that firms with the lowest production costs have the most 

competitive advantage. During the stability stage, sales of the product reach the peak, and 

there is no possibility to increase the sales any further.  

 

Vernon used US companies as an example in his research. US firms invented new 

products for local consumed purpose and also exported the surplus to foreign markets if 

demanded. After the Second World War, Europe demanded a significant number of 

manufactured products and American firms began exporting to Europe as US firms had 

sufficient supply. The greatest advantage for these companies was the advanced technology. 

When these products became popular in such countries, manufacturers would standardize the 

product, while some European companies also investigated the technology behind it. 

European firms began to imitate the American products that US firms was exporting to their 

countries. In addition, trade barriers such as the high tariffs on exporting could accelerate the 

FDI process as it would increase the production cost. Therefore, FDI could replace the 

exports once the cost of exporting exceeded the cost of FDI (Buckley & Casson, 1981).  

 

Although the product cycle theory is one of the core theories for FDI, some 

researchers have argued that it has become outdated. For example, Tang et al. (2012) believe 

that the theory is used believe that the theory is used to explain the relationship between US 

firms’ products life cycle and European FDI, while the US is no longer the only dominant 

contributor of global FDI. This theory fails to explain other issues or motivations of FDI for 

MNEs such as risk diversification and seeking increased firm efficiency or for location 

advantages. Even Vernon suggested in 1979 that in a new international environment the 
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power of product cycle theory to explain FDI is weakened because an increasing number of 

the enterprises have become involved in the introduction of new products around the world, 

resulting in the establishment of many other overseas subsidiaries. 

 

2.2.2 Industrial organization theory and exchange rate FDI theory 

Industrial organization theory addresses the issue of why MNEs are interested in 

investing overseas markets and what attracts them to engage in FDI activities. Stephen 

Hymer (1976), the pioneer of this theory, developed it from existing theories of international 

trade and international capital investments. One of the core ideas in this theory is regarding 

FDI as an aggressive strategy to advance monopoly power, instead of minimizing transaction 

cost. Therefore, firms engaged in the FDI activities must have some type of ownership or 

monopolistic advantages that can compete with local firms. These advantages include 

advanced technology, product differentiation, efficiency distribution facilities, and cheap 

labor costs.  

 

The industrial organization theory was further developed by Kindleberger (1970), 

Caves (1971), Caves (1974), and Horst (1971). Kindleberger (1970) agrees with Hymer 

(1976)’s opinion that MNEs invest overseas because of advantages in competing with local 

firms. Caves (1971) further separates FDI into two different categories: horizontal investment, 

to produce the same products abroad as are produced in home countries; and vertical 

investment, to generate new material to supply the home production line.  

 

Another theory that can explain FDI is the theory of exchange rates on the imperfect 

capital market (Denisia, 2010). This theory tries to explain how the exchange rates affect the 
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flows of FDI, indicating that FDI is a tool of exchange rate reduction. Initially, this theory is 

developed from Itagaki (1981) and Cushman (1985), who studied the relationship between 

foreign currency rate and international trade. They argue that as a factor of FDI, the exchange 

rate can influence FDI flows. In Cushman (1985)’s theoretical models, the appreciation on 

risk-adjusted expected real foreign currency can reduce the foreign capital cost, thus 

promoting foreign investment. However, when other inputs costs are also affected, 

productivity decreases or output price increases may offset the direct effect. If this occurs, the 

scale of foreign direct investment is reduced.  

 

2.2.3 Eclectic paradigm 

The eclectic paradigm, proposed by Dunning (1993, 1998), is further developed from 

the internalization theory. The core idea about the eclectic paradigm is to integrate several 

isolated theories of international business and economics into one comprehensive analytical 

framework. Dunning (2000) claims that these merged theories are complementary to each 

other and hence can be enriched in the application. The eclectic theory suggests that not only 

the structure of the organization is important for FDI: three other elements (O.I.L) are also 

crucial for MNEs to make overseas investment decisions. In the eclectic paradigm OIL, O 

stands for ownership-specific advantages, I stands for market internalization advantages and 

L stands for locational advantages.  

 

The ownership-specific advantages theory was originally developed from the 

industrial organization theory. Its advantages include minimizing transaction costs, cheap 

labor costs, and technology. These advantages are based on the internalization advantages, 

which explain why MNEs engage in the FDI activities. Studies suggest that the main reasons 
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are considered to be for avoiding both tax and government intervention (Wang & Li, 2017). 

The locational advantage is developed from the theories of trade and location, which include 

natural resource endowments and materials from host country’s markets. Countries with 

sufficient natural resources are considered to have a good locational advantage.  

 

Dunning’s studies are originally based on the American and European manifesting 

experiences. However, FDI activities have grown, and the pattern has changed in the past few 

decades within the change of the political situation and environment. Therefore, the FDI 

behavior is so comprehensive that no single theory can explain it, even with the eclectic 

paradigm theory. Kojima (1982) criticizes Dunning’s eclectic paradigm theory, claiming that 

the eclectic paradigm is only developed to protect the interest of private firms and cannot 

apply to the macroeconomic effects of FDI on both investing and host countries. Therefore, 

to further fit the eclectic paradigm to the global economy, Dunning (1998, 2000) extends this 

theory, indicating that, based on the OIL advantages, FDI motivations can be claimed as 

market-seeking, resource-seeking and strategic asset-seeking purposes. The extended eclectic 

paradigm theory is very useful in explaining and analyzing the host country’s FDI motivation, 

evaluating the FDI policies, and predicting the economic impacts on both the host and the 

investing countries. 

 

To empirically test the eclectic theory, Dunning (1980) examines the industrial pattern 

and geographical distribution of the sales of US affiliates in fourteen manufacturing 

industries in seven countries in 1970 by testing the significance of ownership and location-

specific variables. The ownership-specific variables used include the measures of 

productivity, profitability, and growth. The location advantages tested in the model include 
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production costs, transfer costs and political risk. He conducts two hypotheses, both of which 

assume the importance of the location and ownership advantages. His results also confirm 

that ownership advantages and location advantages are critical determinants of a country’s 

enterprises in investing and participating in foreign markets. 

2.3 Literature on determinants of FDI  

When it comes to the relationship between FDI determinants and FDI activities, there 

is always an ongoing debate which has been widely discussed. This relationship is quite 

puzzling, regarding different country characteristics and purposes. For example, some 

countries are seeking external markets while others are looking for sufficient resources. 

Although extending domestic markets and seeking more natural resources have become two 

major motivations for investors to invest overseas, these are not the only determinants 

affecting FDI. Evidence suggests that host government policies, macroeconomic variables, 

and the degree of industrialization of the host economy can all influence FDI activities. The 

hypothesized relationship can also vary based on various country circumstances. This section 

focuses on reviewing literature that investigates determinants, including the size of the host 

countries, the labor costs, the exchange rate uncertainty, the institutions quality and the 

inflation rate.  

 

2.3.1 Market capacity of host countries and FDI flows 

The evidence of previous studies about the relationship between the market capacity 

of host countries and FDI flows is consistent. The size or market capacity of a country is 

usually represented by GDP or GDP per capita (Billington, 1999). Brainard (1993) indicates 

that GDP is positively related to the FDI in both inward and outward investments. The data 
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includes 27 countries including trade and multinational sales. The 27 countries are chosen to 

expand geographical coverage, to maximize diversity in income distribution and production 

structure, and to minimize the missing data. By using different data samples, researchers find 

that the net impact of market size on ODI is likely to be positive. Billington (1999) uses panel 

data with a general-to-specific approach to investigate seven industrial countries that invested 

in the UK region. The study finds that high GDP has a beneficial effect on the inflow of FDI.  

 

Similar results are also found by Dees (1998), who suggests that the level of GDP has 

a large positive impact on the FDI stocks. Dees (1998) differs from other studies using FDI 

stock as the dependent variables where some other researchers use FDI flows. The findings 

by Fung, Lizaka, Lee, and Parker (2000) are consistent with previous findings: a positive link 

exists between GDP and FDI flows or stock. Other researchers, such as Kravis and Lipsey 

(1982), Li, Hou, and Chan (2008), Loree and Guisinger (1995), Reuber (1973), Shatz and 

Venables (2000) all find consistent results that the level of GDP has a significant influence on 

the FDI activities. Additionally, Cheung and Qian (2009) and Dong et al. (2011) find a 

positive relationship between China’s outward FDI activities and the GDP level. These 

studies explore the impact of GDP on FDI from emerging economies.  

 

2.3.2 Distance or transport costs 

Another factor that can be regarded as a determinant for ODI decisions is distance, 

which is directly relevant to transportation cost. However, the hypothesis relationship is 

uncertain according to different country circumstances. When it comes to investigating the 

determinant like distance, two types of FDI classified by the existing literature should be first 

known. These two categories are vertical (Helpman, 1984) and horizontal FDI (Brainard, 
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1993; Horstmann & Markusen, 1992). Vertical FDI, which is more relevant to production 

activities in different countries, can be driven by the costs of labor and other resources to 

replace export. On the other hand, horizontal FDI spreads similar production activities across 

countries worldwide to seek for better market opportunities. Cost and market-access concerns 

often jointly determine an FDI decision. In the theoretical framework section, one of the 

reasons engaging outward-FDI discussed is replacing exports, as the export cost is high when 

the distance is long. Therefore, there should be a positive relationship between the distance 

and ODI activities.  

 

The longer distance can usually attract more FDI: longer distance means higher 

transportation cost. Under that condition, MNCs will apply an FDI strategy to replace exports 

(Blomstrom, Lipsey, & Kulchycky, 1988; Ekholm, 1998). Brainard (1993) studies both 

inward and outward directions of FDI, and the empirical results are mixed. The study finds 

that transport costs are positively related to ODI in both developed and developing countries 

when their purpose of FDI is to minimize production costs. However, when the investing 

purpose is to seek or supply for a market, the relationship is insignificant or negative. 

Evidence from Egger and Pfaffermayr (2004) suggests that distance exerts a positive and 

significant relationship with bilateral stocks of FDI of both the US and Germany by applying 

the Hausman-Taylor SUR set up. However, Gao (2005a) uses Tobit and Ordinary Least 

Squares (OLS) models to investigate the relationship between distance and FDI flows in 

OECD countries and in East and Southeast Asia. The results are consistent using these two 

models, which suggests that distance has negative impacts on inward-FDI activities.  
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2.3.3 Labor cost and labor quality 

According to Majumdar (1980), the cost factor is a primary consideration for setting 

up plants in developing countries. Besides the raw material costs, labor is a major cost in 

producing a product. With the essential wage gap between developing countries and 

developed countries, less developed countries usually have the cost advantage to locate 

production plant. The vertical type of FDI is more likely to be driven by the expenses of labor 

and other resources to reduce production costs. Therefore, labor cost is a crucial element for 

the distribution of FDI.  

 

It is intuitive that lower labor costs can attract MNEs to invest overseas in reducing 

their production costs. According to the existing literature, the appropriate variable to 

measure labor cost is the wage rate. Cheng and Kwan (2000) analyze the location 

determinant of China’s FDI by using a panel regression model. They focus on 29 Chinese 

regions, including the special economic zone (SEZs) from 1985 to 1995. They find that wage 

rate has a negative impact on FDI and higher wage attracts less FDI. Furthermore, Wang and 

Swain (1997), using time-series data from 1978 to 1992, find that the low labor cost can 

attract more FDI. Similar results are also obtained by Riedel (1975), and Tsai (1991), who 

study the Taiwanese FDI: they both conclude that a low-wage rate can absorb more FDI 

flows. These findings extend the theory that a lower labor cost or waging rate can attract 

more FDI distributions. However, in contrast with these studies, Chen (1996) and Head and 

Ries (1996) find that wages do not affect FDI and that their effect is negligible. 

 

According to several issues of the UNCTAD reports and some relevant empirical 

studies, it is believed that advanced labor quality is deemed to be one of the locational 
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advantages attracting FDI. However, the empirical evidence is quite mixed (Cheng & Kwan, 

2000; Cheng & Zhao, 1995; Gao, 2005a; UNCTAD, 1998). The impact of labor quality on 

FDI is first found by Cheng and Zhao (1995). There is a negative relationship between 

advanced labor quality and the distribution of FDI. It suggests that FDI is not attracted to 

areas with higher education attainment, but is due to preferential policy and its geographical 

proximity in host countries. Cheng and Kwan (2000) use education levels of local labor as the 

key factor used to measure proxies. Three alternative proxies measure labor quality: the first 

proxy is the percentage of the population with at least primary school education; the second is 

the proportion of the population with at least junior secondary school education; the third is 

the percentage of the population with at least senior secondary school education. The 

empirical results suggest that, although none of the coefficients for these labor quality proxies 

is statistically significant, education at senior high school level and above still plays a role in 

the regional distribution of FDI. A similar result is found by Ito and Krueger (2007), who 

show no significant FDI effect of labor quality.  

 

Gao (2005b) uses a different sample period, dividing the economic regions into two 

groups: SEZs regional group and open coastal cities regional group. The findings are in 

contrast to the previous empirical results in the studies of Cheng and Zhao (1995) and Cheng 

and Kwan (2000), who find that labor quality plays a positive role in the location of FDI, and 

that FDI from both groups, which responds to regional FDI policy and developed regions, is 

more especially sensitive to labor quality. Consistent with Gao’s (2005b) findings, Fung et al. 

(2000) also find a positive link between labor quality and FDI, and note that labor quality 

exerts a larger influence on the Japanese FDI than on FDI from the US.  

 



37 
 

2.3.4 Exchange rate  

The decisions made by firms to enter or exit foreign markets are sensitive to the 

exchange rate fluctuation. The unsteady exchange rate can influence firms’ future cash flows, 

especially when there is a breakdown of fixed exchange rates from the Bretton Woods system. 

However, the empirical evidence about the hypothesized relationship is mixed. Some 

researchers find that the exchange rate level has a significant relationship with FDI flows 

(Blonigen, 1997; Froot & Stein, 1992). Froot and Stein (1992) find that a depreciation of 

home currency can lead to acquisition of domestic assets. 

 

Furthermore, Campa (1993) and Tomlin (2000) investigate the impacts of the 

exchange rate from another perspective. They find that volatile exchange rates are also a 

factor that has a deterrent effect on FDI. Campa (1993) tests the effects of the real exchange 

rate volatility on FDI in the US during 1980s using a Tobit specification. It is found that there 

is a negative relationship between exchange rate fluctuation and the number of foreign 

investments projects undertaken in wholesale industries. Tomlin (2000) takes a representative 

study of the FDI and exchange rate volatility relationship of Campa (1993). Tomlin (2000) 

suggests that Campa’s (1993) results are sensitive to the specifications of the dependent 

variable, as they argue that the Tobit model is not suitable for count data like FDI 

occurrences. Hence, Tomlin (2000) applies a count data specification to model counts of FDI 

occurrences, using data during 1982 and 1993 in the US. After controlling for the 

conventional drivers of FDI, such as the real exchange rate, the drift, and the labor cost, the 

results suggest that significant levels and the magnitude of the coefficients are changed by 

using the Tobit specification model and the Zero-Inflated Poisson model.  
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2.3.5 Institutions  

It is undeniable that, for most international investors, their investment priority is to 

invest in countries with high-quality investment conditions. Therefore, a high-quality 

institution is another important determinant of FDI activity, especially for developing 

countries that have arguably political issues. A good quality of institution usually refers to a 

well-established legal protection system for MNEs, relatively friendly economic policy and 

government regulations and low corruption (Dong et al., 2011). Wheeler and Mody (1992), 

who comprehensively study the relationship between international investment and location 

decisions, find that risk is not significantly correlated with the ODI activities. They argue that, 

as key components of location determinants, institutional factors play a major role in ODI 

investment decisions. They include all the institutional factors in the risk list.  

 

Hines (1995) investigates the effects of American anti-bribery law on the FDI but 

fails to conclude that high-level corruption can reduce the FDI inward investment. 

Inconsistently, Wei (2000) studies the correlation between the effect of corruption on foreign 

direct investment from 14 source countries to 45 host countries. Their main findings suggest 

that a negative relationship exists between the corruption level in the host governments and 

the foreign direct investment. Apart from the degree of corruption, other institutional 

variables such as taxation policies, labor regulations, and property right are studied by some 

researchers; most of these factors are significantly related to the FDI (Asiedu, 2006; Bevan & 

Estrin, 2004; Fung et al., 2000; Pajunen, 2008).  

 

Asiedu and Lien (2011) further examine the relationship between institutions and FDI, 

using a larger panel data from 112 developing countries during the period from 1982 to 2007. 
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Interestingly, they investigate whether the natural resources can alter the relationship between 

the democracy in host countries and the FDI. They find that democracy promotes FDI if the 

percentage of natural resources in total exports is less than the critical value. They identify 90 

countries in their data sample, and they find that in some countries strong democracy can 

promote FDI, but in another 22 countries an increase in democracy may reduce FDI. Their 

study indicates an interactive relationship among the institution, natural resource, and FDI. In 

the resource-rich countries, such as the Sub-Saharan Africa region, resource-rich countries 

receive a significant amount of FDI. However, their institutional quality is poor (Asiedu, 

2006). Investigating the joint influence of institutions and natural resources on FDI can gain a 

better understanding of the motive behind FDI. Kolstad and Wiig (2012) find the significant 

importance of an interacting effect of institutions and resources on China’s ODI, suggesting 

that Chinese ODI are more attracted to a country with a poor institutional environment but 

that has abundant natural resources.  

 

2.4 General studies on China’s ODI 

The previous section, which reviewed the determinants of FDI, suggested three major 

motivations for FDI: market-seeking FDI, resource-seeking FDI, and efficiency-seeking FDI. 

However, most studies and theories investigating FDI are viewed from the angle of 

developed economies, as previously developed countries were the dominant resource 

countries that invest overseas. Therefore, it is also important and meaningful to explore FDI 

from the view of emerging economies. This section particularly focuses on ODI from China 

in terms of both empirical and policy-oriented studies, as China has now become one of the 

largest FDI source countries among the developing countries. The remainder of the section is 
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organized as follows: Section 2.4.1 reviews empirical studies on China’s ODI and Section 

2.4.2 discusses China’s ODI studies from the policy-oriented view.  

 

2.4.1 Review of empirical studies on China’s ODI  

As FDI activity is more related to the policy development, especially in the context of 

China’s political system, this sub-section reviews some of the policy-oriented studies on 

China’s ODI. These studies focus mainly on the Chinese ODI development, particularly with 

reference to Chinese investment in some important host countries, such as Australia, the 

European Union (EU) and the US. Different from empirical studies, a review of the policy-

oriented papers can deliver a deep understanding of policy implementation and can provide 

better insights into the policy applications. Policy-oriented studies also include a discussion 

of the regulatory framework in each host country, as well as a critical overview of some of 

the issues affecting Chinese investment decisions and changes in policy, to pursue China’s 

ODI objectives.  

 

Buckley et al. (2007) are among the first researchers to attempt to formally investigate 

China’s ODI. Focusing on examining the determinants of China’s ODI over the period 

between 1984 and 2001, Buckley et al. (2007) analyze the impact of macroeconomic 

variables, resource variable, political risk, and culture proximity on China’s ODI flows by 

using the Pooled Ordinary Least Squares (POLS) and random effects methods. They find that 

political risk, market size, and resource variables are significantly associated with China’s 

ODI. Their sub-sample tests also find distinct results. In the first phase (1984-1991), market 

size and culture proximity are important determinants, while in phase two (1992-2001), 

natural resource, political risk, cultural proximity and policy liberalization are significant 
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ODI drivers. One of the unprecedented findings of their study is that host countries with 

higher political risk can receive more China’s ODI flows. This finding is contrary to previous 

findings which had investigated ODI from developed countries. According to the traditional 

FDI theory, FDI source countries are more likely to invest in countries with better 

institutional conditions. This major finding has raised the awareness of other scholars 

exploring China’s ODI and more relevant studies have followed Buckley et al. (2007)’s 

research.  

 

Using China’s ODI data from 1991 to 2005, Cheung and Qian (2009) investigate the 

determinants of ODI by employing panel regressions. Dummy variables are widely used in 

this study to capture the time effect and the change of policy effect on China’s ODI. Cheung 

and Qian (2009) find that China’s ODI is driven by different sets of factors for developed 

countries and developing countries. Results from their sub-sample test suggest that China’s 

ODI displays different investment patterns between developed and developing countries. A 

market-seeking purpose and a resource-seeking motive are the two common main 

motivations for China’s ODI, in both developed and developing regions. In the developing 

countries, China’s exports are significantly related to China’s ODI flows; the holding of 

foreign exchange reserves increases the ODI in developed countries. These researchers find 

no evidence that China’s ODI is attracted by the abundant natural resources in Africa and 

other oil-producing countries. Inconsistent with Buckley et al. (2007)’s results, they find no 

significant relationship between China’s ODI and the host countries’ institutional quality.  

 

Cheng and Ma (2010), who include more than 150 countries in their data sample and 

who cover the sample period from 2003 to 2006, examine China’s ODI by analytical 
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description and empirical analysis. Differing from these two previous studies, Cheng and Ma 

(2010) introduce China’s “go global” policy and provide a systematic description of China’s 

ODI pattern and composition, using data obtained from the Ministry of Commerce of China. 

The results suggest that the real GDP of host economies have a positive impact on the 

amounts of Chinese ODI flows and ODI stocks. Their real GDP per capita have no impact on 

FDI flows but a negative impact on FDI stocks. Using an alternative ODI data source, Cheng 

and Ma (2010) find that real GDP, real GDP per capita, foreign reserves, currency 

appreciation, and time trend all have significant positive impact on the China’s ODI flows 

and stocks. One of the limitations of this paper is that they do not include institutional and 

resource factors into the empirical model to investigate its impact on China’s ODI.  

 

Zhang and Daly (2011) explore China’s outward FDI determinants using unbalanced 

panel data analysis. Using ODI data from 2003-2009, 23 host countries are included in the 

data sample. They find that China’s outbound investments are attracted by international trade, 

market size, economic growth, the level of openness and natural resources of host countries. 

Variables like exports volumes from China, GDP per capita, and GDP growth, are all 

positively related to China’s ODI. Dong et al. (2011) compare the determinants of Chinese 

and US’ outward investment from 2005 to 2006, find that distance, infrastructure facilities, 

and the energy serves are significant factors in attracting FDI flows. No significant 

relationship is found between the institutions and FDI flows from China in their study. 

Ramasamy, Yeung, and Laforet (2012) evaluate the ODI patterns of publicly listed Chinese 

firms during the period 2006-2008. By using the Poisson count data regression model, they 

find that firms with different ownership have different motivations when they invest overseas. 

State-owned companies are attracted by countries with sufficient natural resources, although 
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these countries’ political environments are risky. Private firms are more attracted by external 

markets.  

 

Li (2012) utilizes current FDI theories to explore the motivations of China’s ODI, 

covering the sample period from 2002 to 2010. This paper finds that Chinese ODI is related 

to market size, geographical distance and natural resources. Results indicate that China’s ODI 

follows the pattern of FDI from developed countries, regarding the motivations of market 

seeking purpose and resource seeking purpose. This study also investigates the role of 

institutional environment on China’s ODI. Consistent with Buckley et al. (2007)’s results, 

this study finds that China’s ODI is attracted to countries with weak institutional environment.  

 

Kolstad and Wiig (2012) also perform an analysis of the determinants of China’s ODI 

flows from 2003 to 2006. Different from the studies of Buckley et al. (2007), Cheung and 

Qian (2009), Cheng and Ma (2010), and Zhang and Daly (2011), Kolstad and Wiig (2012) 

use data on approved ODI values instead of actual investment values. They argue that results 

obtained from approved ODI values can be biased, as investments that are authorized as 

approved may be different from the actual ODI investment amount. By using China’s ODI 

data extracted from UNCTAD for 142 host countries, Kolstad and Wiig (2012) specifically 

investigate the impact of institutions and natural resources on China’s ODI, finding that both 

the institutional background of host countries and of natural resources have interactive effects 

on China’s ODI. Countries with poor institutions, but that have abundant natural resources, 

can attract more FDI from China.  
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Yang, Cheng, and Lin (2015) investigated the determinants of China’s ODI between 

2003 and 2009. To differentiate this study from previous studies that investigate FDI, their 

study adopts a new institutional variable to conduct the empirical estimations. The civil rights 

index, surveyed by the Freedom House, is used as the institutional proxy. Their results 

suggest that China is likely to invest in countries with high risks. This finding is consistent 

with those of Buckley et al. (2007) and of Kolstad and Wiig (2012), which both find a 

positive relationship existing between China’s ODI and political risk. Yang, Cheng, and Lin 

(2015) also indicate that gaining advanced technology and accessing natural resource are two 

primary motivations that encourage China to undertake ODI projects. 

 

Wang and Li (2017) argue that mainstream global integration includes international 

trade and capital flow. Exporting a large amount of goods and services to developed countries 

has made China into the biggest export country in the world, titled as the “world factory”. 

However, China has now faced both a downward trend of exporting offshore and a growing 

trend of ODI. This suggests that capital flow is likely to replace the role of international trade 

for integrating into the global economy. Wang and Li (2017) find that the rapid growth of 

China’s economy and supportive policies has significantly promoted China’s ODI outflows.  

 

In accordance with FDI theories, selected empirical studies are reviewed. These 

studies all focus on China’s ODI. Studies find that determinants of China’s ODI can be 

categorized into different factors: market-seeking purpose and resource-seeking purpose are 

the most popular attracting China’s ODI. Political risk in the host countries also has a 

substantial impact on China’s ODI decision making. Results suggest that, compared to other 
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developed countries, China is still a young and inexperienced international investor and the 

literature on investigating China’s ODI behavior is still emerging.  

 

2.4.2 Review of policy-oriented studies 

Currently, a significant portion of China’s ODI literature is policy-oriented. As FDI 

activity is more related to policy development, especially in the context of China’s political 

system, the remaining section reviews some papers which focus mainly on the Chinese “go 

global” policy. These policy-oriented papers differ from empirical studies in that they can 

deliver a deep understanding of policy implementation and can make better suggestions to 

improve the policy application. The following section provides an extensive outlook on the 

Chinese ODI development, with a particular response to China’s ODI projects in some 

significant host countries such as the US, Australia, and some European countries. It also 

includes a discussion of the regulatory framework under each host country and a critical 

overview of some issues affecting Chinese investment decisions and changes in policy related 

to pursuing China’s ODI objectives.  

 

Most recent policy-oriented literature suggests that China’s regulatory regime is the 

most significant determinant of Chinese ODI decisions (Buckley et al., 2008; Cui & Jiang, 

2012; Luo, Xue, & Han, 2010; Sauvant & Chen, 2014). Sauvant and Chen (2014) claim that 

China’s framework serves two primary objectives that: to make Chinese MNEs more 

competitive within the fierce competition and to assist less developed countries such as some 

African countries to achieve their economic prosperity. According to these two objectives, 

China’s ODI regulatory framework has shifted from restricting to facilitating, supporting, and 



46 
 

encouraging ODI, but the evidence shows that there are still strong administrative controls 

that make ODI clumsy.  

 

State-owned enterprises (SOEs) can particularly benefit from the current framework. 

Sauvant and Chen (2014) note that SOEs usually benefit from the current framework, 

especially when internationalizing through ODI. He and Wang (2014), who examine the 

Chinese ODI regulatory regime from a different angle, suggest that although Chinese ODI 

displays an upward trend, more barriers and protectionism against Chinese investment have 

also been established. For example, some host countries complain that Chinese investors 

(SOEs) have threatened their fair market competition and even their national security. They 

argue that the support from the Chinese government gives SOEs an unfair competitive 

advantage, and their transparency and true intentions are questioned.  

 

Although Chinese ODI has spread to almost every corner of the world, the dominant 

host countries are Australia, Canada, the EU, the US, and some countries in Africa. Rosen 

and Hanemann (2014) examine the implication of the relationship between the US and China 

by investigating Chinese firms’ FDIs. They investigate current and future policy issues such 

as national security, market access, and antitrust, as presented by Chinese FDI in the US. 

They conclude that the relationship between the US and China varies with China’s direct 

investment flows. The US can obtain enormous benefits in the form of capital, job 

opportunities and technology spillovers with China’s FDI (Rosen & Hanemann, 2014). 

However, with the different attribute of the Chinese government and economy, national 

security has been regarded as the first priority for policymakers and will remain essential.  
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Some new issues, such as the distortion of global asset prices and legitimate concerns, 

should be paid attention by Chinese policy makers. Woo (2014) argues that China’s SOE 

capital investment has significantly shaped the Canadian oil and gas industry and has 

triggered the discussions about the regulation of foreign direct investment. They doubt that 

the major part of Chinese investment inflow is from the largest source of SOE capital flows. 

Hence, in the form of controlling, some amendments have been made to the Investment 

Canada Act that have resulted in a more difficult situation for SOE investment. Furthermore, 

some questions have arisen regarding the country’s attraction as a FDI recipient country. 

However, Woo (2014) suggests that, in the process of reviewing SOEs in the investment, 

non-discrimination should be the primary focus. Regarding the policy regime, the Canadian 

government does not need to establish a set of additional rules to against Chinese SOEs’ 

investment if they aim to support their inward FDI. 

 

Mendelsohn and Fels (2014) claim that receiving FDI has become an important 

contributing factor in the Australian economic prosperity. The recent major Australian 

investment inflow of FDI has been taken by Chinese SOEs. Although Chinese SOEs have 

invested a significant amount of capital in Australia, Chinese FDI has been considered 

controversial. Mendelsohn and Fels (2014), who investigate the Australian foreign 

investment regime, study especially the Foreign Investment Review Board (FIRB). When 

examining whether the FIRB could better serve Australian foreign trade policy interests and 

reduce Chinese perceptions of untransparent and discriminatory foreign investment regime, 

they suggest that the corporate governance of Chinese firms should be improved, particularly 

through providing greater transparent paper works and disclose more information.  
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Similar to other countries or regions, the significant growth of Chinese direct 

investment in the EU has also triggered a dispute that China may control European 

economies shortly. With these popular concerns and discussions, the speed and trend of 

Chinese FDI have slowed down. Nicolas (2014), who differs from other scholars who argue 

that China’s SOEs have more negative effects on their country’s economic prosperity, 

suggests that repeated calls posed by these inflows are overstated. That study concludes that 

the EU should set up a systematic approach to regulate inward foreign investment in the EU, 

no matter which the host country is. For instance, the most realistic option is using the 

existing mechanisms, such as completion policy, to set up a more systematic and coordinated 

system. Also, in terms of the principle of positive reciprocity, the negotiation of a China-EU 

bilateral investment agreement should be supported as a transmission to enhance the EU’s 

bargaining leverage. 

 

2.5 Country-level macro corporate governance and ODI  

Determinants of outward FDI, the single largest component of capital inflows 

investing to markets in other countries, have been examined in the previous studies. The 

literature review in the preceding sections has also discussed several studies on some ODI 

determinants such as market size and trade factors. However, the role of corporate 

governance at an aggregate country-level has been neglected. This is mostly due to the lack 

of good quality data on corporate governance measures and the difficulty in collecting such 

data. Country-level macro corporate governance is a quantitative measure of the quality of 

the governance infrastructure of different countries. It provides cross-country indicators of 

different features of governance. These indicators range from the impact of the corruption 

level in the political system on foreign investments, the efficiency of public services delivery 
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and the ways of citizens to settle disputes (Kaufmann, Kraay, & Zoido-Lobatón, 1999). 

Instead of one or two proxies of governance, country-level macro corporate governance 

combines related governance indicators with a number of aggregate governance indicators.  

 

The main strands of FDI theories have given very little explanation of how country-

level macro corporate governance affects FDI. However, it is reasonable to consider that a 

relationship exists between corporate governance and FDI. As good quality governance 

infrastructure can improve the investment environment in host countries, it is possible that a 

well-established structure of corporate governance that fits the economy can attract investors 

from overseas.  

 

Most of the relevant literature that investigates country-level corporate governance 

and FDI flows has focused on the particular elements of political risk, such as the level of 

corruption, the degree of democracy or the legal environment. Wheeler and Mody (1992) use 

the principal component analysis method, combining the corruption factor with another 

twelve variables to construct an indicator for measuring the impact of corruption on foreign 

investments. However, they failed to find a significant relationship between the level of 

corruption in host countries and FDI. Wei and Shleifer (2000) further analyze the impact of 

corruption on capital-importing countries through receiving capital inflows, in both volume 

and composition. Their results suggest that massive corruption shrinks the size of FDI 

inflows.  

 

Viewing from the angle of the degree of democracy, Rodrik (1996) explores the 

linkage between democracy and FDI. That study focuses on investigating the FDI behavior of 
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US multinational enterprises and finds a significant impact of democracy on the value of 

foreign investments by US firms. The results suggest that countries with weaker democracy 

attract less FDI from the US. Harms and Ursprung (2002), using 62 emerging economies’ 

data during the period from 1989 to 1997, find that civil and political freedom is significantly 

considered before multinationals invest overseas. Similarly, Busse (2003) investigates the 

relationship between FDI and democracy in a systematic way, using cross-sectional and panel 

data regression. The results suggest that multinationals are more likely to invest in countries 

with a higher level of democracy.  

 

Some literature has focused on the importance of the legal and regulatory 

environment of host countries in attracting FDI. Maskus (1998) examines the impact of the 

intellectual property rights (IPRs) on FDI and technology transfer. Results suggest that 

strengthening IPRs can attract more FDI. However, the relationship is unstable and dependent 

on different industry sectors. Industries which are easily replaced are more sensitive about 

IPRs. La Porta, Shleifer, and Vishny (1997), who use a sample of 49 countries, find that 

countries with poorer invested protections, such as incomplete legal rules and low quality of 

law enforcement, are less likely to attract investments from overseas.  

 

The previous section reviewed the impact of different political elements of 

governance infrastructure on the FDI flows. However, the ways of measuring the attributes of 

governance infrastructure are diverse. Importantly, few studies use the consistent and 

systematic governance infrastructure to investigate its impact on FDI. One of the major 

studies to assess the impacts of governance infrastructure on both the inflows and outflows of 

foreign investment, conducted by Globerman and Shapiro (2002). Globerman and Shapiro 
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(2002) are among the first to formally attempt to explore the relationship between the 

governance infrastructure and FDI flows for a broad range of countries. They utilize the 

Kaufmann, Kraay, and Zoido (1999) dataset to examine the effects of governance 

infrastructure on both FDI inflows and outflows for a wide sample of developed and 

developing countries over the period from 1995 to 1997. Their results significantly highlight 

the importance of country-level corporate governance in both ODI and inflows, as better 

governance infrastructure in host countries can help improve investment conditions that will 

attract ODI.  

 

Globerman and Shapiro (2003) extend their research by examining the significance of 

governance infrastructure as a determinant of the FDI from US. A two-stage analysis used in 

their study found very different results across various regions. Developing areas are least 

likely to attract foreign investments and therefore such areas need to improve their 

governance infrastructure to receive positive FDI inflows. Another useful finding is that 

countries with systems originating from English common law attract more FDI from US. This 

suggests that an open and complete legal system is necessary for ODI attraction.  

 

In a more recent study, Adeoye (2007) uses the World Bank Governance Indicators 

by Kaufmann et al. (1999) to investigate the relationship between country-level corporate 

governance and FDI inflows in 33 emerging markets from 1997 to 2002. The study includes 

control variables such as literacy rate, inflation rate, GDP per capita and trade openness in the 

estimation, but the results suggest that none of these control variables are significantly related 

to FDI. The findings of the study, which are consistent with Globerman and Shapiro (2002, 
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2003)’s findings, conclude that macro-level corporate governance has a positive and 

significant effect on FDI inflows.  

 

A similar study, conducted by Asiedu (2006), focuses on examining the SSA region 

because the SSA receives a substantial amount of FDI every year. The study argues that the 

common perception is that the SSA attracts so much FDI inflow because of its bountiful 

natural resources, but this is not the only driver that can attract FDI. Well-developed 

infrastructure, low inflation, and an efficient legal system all have positive effects on 

attracting FDI, while the countries with high level of corruption and political instability 

cannot promote FDI. 

 

A review of the FDI theories and empirical studies found that very few attempts have 

been made to examine whether countries with different macro-corporate governance can 

receive more or less outbound investments. Specifically, there is no prior study that 

investigates the effects of macro-corporate governance on China’s ODI. In recent years, 

China has become the third largest country that invests overseas, indicating a rise in this new 

economic power on the world economic stage. Therefore, it is critical and significant to study 

the characteristics of China’s ODI. This study adds to the literature by examining the effects 

of governance infrastructure factors on China’s decisions to undertake ODI. In particular, this 

study assesses the impact on the ODI decisions of several factors. In particular, this study 

assesses the impact on the ODI decisions of six main factors: citizens’ voting rights, host 

countries’ political stability, host governments’ effectiveness, regulatory quality, rule of law 

and control of corruption. 
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2.6 Firm-level corporate governance and firm’s characteristics 

Previous sections have reviewed the literature on the impact of country-level 

corporate governance of host countries on FDI flows. Now the perspective shifts from macro 

to micro to review the impact of firm-level corporate governance on ODI. At the firm level, 

good corporate governance ensures firms perform efficiently and help firms make better 

strategic decisions, such as undertaking FDI projects. However, not enough investigation of 

the role of firm-level corporate governance on ODI has been done. Therefore, the focus of 

this section is on studies which examine this role of firm-level corporate governance on firms’ 

characteristics, although studies exploring the relationship between corporate governance and 

firm’s strategic decision making are also reviewed.  

 

2.6.1 Corporate governance in China 

China has a unique economic system type that differs from the economic types of 

other countries such as the US and Australia. Since 1949, the whole national economy is 

controlled by the Chinese government, which is responsible for planning and managing the 

economy. Under this directed system, the Chinese economy grows extremely slowly and most 

of the enterprises are controlled by the government. From 1978, the economic system has 

changed to a socialist market economy and this particular economic model is employed by 

the central Chinese government. With the original planned economic system controlled, the 

authorized rights are more dedicated to business enterprises, and more independence 

originally controlled by the state government has been granted to them. This means both 

government officials at local levels and managers have more authority than before (Wei, 

2003).  
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In the process of reforming to establish a modern enterprise system, corporate 

governance has become a focus of attention as it is such an essential way to improve firms’ 

performance (Wei, 2003). Although China now has a socialist market economy, it still 

follows a top-down process, which means that the government’s guidance is essential. China 

now still needs to find an efficient and rational model of corporate governance. One key 

concept in China’s economic reform is corporatization, which was not introduced until the 

early 1980s. Its introduction was widely discussed through the media, with a considerable 

number of arguments against corporatization. People who oppose corporatization believe that 

corporatization can dilute state ownership in state-owned enterprises and can lead to 

privatization. They further argue that privatization cannot solve problems such as inefficient 

management, but can still destroy the advantages of public ownership (Yu, 1997). 

 

Corporatization started in the 1980s and became self-sufficient once it has been 

included in the 1994 Company Law. The vital part for studies of this corporatization reform 

is to examine whether SOEs have become economically efficient. However, the state has 

played multiple but contradicting roles in the SOEs, as they are the owner, the supervising 

manager and even the creditor at the same time. For all the enterprises in one state, the state 

government has to consider the economic efficiency for all the SOEs as well as the economic 

performance for each particular firm. Therefore, it is necessary to introduce a corporate 

mechanism into SOEs to improve the overall efficiency. In the next section, studies that are 

relevant to the impacts of China’s corporate governance on China’s firms’ characteristics are 

reviewed.  
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2.6.2 Corporate governance and market valuation  

The extent of the agency problems between controlling insiders and outsider investors 

has important impact on the market valuation. According to the agency problem theory, there 

is always a conflict of interest between controlling shareholders and outside investors, as 

insiders do not have full ownership of the cash flow rights of the firm (Lemmon & Lins, 

2003). Hence, it is valuable to study the empirical relationship between corporate governance 

and market valuation in different capital markets.  

 

Bai, Liu, Lu, Song, and Zhang (2004) explore the relationship between governance 

mechanism and the firms’ valuation of China’s publicly listed firms. Their results suggest 

that both the high concentration of non-controlling shareholding and the issuing of shares to 

overseas investors can increase firms’ market valuation. Their findings, which have important 

implications for both security regulatory authorities and the public firms in China, provide 

valuable information to help the Chinese policymakers design the most appropriate corporate 

standards for the Chinese capital market, thus providing additional value to shareholders. 

Black (2001) examines the association between corporate governance standards and firms’ 

market value for a sample of 21 Russian firms. Results indicate that the governance 

performance of Russian firms has an influential result on market value. 

 

Black, Jang, and Kim (2006) investigate the relationship between the corporate 

governance index and the market value of Korean public firms. They apply the POLS model 

and construct an instrument variable of “Korean legal rules” to conduct an analysis in which 

they find that a strong link exists between corporate governance standards and firm values. It 
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is interesting that they find a predictive power of board independence in forecasting the share 

prices: that greater board independence will result in higher market price. 

 

Hui (2003) uses Chinese corporate governance data to examine the relationship of 

debt financing, corporate governance, and market valuation. Their results suggest that debt 

financing has a significant influence on corporate governance standards. In addition, they find 

a significant relationship between debt financing and the market valuation of the firm, 

showing that corporate governance can affect firms’ market valuation. Lemmon and Lins 

(2003) use a sample of 800 firms in eight East Asian countries to study the effect of corporate 

governance, particularly within ownership structure, on market value during the region’s 

financial crisis that occurred in 1997. Their findings reveal that during the financial crisis 

period, corporate ownership structure played a major role in determining the incentives of 

minority shareholders. Through pyramid structures, when managers and the family members 

separate their control rights and cash flow rights, the market value shrinks in firms. 

 

Studies on the US market also find an association between firm’s governance practice 

and market value, but this association mostly shows a weak or even no relationship. Bhagat 

and Black (1999) use data from the Institutional Shareholder Services database to study 957 

large US public corporations during a period from 1985 to 1995. They find a quite unstable 

relationship between firm values and corporate governance. Their evidence suggests a 

possible negative relationship between independent boards and firm performance but it is 

difficult to prove that such a relationship exists. Once they changed the variables of 

presenting the firm performance, the relationship changed. They argue that the reason behind 

this is the endogenous board composition, as different firms require various types of boards. 
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2.6.3 Executive compensation and firm performance 

Both financial economists and accountants have paid considerable attention to the 

impact of corporate governance structures and executive compensation on corporate 

performance. The institutional context of the executive schemes is developed from the 

principal-agent model, which predicts that firms can design efficient compensation packages 

to minimize the conflict interests and to encourage executives providing better performance 

(Fama & Jensen, 1983; Jensen & Meckling, 1976; Mirrlees, 1976, 1997). The existence of an 

agency problem reflects the conflicts between the top executive compensation and the firm 

performance. Boards set the top executive payment based on both economic factors and the 

extent of agency problems (Jensen & Murphy, 1990b).  

 

The evidence found in previous studies is quite mixed about the relationship between 

the ownership structure and firms’ performance. Some studies find that companies paying 

high compensation usually have high shareholder returns (Jensen & Murphy, 1990). Others 

find evidence suggesting that firms with weaker governance structures usually have more 

serious agency problems (eg. Conyon, 1997; Conyon & He, 2011; Core, Holthausen, & 

Larcker, 1999). This section reviews those studies to find evidence in the literature for further 

analysis of the empirical relationship between executive compensation and firm-level ODI.  

 

Core, Holthausen, and Larcker (1999) use US firm data to examine the impact of 

corporate governance on top executive compensation and to study whether firms with weak 

governance structures have poor firm performance. Their findings suggest that board 

composition and ownership structure have significantly influenced CEO’s compensation. In 

addition, the negative coefficients on the board and ownership structure variables suggest that 
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when corporate governance structures are less efficient, top executives earn greater 

compensation. However, contrary to suggestions in some of the previous studies, there is no 

evidence suggesting that outside independent directors are more effective than inside 

directors or that outside independent directors can promote firm’s corporate governance 

standards.  

 

Conyon (1997) investigates whether there is a link between the top executive 

compensation and the quality of corporate governance with a sample of 213 large UK 

companies, covering the period from 1988 to 1993. The results indicate that having directors 

paid with high compensation can generate more returns for shareholders. However, this study 

finds limited link between corporate governance variables and executive remuneration 

packages. For the unbalanced panel data, the models disclose that the established of a 

compensation committee between 1988 and 1993 is negatively related to the top executive 

payments.  

 

Conyon and He (2011) attempt to focus on the ownership structure of China’s public 

firms, as the Chinese capital market is quite distinct from other capital markets. They 

investigate the impacts of executive compensation on corporate governance and firm 

performance in China’s publicly listed firms. They also compare executive payment in China 

to that in the US. Consistent with the agency theory, they find that executive remuneration is 

positively related to firm performance. The study indicates that in the state-owned firms the 

executive pay and top managers’ incentives are poorer. They also find that companies with 

more outside directors on the board have a higher pay-for-performance link and that private 

enterprises are more likely to replace the CEO for poor performance. In this study, fixed 
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effects model is applied to control for heterogeneity in the firm and for managerial quality, 

they find that share ownership of CEOs is an essential mechanism to line up interests 

between board and managerial group.  

 

2.6.4 Corporate governance and earnings management 

Accounting techniques are used in the earnings management to create financial 

statements that display a positive way of a company’s financial performance. Accountants 

take advantage of accounting rules and produce financial reports that enlarge earnings and 

total assets. Governance structures and compensation schemes have evidently indicated that 

they have impact on publicly released financial information such as earnings management 

and financial performance (Cornett, Marcus, & Tehranian, 2008; Cornett, McNutt, & 

Tehranian, 2009; Liu & Lu, 2007; Marrakchi Chtourou, Bedard, & Courteau, 2001; Xie, 

Davidson, & DaDalt, 2003). The motivation for investigating the relationship stems from the 

concerns of the US Securities and Exchange Commission (SEC) about earnings management, 

as well as from the auditor committee’s incapacity to address earnings management (Levitt, 

1998). Cornett, Marcus, and Tehranian (2008) examine how governance structure and 

incentive compensation impact firm performance. Their main result is that adjusting for the 

impact of earnings management substantially increases the measured importance of corporate 

governance.  

 

Cornett, McNutt, and Tehranian (2009), who extend their research on the large US 

bank holding companies, examine whether corporate governance mechanisms have an impact 

on earnings and earnings management at those publicly traded bank holding firms. They 

apply the OLS model and find that performance, earnings management, and corporate 
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governance are endogenous, and thus a simultaneous equations approach is used. Their 

results are consistent with their previous findings, that the pay-for-performance sensitivity of 

CEOs is positively related to earnings management. 

 

Marrakchi Chtourou, Bedard, and Courteau (2001) explore the impact of corporate 

governance standards and audit committees on the earnings of management through 

discretionary accruals. Using a sample of 300 firms from 1997, they find that earnings 

management is significantly related to the corporate governance standards in the audit 

committee and in the board of directors. Their results indicate that an effective board and 

audit committee can prevent earnings management behavior. Liu and Lu (2007) firstly 

introduce a tunneling perspective to examine the relationship between corporate governance 

and earnings management in China. They use data from China’s listed companies from 1999 

to 2005 and empirically demonstrate that a negative relationship exists between earnings 

management and corporate governance standards. Results suggest that firms with higher 

corporate governance standards have lower earnings management. Xie, Davidson, and 

DaDalt (2003) examine the board of directors, the audit committee, and the executive 

committee in constraining earnings management. They select 330 US firms in the years 1992, 

1994, 1996, and 2005 and they empirically show that high-quality corporate governance can 

mitigate the corporate governance problem in China. Chinese public firms’ earnings 

management is significantly related to their corporate governance standards.  

 

2.6.5 Corporate governance and capital structure 

Capital structure is combined with the debt and equity that a company uses to finance 

its operation and growth in the long horizon. For most publicly traded firms, capital structures 
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are decided by firms’ top executives, and there will be conflicts between managers and 

shareholders. Hence, some capital structure studies examine the relationship between the 

capital structures and corporate governance practices, including the board size, board 

composition, and compensation. Their findings on the relationship are mixed and are unstable 

within the different regions, time periods and corporate governance characteristics selected 

(Berger, Ofek, & Yermack, 1997; Friend & Hasbrouck, 1986; Friend & Lang, 1988; Harris & 

Raviv, 1988; John & John, 1993; Pfeffer & Salancik, 2003; Suto, 2003; Wen, Rwegasira, & 

Bilderbeek, 2002). 

 

Friend and Hasbrouck (1986) find that capital structure is largely determined by the 

optimization of management interests: even the conflict interests with the interests of 

shareholders when using data on the shares owned by officers and directors. Friend and Lang 

(1988) extend this study to effectively test the managerial-optimization hypothesis raised by 

Friend and Hasbrouck. Their findings suggest that the debt ratio is negatively related to the 

level of management investments. Pfeffer and Salancik (2003) indicate that there is a 

significant relationship between financial leverage and both board size and executive 

compensation. In contrast, Berger et al. (1997), using a panel of 434 firms between 1984 and 

1991, find that the leverage is lower when the board size is larger and the low debt ratio is 

related to a small group of outside directors. Similarly, John and John (1993) study the 

interrelationship between top-management compensation and capital structure and find a 

negative relationship between debt ratio and pay-performance sensitivity.  

 

By utilizing the agency cost approach, Suto (2003) analyzes the impact of corporate 

governance on capital structure in Malaysia before and after the Asian financial crisis 
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occurred in 1997. The results suggest that the concentration of risks in the banking sector, as 

well as the social policy supporting the dispersion of corporate ownership, weaken the 

corporate governance mechanism and induce excess corporate investments, thereby 

worsening the distress of the business sector during the crisis in Malaysia. Wen et al. (2002) 

study the association between corporate governance and firms’ capital structure in Chinese 

listed firms. Their results suggest that managers prefer lower financial leverage when there is 

stronger corporate governance in the firm. However, compared to the results of other studies, 

the significance level of their findings is not stable. For example, the significance exists only 

when the CEO is tenured; the significance disappears when there is a fixed CEO 

compensation. 

 

2.6.6 Corporate governance and firm cash holdings 

The agency problem states a conflict between managers and shareholders. Another 

relevant issue addressed within this conflict is the decision of how to invest internal funds 

made by shareholders and managers. Sufficient cash reserve can provide low cost financing 

for firms, and therefore managers attempt to reduce the external financial costs in capital 

markets by finding the best way to maintain adequate interior financial flexibility (Ozkan & 

Ozkan, 2004). Investigation of the relationship between cash holdings of firms and corporate 

governance has recently gained great attention in the empirical literature (Chen, Chen, 

Schipper, Xu, & Xue, 2012; Dittmar & Mahrt-Smith, 2007; Dittmar, Mahrt-Smith, & Servaes, 

2003; Harford, Mansi, & Maxwell, 2012; Kusnadi, 2011; Pinkowitz, Stulz, & Williamson, 

2006).  
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Harford et al. (2012) examine the relationship between the management of cash 

holdings and corporate governance using a sample of US firms. They find that firms with 

lower standard corporate governance have smaller amount of cash reserves. They separate the 

companies into firms with good governance and firms with poor governance and find that 

firms with weak governance waste their cash reserves more quickly than do those with 

stronger governance. Pinkowitz et al. (2006) investigate whether the cash holding is low for 

minority shareholders in countries where corporate governance is weak. Using data from 35 

countries, they find that in countries with strong corporate governance, the value of the liquid 

assets is worth roughly the same as their original valuation to minority investors. By contrast, 

in countries with poor corporate governance, the value of liquid assets is worth much less. 

 

Distinct from the previous findings is the investigation by Ozkan and Ozkan (2004) of 

the empirical drivers of firm cash holdings for a sample of UK firms. Their findings provide 

strong evidence that ownership and board structure of companies play a major role in shaping 

cash holdings of UK companies. They find a non-monotonic relationship between managerial 

ownership and cash holdings. Their results suggest that cash holdings first decrease when 

managerial ownership is up to 24%. Although this study found no linear relationship between 

corporate governance and cash reserves, their findings still suggest that the quality of firms’ 

corporate governance is a key factor that determine cash holdings.  

 

2.6.7 Corporate governance and international market competition 

A considerable amount of literature explores the relationship between corporate 

governance and market competition. Evidence suggests that weakly governed firms are less 

efficient and are losing profits, as they are less prepared to respond to competitive pressures 
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from international trade (Chhaochharia, Grinstein, Grullon, & Michaely, 2016; Hart, 1983; 

Hermalin, 1992; Karuna, 2007; Raith, 2001; Scharfstein, 1988; Schmidt, 1997).  

 

Amore and Zaldokas (2015) investigate how corporate governance affects the ability 

of firms to compete in international markets by using a sample of US firms over the period of 

1976 to 1995. They find that firms subject to weak quality corporate governance suffer more 

from fierce international competition, especially when the firms are less productive and are 

located closer to foreign competitors. Their study comprehensively explores the impacts of 

corporate governance on international market trading; they also use methodologies such as 

introducing an instrumental variable, running natural experiments and performing event 

studies. 

 

The results reveal that managers in firms with bad corporate governance will not 

undertake actions to face an increase in international trade competition, and that corporate 

governance and competition have complementary effects. The interpretations they provide 

are that managers in firms with bad governance could have been more constrained financially 

in their actions and hence, even though these managers are willing to take actions, they are 

unable to respond effectively to the competition.  

 

This section has reviewed the impacts of corporate governance on aspects such as the 

firms’ market valuation, stock prices, and capital structure (Bai et al., 2004; Conyon & He, 

2011; Gompers, Ishii, & Metrick, 2001; Liu & Lu, 2007; Liu, Lu, & Chizema, 2014; Wen, 

Rwegasira, & Bilderbeek, 2002). Findings indicate that corporate governance in both 

developed and developing countries is important for enhancing firms’ operating performance. 
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Security regulatory authorities have recognized that they should design the best regulations 

for public enterprises and the capital market. Those improvements in the corporate 

governance will add extra value to the shareholders and will their future investments cost will 

be decreased in the long term.  

 

Although there are a large number of studies on corporate governance, these have 

mainly focused on investigating the relationship between corporate governance and firms’ 

operating performance. The effects of corporate governance on ODI decisions have received 

little attention. Previous studies on corporate governance suggest that corporate governance 

influences firms’ strategic decision making and the outbound investment is regarded as an 

important strategic decision of internationalization. Therefore, it is interesting and appropriate 

to examine the impact of corporate governance on ODI using publicly listed firms in China.  

 

2.7 Corporate governance and FDI decision making 

In previous sections, extensive studies on the relationship between corporate 

governance and firms’ performance have been reviewed. This section reviews the literature 

on exploring the role of corporate governance in firm’s strategic decision making. It is argued 

that a firm’s performance is a function of the strategic decisions made by the firm (Lien, 

Piesse, Strange, & Filatotchev, 2005). Therefore, it is useful to investigate the impact of 

corporate governance on a firm’s strategic decision making such as the decision to invest 

overseas. 

 

Lien et al. (2005) are among the first to explore the role of firm-level corporate 

governance on ODI decision making. They use a sample of 228 publicly listed firms in 
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Taiwan to investigate the impact of corporate governance characteristics on the ODI decision. 

They examine three different characteristics of the FDI decision: the firm’s decision about 

whether to undertake ODI projects, the extent of the firm’s international engagements 

through ODI, and the importance of ODI to the firms’ performance. Results suggest that the 

decisions for undertaking the FDI projects are affected by the family control and share 

ownership of the domestic financial institutions in Taiwan. Their findings indicate that 

corporate governance such as ownership structure has impacts on the firms’ strategic 

decisions.  

 

Many traditional companies, such as family-controlled firms, have recently changed 

their competitive strategies to look for more overseas investment opportunities. In Taiwanese 

firms, for example, the strategic decisions in the family controlled firms are made by senior 

managers. Most senior managers are family members, and other shareholders can only 

participate very little in firms’ decision making matters (Lien et al., 2005). Previous studies 

have suggested that family members mostly focus on strategic problem solving and 

competitive conditions, yet the impact of family control on foreign affairs have been 

neglected (Huff, 1990; Lien et al., 2005; Porac & Thomas, 1990). Therefore, it can be argued 

that family controlled firms can improve coordination in responding quickly to international 

competition.  

 

Within the unique characteristics of family-owned firms, their investment portfolios 

are mostly undiversified and are thus exposed to specific risks (Rugman, 1975). Therefore, 

international diversification through FDI can realize the exposure in the capital market, so 

family-owned firms should make more investment decisions on FDI. For SOEs or foreign-
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controlled firms in Taiwan, ODI is less essentially important, as their portfolios are more 

diversified (Lien et al., 2005). Bhaumik, Driffield, and Pal (2010) examine the impact of the 

ownership structure of Indian firms on their ODI decision making. Their data covers 196 

automotive firms and 581 pharmaceutical firms of Indian ownership, covering the period 

from 2000 to 2006. This study finds that family firms and firms with high concentrated 

ownership are less likely to undertake ODI projects, although strategic equity controlling by 

foreign investors facilitates outward FDI.  

 

As the board of directors plays the key role in making strategic decisions, FDI 

decision making should be influenced by board characteristics. Very little available literature 

is directly relevant to the effects of board characteristics on the FDI decisions: this section 

mainly reviews the studies about the influence of the board of directors on strategic decision 

making, as the FDI decision is one of these strategic decisions. Hambrick and Mason (1984) 

and Finkelstein and Hambrick (1996) formally introduce an “upper echelon” theory and 

indicate that the board characteristics have a considerable effect on strategic decision making 

and also on corporate governance. Some empirical research also confirms similar findings, 

particularly suggesting that strategies such as mergers and acquisitions, diversification, and 

encouraging export policy are decided by board characteristics (Hoskisson, Hitt, Johnson, & 

Grossman, 2002; Hoskisson, Johnson, & Moesel, 1994). 

 

Filatotchev, Wright, Buck, and Dyomina (1999) find that a negative relationship 

existing between export encouraging decisions and managerial ownership, but a positive 

relationship existing between ownership and export blocking policy. They use data on 

privatized firms in Russia, Ukraine and Belarus. Filatotchev, Dyomina, Wright, and Buck 
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(2001) note that a firm’s internationalization is an important determinant of a firm’s future 

development and therefore there must be a relationship between firm’s corporate governance 

and internationalization decision making. By adopting the integrated framework that 

combines agency theory and institutional theory, Liu, Lu, and Chizema (2014) examine the 

role of corporate governance in ODI decision making, as well as the inter-relationship 

between institutional factors and executive compensation in China, using a sample of Chinese 

listed firms. The results show that top-executive compensation and equity ownership have a 

positive association with ODI.  

 

Hu and Cui (2014) examine the influence of corporate governance factors on the 

decisions FDI of emerging economy (EE) firms. They integrate agency theory and the 

resource-based view to investigate the effects of controlling owner identity, non-controlling 

shareholder ownership, and the interactions of these with CEO power on the ODI of EE firms. 

They use 224 Chinese publicly listed firms and find positive effects of ownership of domestic 

investors and foreign firms’ corporations on the ODI of the firms. The power of the CEOs 

has become very significant in moderating the impacts on these firms. 

 

Huang et al. (2017) investigate the dark-side effects of China’s ODI. They argue that 

SOEs heavily depend on local governments, which may undermine manufacturing SOEs’ 

motivations to conduct ODI projects. They use a sample of 507 Chinese publicly-listed 

manufacturing SOEs during 2007-2013; their results show that a high percentage of state-

owned shares exert negative effects on SOEs’ ODI and that central SOEs are less likely to 

engage in ODI. Their results are very different from those of previous studies, which have 

found that substantial state ownership is good for EE firms’ ODI. 
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2.8 Conclusions  

This chapter has surveyed the FDI literature, including a review of FDI theories and 

selected FDI empirical and policy-oriented papers. The literature on FDI is vast; however 

most of the studies are from the perspective of developed countries because, during the last 

few decades, developed countries have been the major FDI source countries. However, in the 

last decade, emerging economies have become more significant in investing overseas, 

although there are still only a few studies on investigating the FDI behavior of emerging 

countries. To provide a comprehensive literature review on FDI, this chapter has included 

studies in both developed and developing ODI.  

 

Currently, there are five main FDI theories: the industrial organization theory, the 

product cycle theory, the internalization theory, the eclectic paradigm and the dynamic 

comparative advantage theory. Among these FDI theories, the eclectic paradigm developed 

by Dunning is regarded as one of the most comprehensive FDI theories. It is noted that the 

development of these FDI theories is based on the FDI behavior of developed countries. 

Towards a better understanding of FDI theories, further research on FDI theories from the 

perspective of an emerging economy is urged.   

 

This chapter has summarized previous empirical studies of FDI in different regions. 

The empirical studies can be divided into two major categories: host countries with locational 

preferences and countries with an ownership-specific advantage. The locational preference 

usually includes variables such as cheap and abundant labor, sufficient natural resources and 

raw materials, the size of the receipts’ countries advanced human capital, the high 

institutional quality and the exchange rate. The ownership-specific advantage usually 
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includes the self-enforcing attributions of MNEs, such as the scale of MNEs and the 

advanced technology and capital intensity. Literature on investigating the impact of corporate 

governance on firms’ characteristics and FDI is reviewed as well. These studies suggest a 

relationship between corporate governance and FDI in both aggregate level and firm level 

FDI flows.  

 

This chapter also provides a broad perspective on the development of Chinese ODI, 

particularly the review on the response to Chinese investment in some important host 

countries and regions, such as the US, Canada, Australia and the EU. These studies suggest 

that some countries believe that although Chinese sufficient capital investment has 

contributed to their countries’ economic development, Chinese SOEs’ corporate governance 

should be improved and be more transparent. For the FDI regulatory regimes, policymakers 

should pay more attention to better establishment of the process of foreign investment review. 

In general, the perceptions that China will take over the host country’s economy, and that 

China faces an opaque and discriminatory foreign investment regime, are broadly overblown. 

Hence, for the government’s host country government, it is necessary to realize that China’s 

FDI can contribute to their economic prosperity but the drawbacks of the investment review 

process should be minimized. For the Chinese government, more regulations and laws are 

needed to regulate the activities of SOEs. 
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CHAPTER 3  

CHINESE ECONOMY, FDI FLOWS AND POLICIES: 

AN ANALYTICAL EVALUATION  

 

3.1 Introduction 

Economic reforms implemented in China since 1978 have brought large commercial 

profits for China and have promoted China’s economic prosperity. Correspondingly, the type 

of Chinese economic system has shifted from a centrally-planned to a market-based economy 

(Jaggi, Rundle, Rosen, & Takahashi, 1996). The average economic growth rate has reached 

almost 10 percent, and more than 500 million people have moved above the poverty line 

(World Bank, 2014). China, with a population of 1.3 billion, has become the second-largest 

economy in the world, and is playing a significant role in the global economy. In 2015, China 

achieved all the millennium development goals (MDGs) and contributed to the achievements 

of MDGs worldwide (World Bank, 2017). Even though China’s GDP growth rate has slowed 

down gradually since 2012, it is still outstanding compared to other countries.  

 

The initial process of the economic reform was to open the economy. The first 

significant problem needing to be addressed was the food shortages needed for the large 

population. The keys for solving this were to liberalize regulations on international trade, to 

develop major industries and to give incentives to farmers and company executives. By doing 

this, production levels in agriculture and industry have improved substantially, and exports 

and imports have been significantly promoted. In addition, establishing the special economic 
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zones has become a major driver for increasing foreign trade. Foreign invested firms are 

encouraged to invest in the special economic zones with loosening trading regulations.  

 

One of the most essential influences behind economic reforms is the rapid expansion 

of international trade. The central government realized that “self-sufficiency” was not 

attainable without integrating with the world economy. With the general opening up policies, 

China’s exports and imports have both grown largely since 1979, at an average 15% increase 

rate. The “go global” strategy, first proposed in 2000, has contributed to a dramatic increase 

of both China’s FDI inflows and outflows during the last two decades. The “go global” 

strategy and various measures supporting the strategy continued to be infocus in the 10th Five 

Year Plan, the 11th Five Year Plan and the 12th Five Year Plan. The adoption of the “go 

global” strategy increased the transparency and predictability for the framework of FDI 

inflows and outflows, which has reduced host countries’ concerns about investments from 

China (Davies, 2013). The “go global” strategy has been considered to be highly successful 

due to the tremendous amount of ODI. China now ranks as one of the largest net exporters, 

with various ownership-type firms being permitted to engage in the international business.  

 

However, the rapid expansion of the economy has brought some challenges as well. 

Problems like rapid urbanization, income inequality, and environmental unsustainability have 

hindered the economic development during the last two decades. China’s 13th Five Year Plan 

(2016-2020) has considered these issues, to set the balance between environmental 

sustainability and social development, to increase the use of green energy, and to release the 

demographic pressure. The annual GDP growth rate target has been reduced from 7% (12th 
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Five Year Plan) to 6.5%, as the government attempts to rebalance the economy to achieve a 

“New Normal1” economic growth.  

 

In this chapter, the main procedures of economic reforms and the background on 

China’s economic development is provided in Section 3.2. Section 3.3 and Section 3.4 review 

China’s FDI inflows and outflows policies and their characteristics in detail. Section 3.5 

concludes the chapter. 

 

3.2 Economic reforms and growth performance in China 

3.2.1 Economic reforms in China: a historical perspective  

Before 1979, China’s economic system was centrally-planned. This economy type, 

originally developed by the Soviet Union, is the highlight of this economic system; the 

central government sets production targets, controls prices and allocates resources (Jaggi, 

Rundle, Rosen, & Takahashi, 1996; Morrison, 2012). During the 1950s and 1970s, the central 

government controlled China’s entire economy, and most firms were state-owned. The 

planned-economy controlled goods prices and productions, which caused the lack of 

competitions and profit margins of the whole industries. The key target throughout the period 

was to accelerate the industrialization process and to make China’s economy self-sufficient 

without any international trades. During the period, the Chinese government was not 

interested in international so foreign investments were close to zero. These economic policies, 

which obviously did not promote China’s economy, made China’s economy stagnant for 

quite a long time. China’s living standards were much lower compared with many other 
                                                           
1 “New Normal,” first introduced by Xi Jinping, the General Secretary of the Communist Party of 
China, indicates that the central government now attempts to achieve a slower but more sustainable 
economic growth.  
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developing countries. Joined ventures2 become the most popular investment mode to connect 

Chinese and foreign firms.  

 

Under the leadership of Deng Xiaoping in 1979, China started its long journey of 

transformation from a planned economy to a market mechanism economy. The aim of the 

reforms was to build the socialist market economy with Chinese characteristics. Meanwhile, 

China opened up its economy to the world stage. The remarkable decision on “economic 

reform,” made at the Third Plenum of the Chinese Communist Party Eleventh Party Congress 

on December 18, 1978, built up a milestone of China’s economic development. Reforms of 

the economic systems included rural reform and urban-industrial reform. The key target of 

the economic reforms introduced in both rural and urban areas was to raise productivity 

growth. By increasing the total productivity in industry and agriculture fields, autonomy in 

management was required to make decisions to improve the efficiency. During the reforms, 

the central government made efforts to increase firms’ autonomy and liberalization (Jaggi, 

Rundle, Rosen, & Takahashi, 1996). The core idea behind the liberalization was to reduce the 

intervention of government bureaucracies over the market.  

 

These economic reforms have gone through several key phases. In the first phase 

(1978-1984), the government realized that the first problem to be addressed was the food 

shortage. During the reforms, farmers were given more freedom, and the organization of 

agriculture was decentralized to each household. With the adoption of this reform, farmers 

had more incentives to improve their productivity and to reduce their production costs.  This 

                                                           
2  A joint venture is a business agreement: two or more parties are involved in this agreement to 
accomplish a business task. Each party shares resources and has equal responsibilities for profit and 
loss. 
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free market mechanism greatly increased the food supply and raised farm income levels. This 

successful scheme enhanced the confidence of the central government enough to introduce 

the reforms to industrial sectors. The economic reforms entered into the second phase (1984-

1987). In these reforms, business leaders were given more freedom and profits were allowed 

to be retained; by contrast, before this, the state-owned firms were obliged to submit all their 

benefits to the government. This new measure encouraged managers to set higher production 

targets and to apply more advanced technology to increase the productivity. Meanwhile, 

liberalizing prices setting and establishing the special economic regions had made the second 

phase into a critical stage of the economic reforms (Prasad, 2004).  

 

In the third stage (1988-1991), reforms of state-owned firms were continued and the 

“contract responsibility system” was adopted by these firms. However, these reforms lacked 

quality instruments for macroeconomic supervision. High inflation occurred during the 

period, and the government recentralized the price policies to control the inflation. These 

policies helped to stabilize prices but had significant negative effects on China’s economy. In 

the fourth phase (1992-1997), government intervention was reduced again, allowing the firms 

to gain more autonomy. These policies stimulated China’s economic growth at this stage. In 

1992, Deng Xiaoping, in an important statement, indicating that the complete market system 

was against the ideals of socialism and therefore it was essential to establish a socialist 

market economy. This guided governments to restructure their roles in developing the 

economy, as well as using the Five-Year-Plan set targets for reforms. In the fifth phase 

(1998-2004), because significant reforms were made in the late 1990s, the central 

government decided to delegate the ownership and control of small and medium sized firms 

to individuals. During these reforms, shares issued to enterprises’ managers and employers 



76 
 

provided incentives to perform better. More broad-based measures followed after this reform: 

improving the productivity, attracting FDI inflows, accelerating the domestic savings and 

reducing barriers to both internal and external trade (Chow, 2004).  

 

As noted, one of the fundamental policies of the market reform, the “open up” policy, 

has helped China to expand its international trade and attract a significant amount of FDI 

inflows, resulting in China becoming the third largest FDI source country. These initiatives 

not only improve the living standard for most of the Chinese population but also support the 

Chinese government to generate more reforms later on. During this reform, China established 

four SEZs: Shenzhen, Zhuhai, Xiamen, and Shantou. The aims of establishing these special 

zones are to increase export, to attract advanced technology, to earn foreign exchange, to 

absorb foreign investment, to create jobs, and to reestablish the foreign trade regime. Since 

the introduction of economic reforms, China’s economy has grown rapidly; Figure 3.1 shows 

China’s GDP since 1960. As can be seen, China’s GDP has grown substantially since 1979; a 

surge occurred after 1990, and the growth has maintained an upward trend.  

Figure 3.1: China’s nominal GDP growth: 1979-2015 

 
Source: The World Bank database 
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3.2.2 China’s economic growth and performance 

Before 1978, the central-controlled economic system allowed an insufficient number 

of corporations; only a few state-owned foreign firms existed under the Ministry of Foreign 

Trade. These companies lacked both knowledge of the market economy and expertise in 

exporting Chinese products (Tung, 2005). Therefore, as part of the reform, China decided to 

break up the situation of the monopoly control of foreign trade by decentralizing the trading 

rights and authorizing foreign trade corporations at state (provincial) or at lower level firms. 

As a supplementary policy for the “open door” policy, a “go global” (Zou Chu Qu) directive 

was formalized in the 10th five-year plan. This policy promoted some light industrial sectors 

such as textiles and electrical equipment in China, and some exports of raw materials, parts, 

and machinery.  

 

Until 2005, ODI projects totaling US$1.8 billion were approved, with the average 

project value around US$2.6 million (Buckley et al., 2007; Wong & Chan, 2003; Yu, Chao, 

& Dorf, 2005; Zhang, 2003). One of the difficulties for international trade was trading tariffs; 

those tariffs were reduced from 56% to 5% by 2010 once the reform policies were adopted. 

Furthermore, China itself started to remove the trading barriers; with those relaxed 

restrictions, China could successfully join the WTO in December 2001. This indicated that 

China would meet fiercer international competition when it opened up to the global market.  

 

The success of this economic reform and the investment liberalization has made 

China into a major trading player on the world economic stage. According to the data from 

the World Bank, China replaced Germany as the largest exporter in the world in 2009. In 

2012, China surpassed the US and became the largest merchandise importer. The exports in 
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China have increased dramatically since 1979; Figure 3.2 shows China’s merchandise exports 

and imports from 1979 to 2015. As can be seen, China’s merchandise exports increased from 

US$4.1 billion to 2.3 trillion by 2015. Although the global financial crisis of 2008 had some 

negative impacts on China’s export, the amount was still sufficient, accounting for 35% of 

GDP in 2008. China’s merchandise imports follow a similar pattern, and the volumes 

increased from US$18 billion to US$ 1.6 trillion by 2015. However, as indicated in Figure 

3.2, China’s export and import have reduced, and the international trade has slowed down 

since 2012. Economists attribute the cause of the drop to be in the decreasing prices of 

commodities, including gas and oil (Morrison, 2013).  

Figure 3.2: China’s merchandise exports and imports: 1960-2015 

 
Source: The World Bank database 

 

The Chinese economy experienced a tremendous increase since the reform, and some 

believed that it would maintain the growing trend in the future (Morrison, 2012). However, 

considering the recent data, China’s economic growth has indicated a downward trend. 

Previous studies have concluded that labor inputs, large-scale and low-cost investment, rapid 
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economic growth, a number of challenges have arisen, including the demographic problem, 

the damages on the environment, the rapid urbanization, the resource unsustainability and the 

economic inequality (Fulton, 2011; Zhang & Chen, 2017).  

 

In addition, the banking system in China, which is regulated and controlled by the 

central government, also faces some difficulties, as the financial system mainly supports the 

state-owned companies, which receive more privileges than received by private business. For 

example, during recent decades, the banking system started to set stable interest rates and to 

lend sufficient low-interest loans to certain state-owned companies. However, some firms had 

failed to pay back the loans, and these bad debts threatened the banking system in China. 

Inadequate laws and regulations had made it difficult for foreign companies to enforce their 

contracts in China. Corruption is widespread, and sometimes government connections 

become key factors in dealing with business successfully (Lawrence, 2013). These 

incomplete laws and rules have limited China’s economic development through the 

inefficient and partial allocation of resources (Morrison, 2012, 2013).  

 

Over the past few years, China’s economic growth rate has decreased from 12% to 

6%; this phenomenon suggests that, without having the problems solved, China’s economy 

will be endangered (Morrison, 2013; Zhang & Chen, 2017). Even though during the reform, 

the government has dedicated more rights and freedom to the capital market, the central 

government still plays a major role in the economic development. Under the current 

economic condition, it is important for China to keep the balance between economic 

development, social stability, and environmental sustainability. Economists agree that China 

is now at a turning point that is transforming the economic models. Significantly, policy 
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adjustments in response to these issues are required to maintain sustainable economic growth 

and China’s 12th Five Year Plan (2011-2015) particularly addresses these issues. 

 

Solutions have been found to tackle those problems, such as reducing pollution, 

improving education and healthcare, and settling a balance between environment and 

economic development. This suggests that the current aim for China should be for quality of 

life rather than for the pace of growth. During the last decade, the Chinese government also to 

moved its current economic model from being energy-intensive to being more efficient and 

having sustainable economic growth (Morrison, 2013). The government has formulated some 

policies to reduce dependence on resource-based and high pollution industries. Production 

levels in China currently continue to increase through adopting advanced technologies from 

foreign countries and developing green energy. China is transferring its economic status to a 

“new normal economy”. 

 

3.3 Inward FDI policies and inflows 

3.3.1 Inward FDI policies 

Since the economic reform in 1978, impressive improvements have been made to 

develop China’s regulatory framework for attracting and promoting investment from overseas. 

Until 2015, FDI inflows to China had reached US$2.8 trillion. This remarkable achievement 

suggests that China has formed a comparatively complete range of laws and policies for 

governing foreign investment and the “opening up” policies have sufficiently boosted FDI 

(Long, 2005). China’s favorable policies, such as providing tax exemptions and privileges to 

foreign investors, have become essential parts of formulating the economic reform policies. 
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With these preferential policies, foreign investors are entitled to have differential treatments, 

depending on the regions and industry.  

 

The “opening up” reform began in Guangdong and Fujian, the two largest southern 

provinces along the coast, then gradually extended to larger geographical regions in the 

inland provinces. In 1979, the central government established three areas in the Guangdong 

Province as special economic zones in China. The purpose of designating those three regions 

as SEZ was to take the geographical advantage. These three areas are close to Hong Kong 

and Macao, and only equity joint ventures are allowed to operate the business. In 1980, 

another SEZ was established in the Fujian Province, which is next to Taiwan. Between 1981 

and 1985, 12 coastal open economic zones, and 8 economic and technology development 

zones were opened in the Yangtze River and Pearl River deltas, Liaoning, Hebei, Tianjin, 

Shandong, Shanghai, Zhejiang, Jiangsu, Guangdong, Guangxi and Fujian provinces and 

regions. In the next few years, more special economic zones were opened to attract foreign 

investments (Démurger et al., 2002; Tang et al., 2012).  

 

After Deng Xiaoping made the Southern China trip in 1992, 23 economic zones were 

developed in major coastal port cities, located along with the Yangtze River. With the 

enforcement of the programs including Comprehensive Development of Western China and 

A Strategy for Rejuvenation of the Old Industrial Base of Northeast China, western and 

northern regions in Sichuan, Jilin, Heilongjiang, Inner Mongolia, Xinjiang, Yunnan, and 

Guangxi provinces were designated as economic zones. This suggests that FDI policies had 

started to focus on the inland regions and industrial bases. In 1995, China’s government 

encouraged foreign business in the emerging technology-oriented industries, and local R&D 
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centers were established to develop fields like electronic information, new materials, and 

bioengineering (Long, 2005). In 2001, to meet the requirements of joining the WTO, China 

amended FDI laws and policies. Accession to the WTO indicated that China had entered a 

new era of FDI liberalization.  

 

Figure 3.3 illustrates FDI inflows from 1982 to 2012. As can be seen, during the 

period 1981-1990, the amount of FDI inflows was insufficient, and the increasing rate was 

low and steady. To attract more FDI, the Chinese government issued the Amendments to the 

Joint Ventures Laws in 1990 to grant more legal rights to foreign invested firms. In addition, 

more trading freedom and tax incentives were given to these firms to create a better 

investment environment. The property rights protection law, the contracts regulation, and the 

income tax law for the foreign capital enterprises were developed to create more 

opportunities and a better investment environment. After 1992, the FDI inflows increased 

dramatically to US$44.237 billion. The Asian financial crisis in 1997 had negative impacts 

on China’s FDI, so the central government further liberalized the FDI policy to tackle the 

crisis. After 2001, with the impacts of entering the WTO, China became the largest recipient 

country of FDI in the world. By 2008, the FDI amount had tripled to US$171.53 billion but 

when  the Global Financial Crisis occurred, the FDI inflows plummeted to US$131.06 billion. 

To deal with the crisis, China implemented some policies to stimulate the economy, 

particularly programs dedicated to infrastructure projects. These policies boosted the 

domestic economy, but the FDI inflows did not increase.  
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Figure 3.3: China’s FDI inflows: 1982-2015 

 

 
Source: The World Bank database 
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Singapore and South Korea, the second and third largest sources of China’s FDI inflows, 

account for 5% and 4%, respectively. Figure 3.5 forecasts the favorite FDI destinations in the 

world from 2017 to 2019: China remains the second, just behind the US. This forecasting 

suggests that foreign investors are maintaining their confidence in investing in China and 

developing Asia’s economic growth. 

 

Figure 3.6 indicates the distribution of China’s FDI inflows in different industrial 

sectors in 2016. As can be seen, the distributions of FDI inflows to industrial sectors in China 
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which absorbs the second largest proportion of FDI, received20.9% of China’s total FDI 

inflows in 2016. According to previous reports on China’s FDI inflows, the manufacturing 

industry and the real estate sector have retained their levels since the beginning of the 

economic reform. 

 
 
 

Figure 3.4: Source countries for China’s FDI inflows 

 
Source: World Investment Report (2017), UNCTAD 

 

 
 
 
 

Figure 3.5: Projections of MNEs’ top prospective host economies (2017-2019) 

 
Source: World Investment Report (2017), business survey, UNCTAD 
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Figure 3.6: Major Investment Sectors, 2016 

 
Source: World Investment Report, UNCTAD 

 

 
  

43.20%20.90%

6.20%

5.70% 2% Manufacturing

Real estate

Business services
and renting

Wholesale and retail
trade



86 
 

3.4 Outward FDI policies and inflows 

3.4.1 Outward FDI policies 

Figure 3.7 demonstrates a whole picture of Chinese ODI. It can be seen that the value 

of ODI, which was only around several million in the 1980s and gradually climbed to 10 

billion in the 1990s, was quite small and stable. A steep increase to US$ 50 billion occurred 

in the 2000s and a continuous increasing trend was forecast. China’s cumulative FDI stock 

stood at US$374 billion in 2012 and is estimated to grow over this decade to US$5.15 trillion. 

Despite this, there is limited deep analysis of Chinese direct investment abroad, partly 

because it is such a recent phenomenon and research on it requires much effort to collect and 

clean the huge data set. Cheung and Qian (2009) indicate that the minimal investment in the 

1980s is considered to be driven by political instead of economic considerations. With 

China’s economic reform and the implementation of the “open door” policy, China has 

opened up to the world and engaged more in the internalization. The “open door” policy has 

not only attracted massive inward FDI but has also encouraged China itself to invest overseas.  

 

The amount of China’s ODI, which has increased dramatically during the last decade, 

has gone through six key stages. During the first stage (1979-1985), China’s ODI was 

regarded as a strategy to integrate China into the world economic stage, and the government 

was very cautious in approving the projects. During this period, the ODI amount was very 

small,, compared to its FDI inflows and the majority of the transactions were controlled by 

the government. Only state-owned companies could invest overseas, with an investment 

amount of 197 million dollars (Buckley et al., 2007; Salidjanova, 2011; Wong & Chan, 2003). 

During the second stage (1986-1991), the Chinese government became more liberalized and 

began to design policies to facilitate ODI. More companies, such as non-state-owned firms, 
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are now allowed to invest in other countries. At this stage, 891 projects were approved, and 

the investment value was up to 1.2 billion dollars.  

 

The third stage, from 1992 to 1998, has experienced both economic gain and loss. In 

1992, Deng Xiaoping made his famous South China trip and emphasized the importance of 

the economic reform and the “open door” policy. That policy stimulus led to a boost of 

China’s ODI flows, to US$4 billion in 1992 (Cheng & Ma, 2007; Hurst, 2011). Throughout 

the period, the Chinese stock exchange was opened, and more international activities were 

engaged, such as the stock market speculation from Hong Kong. Another essential policy that 

changed in this period was the reforming of China’s foreign exchange regime. China’s 

exchange rate before this period was set and published by the Chinese statistical agency, so 

the officially fixed exchange rate could hurt the foreign trade incentives (Xu, 2001).  

 

After 1994, the foreign exchange market was formed; this market-based floating 

exchange rate system has greatly devaluated China’s currency rate. This policy resulted in an 

over 50% ODI increase from 1993 to 1994, up to US$4.4 billion (Hurst, 2011). In 1997, the 

Asian financial crisis occurred; this led to the tightening of approving processes because of 

the bankruptcy of some overseas companies. The number of approved ODI projects declined 

from 1997 to 1998 (UNCTAD, 2009). Meanwhile, the Chinese government adjusted its ODI 

strategy and modified the policy to encourage direct investment abroad that could promote 

China’s exports via a “processing trade” investment. This directive shifted Chinese ODI 

policy from just promoting overseas investment to directing ODI.  
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In the fourth stage, from 1999 to 2001 the significant “go global” policy was 

implemented. This policy has encouraged domestic firms to undertake ODI projects through 

exports, therefore supporting the international trade. Firms can more easily access natural 

resources from other countries and can integrate with the international market with the policy. 

The total ODI stocks reached US$34.65 billion in 2001 (Hurst, 2011). This “go global” 

policy promoted China to join the WTO in 2001. Joining the WTO has provided Chinese 

firms opportunities to allocate resources and to enhance their international competitiveness 

(UNCTAD, 2012). The fifth stage went from 2001 to 2008. At the Communist Party’s 16th 

Congress in 2002, the “go global” policy was consolidated, indicating that the Chinese 

government understands the importance of “go out” for the domestic firms and the prosperity 

of Chinese economy.  

 

At the same time, the fierce local market competition and the high economic growth 

have made firms in China realize the significance of seeking new markets overseas. In 2004, 

the regulations for ODI approving procedures were reformed again, and the controls on the 

currency rate were removed as well. Another significant change in the ODI policy was made 

on July 16, 2004, by the Export-Import Bank of China and the National Development and 

Reform Commission to encourage overseas investments in specific areas. This policy mainly 

emphasizes the government’s responsibilities and suggests that Chinese government and 

MNEs should supervise and provide services. With these changes in the “going global” 

strategy, Chinese MNEs became quite engaged and aggressive in international capital 

markets, followed by large-scale acquisitions in the overseas market and particularly 

investment in the natural resources sector. However, the effectiveness of the strategy may 

have been hampered by certain government rules. For example, a 2005 survey of Chinese 
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companies suggested that the approval procedures were found to be unnecessarily 

complicated and too tight (Wong & Chan, 2003). 

 

These encouraging policies pushed the ODI stock to increase significantly to US$44.8 

billion in 2004 and tripled the amount in 2008, which was up to US$147.9 billion. However, 

the global financial crisis that occurred in 2008 had caused a slowdown in certain types of 

international transactions, compared to the previous years, although it still had a 6.5% growth 

rate. From 2009, the central government again changed the regulations on ODI to ease the 

procedures for approving ODI. For instance, the ODI project approving period is shorter, and 

the size of the foreign exchange reserves has increased as well. New regulations promote a 

growing number of domestic firms to undertake ODI; the data from the UNCTAD suggest 

that ODI projects are also moving to high-technology and new energy sectors (Hurst, 2011). 

In 2015, the total approved ODI stock had risen to US$249.859 billion; the amount had 

increased dramatically compared to the year 1999 when the “go global” policy was just 

implemented. By the end of 2016, the central government has revealed some new regulations, 

which sent a signal that the Chinese government will take certain actions to tighten the 

approval procedures over outbound investment.  

 

The trend of China’s ODI suggests that the economic reform and the “go global” 

policy have become successful in promoting China’s ODI. Several reforms on China’s ODI 

regulations also make the investment outflows more diversified in industrial sectors and 

geographical areas. In addition, the ownership of firms that undertake ODI is not only limited 

to government-controlled firms; private business can get involved in the ODI projects as well 

(Davies, 2013). It is undeniable that the Chinese central government has played an essential 
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role in formulating and consolidating the “go global” policy. After decades of reforming and 

liberalizing China’s “opening up” journey, China’s outbound investment has become well-

established. However, the ODI policy still needs more efforts to become more successful as 

the Index of Economic Freedom indicates that China’s outbound investment requires 

additional regulatory transparency of its policies (Hurst, 2011). For instance, a regular basis 

of ODI data could be published in a more detailed and understandable way by the official 

department (Davies, 2013). Continuing to put effort into policy reforming will further 

encourage China’s ODI, and Chinese investors may take advantage of the policy 

modifications to adjust their investment strategies.  

 

Figure 3.7: China’s outward foreign direct investment, 1982-2016 

 
Source: World Investment Report, UNCTAD 
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3.4.2 Outward FDI flows: trends and pattern 

The distribution of China’s OD has been very uneven. Figure 3.8 and Figure 3.9 show 

the regional distribution of China’s ODI flows and stocks from 2003 to 2012. As can be seen, 

most of the Chinese ODI, 78% in 2008, has been invested in Asian countries, while the rest 

of the world received only 20% of China’s ODI. There is a decreasing trend for Latin 

American investments and its share has dropped from 52% (Year 2005) to 7% (Year 2012). 

The developed countries including the EU and US have received the second and third largest 

of China’s ODI. Australia, Canada, Brazil and Russia attract large amounts of China’s ODI 

because these countries have abundant natural resources (Table 3.1). The US and UK also 

attract Chinese investment because they have large markets and advanced technology (Wang 

& Li, 2017). The general trend suggests that Chinese ODI destinations did not change 

significantly during this period.  

 

China’s ODI has concentrated on the oil and gas industry since the initial stage of 

outbound investment. Table 3.2 shows China’s ODI by sectors from 2007 to 2012. As can be 

seen, the two dominant sectors that received China’s ODI in 2012 were mining (14%) and 

leasing and business services (33%). The investments in the mining sector grew steadily from 

2007 to 2012. The accumulative overseas investment stock in the mining sector reached 

US$74784.2 million in 2007, compared with US$15013.81 million in 2005. The largest 

sector turned to leasing and business services, and the share increased steadily from 2004. 

Leasing and business services witnessed a dramatic growth, with the accumulated investment 

increasing from US$30515.03 million in 2007 to US$175697.95 million in 2012. Wang and 

Huang (2012) argue that a significant share of investments in leasing and business services is 

invested in vehicles for manufacturers or miners. It is notable that the share of the 
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manufacturing sector in total ODI is much lower compared to other sectors, although China is 

the world’s largest manufacturer. The reason is that the labor cost in China is still lower than 

in other countries, and China has the cost advantages of attracting manufacturing firms to 

establish factories. For the manufacturing sector, during 2007-2012, annual investments did 

not change significantly. However, a dramatical increase occurred in 2010: the investment 

amount was doubled to 17801.66 million dollars. The general trend for manufacturing was 

downward in terms of the percentage, but the absolute investment value still reached 

US$8667.41 million in 2012. 

 

 

Table 3.1: China’s outward FDI flow by major economies 
  2008   2012 
Economy Flows Share (%) Stocks Share (%)  Flows Share (%) Stocks Share (%) 
HK  386.4 69.1 1158.45 63  512.38 58.4 3063.72 57.6 
EU 4.67 0.8 31.74 1.7  61.2 7 315.38 5.9 
ASEAN 24.84 4.4 64.87 3.5  61 6.9 282.38 5.3 
US 4.62 0.8 23.9 1.3  40.48 4.6 170.8 3.2 
Australia 18.92 3.4 33.55 1.8  21.73 2.5 138.73 2.6 
Russia 3.95 0.7 18.38 1  7.85 0.9 48.88 0.9 
Total 443.4 79.3 1330.89 72.3  704.64 80.3 4019.89 75.5 
Notes: Data are extracted from the Statistical Bulletin of China’s Outward Foreign Direct Investment, 
various issues, the Ministry of Commerce, China. The unit is in billion US$.  
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Table 3.2: Distribution of Chinas ODI stocks by industry, 2007-2012 (millions of dollars) 
 2007  2008  2009  2010  2011  2012  
Industry Sectors US$ million Share  US$ million Share  US$ million Share  US$ million Share  US$ million Share  US$ million Share  
Mining 15013.81 13% 22868.40 12% 40579.69 17% 44660.64 14% 66995.37 16% 74784.20 14% 
Manufacturing  9544.25 8% 9661.88 5% 13591.55 6% 17801.66 6% 26964.43 6% 34140.07 6% 
Production and 
supply of 
Electricity, Gas 
and Water 

595.39 1% 1846.76 1% 2255.61 1% 3410.68 1% 7140.56 2% 8992.10 2% 

Construction 1634.34 1% 2680.70 1% 3413.22 1% 6173.28 2% 8051.10 2% 12856.04 2% 
Wholesale and 
Retail Trade 20232.88 17% 29858.66 16% 35694.99 15% 42006.45 13% 49093.63 12% 68211.88 13% 

Transport, 
storage and Post 12059.04 10% 14520.02 8% 16631.33 7% 23187.80 7% 25261.31 6% 29226.53 5% 

Banking  16719.91 14% 36693.88 20% 45994.03 19% 55253.21 17% 67393.29 16% 96453.37 18% 
Real Estate  4513.86 4% 4098.14 2% 5343.43 2% 7266.42 2% 8986.16 2% 9581.41 2% 
Leasing and 
Business Service 30515.03 26% 54583.03 30% 72949.00 30% 97246.05 31% 142290.02 33% 175697.95 33% 

Services to 
Household and 
other services 

1298.85 1% 714.68 0 961.37 0 3229.74 1% 1615.58 0 3581.24 1% 

Total 117910.50 100% 183970.71 100% 245755.38 100% 317210.59 100% 424780.67 100% 531940.58 100% 
Source: Data are from the Statistical Bulletin of China’s Outward Foreign Direct Investment, various issues, the Ministry of Commerce, China; Shares are in 
percentage.   
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Figure 3.8: Geographic distribution of China’s flow of ODI 

 
Source: Data are from the Statistical Bulletin of China’s Outward Foreign Direct 

Investment, various issues, the Ministry of Commerce, China. 
 
 

Figure 3.9: Geographic distribution of China’s ODI stocks 

 
Source: Data are from the Statistical Bulletin of China’s Outward Foreign Direct 

Investment, various issues, the Ministry of Commerce, China. 
 
 
 

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Asia

Africa

Europe

Latin American

North America

Oceania

0

0.1

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Asia

Africa

Europe

Latin American

North America

Oceania



95 
 

3.5 Conclusions 

Through China’s economic development, it has become a major power in 

international trade, and the trend is projected to be maintained. The success of economic 

reforms has enabled China to attract a sufficient amount of FDI; China also invests 

extensively outbound. FDI has been an essential strategy to promote China’s trade surplus, 

investment and economic prosperity (Davies, 2013). Although this research mainly 

examines ODI; the inward investment is also reviewed because FDI inflows have become a 

key pillar of China’s “opening up” policy, and have been a significant contributor to 

domestic economic growth since the economic reform.  

 

This chapter reviews China’s economic development and the evolution of China’s 

FDI inflows and outflows policies for the period 1979 to 2014. The major economic 

reforms policies, such as the opening up and go global policies, are outlined in details in 

this chapter. The characteristics of China’s FDI and ODI, including source countries, 

geographic and industrial distributions, are also examined. The chapter provides an 

insightful review of the institutional background of China’s investment policy and a better 

understanding of the influence of FDI on the economic development. Reviewing the 

economic reform and the FDI policies indicates that well-designed policies can attract more 

FDI inflows and can invest efficiently outbound, although inappropriate policies can result 

in some damages to the economy.  
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CHAPTER 4  

CHINA’S OUTWARD FOREIGN DIRECT 

INVESTMENT: A COMPREHENSIVE PANEL DATA 

ANALYSIS 

 

4.1 Introduction  

Persistently high economic performance has brought China to the centre stage of the 

world economy. The outward foreign direct investment (ODI) of China has increased 

significantly during the last few years and China’s ODI policy has been one of the core 

features of China’s “Open Door” policy, adopted by the Chinese National Party Congress 

in 1978 (Rosen, 1999). The ODI policy has gone through four stages of development from 

1978 to 2013. During the first stage (1979-1985), China was just opening up and only a 

limited number of investment projects were approved, and there was more inward foreign 

direct investment (FDI) than outward ODI. During the second stage (1986-1991), more 

enterprises such as non-state-owned firms were allowed to invest overseas. During the third 

stage (1992-1998), China’s ODI had experienced both gain and loss situations, possibly 

due to the lack of adequate experience and expertise.  

 

China entered the fourth stage of ODI development in 1999. China’s “Go Out” 

strategy has now been implemented and more efficient laws and regulations have been 

enacted to support China’s foreign investment. ODI has become a new phenomenon for 

Chinese economic prosperity and many believe that it will have positive effects in 
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promoting domestic economic growth (Liu, Burridge, & Sinclair, 2002; Shoham & 

Rosenboim, 2009; Yao, 2006). China’s ODI has provided a productive outlet for China’s 

foreign exchange surplus, has eased upward pressures on exchange rates, and has mitigated 

monetary accommodations of foreign exchange reserves.  

 

Although Chinese ODI has generated considerable interest, concern and controversy, 

very few empirical studies have been dedicated to analyzing the underlying motivations and 

identifying the key drivers of ODI. The main reason seems to be that China, until recently, 

has been known as a country receiving other countries’ investments rather than investing 

overseas. During the last decade, China’s ODI has increased substantially (see Figure 4.1). 

An analysis of the determinants of ODI is essentially crucial for the assessment of past and 

the formulation of future economic policies.  

 

This study examines the drivers of China’s ODI using a recent panel data sample 

covering a comprehensive set of 171 host countries for the period 2003-2012. The sample 

countries are grouped with different regions, income groups and time periods to provide an 

encompassing account of the analysis. This study extends the FDI literature in in four main 

ways. First, the comprehensive coverage of 171 host countries enables us to a population-

based perspective’ on China’s ODI. Most studies conducted to date have drawn conclusions 

based on a limited sample of countries (Cheung & Qian, 2009; Kolstad & Wiig, 2012). 

Second, the FDI theories have generally been used to examine the FDI from the developed 

to the developing countries. The results obtained from the models will be useful to evaluate 

whether FDI theories can sufficiently explain the ODI behavior of developing countries.  
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Third, the study uses China’s actual ODI investment values rather than the approved 

investment values. Most earlier studies that investigate China’s ODI have used the 

approved investment values; however, Kolstad and Wiig (2012) argue that approved values 

can lead to some bias in the analysis. Fourth, different country group tests and sub-period 

tests are performed to provide a robust account of the empirical analysis. The empirical 

results suggest that the main motivations for Chinese ODI are to seek resources, expand 

markets and boost bilateral trade with host countries. As China is the largest emerging 

market, the host countries can design such policies as reducing trade barriers and can be tax 

friendly in order to attract larger Chinese ODI to stimulate their economic growth.  

 

The remainder of this chapter is organized as follows. Section 4.2 discusses the data 

and the model used in the study. Section 4.3 presents the empirical results. Section 4.4 

concludes. 

 

Figure 4.1: Trend in China’s outward foreign direct investment, 1979-2012 

 
Source: UNCTAD (2014a). 

Note: The investment amount is based on the constant values 
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4.2 Data and model 

4.2.1 Data sources and construction 

Data limitation seems to have been one of the major reasons why only a small 

number of empirical studies have been conducted on China’s ODI. Before 2003, one of the 

most widely used data resources for research on China’s ODI has been the annual 

publication Almanac of China’s Foreign Economic Relations and Trade, published by the 

Ministry of Foreign Trade and Economic Co-operation. Previous literature on China’s ODI 

extracted data from this source (Cheung & Qian, 2009). This almanac, which ceased 

publication in 2003, had published its ODI data in a format inconsistent with the standard 

of the Organization for Economic Co-operation and Development (OECD) and 

International Monetary Fund. Since 2003, China’s Ministry of Commerce has publishes its 

annual publication, the Statistical Bulletin of China’s Outward Foreign Direct Investment. 

To keep the data sources consistent, the data for ODI values used in this study are culled 

from various issues of the Statistical Bulletin of China’s Outward Foreign Direct 

Investment. 

 

The measurements of ODI, which include flows as well as stocks, are used as 

dependent variables in the model. The sample period used in this study spans from 2003 to 

2012. The study covers a comprehensive set of 171 countries that receive China’s outward 

foreign direct investment. As the Statistical Bulletin of China’s Outward Foreign Direct 

Investment is published annually, all the available data are in annual frequency. Most of the 

data on the independent variables, such as the host countries’ GDP growth rate, ore, export 
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and inflation rate, are collected from the World Bank Development Indicators and China 

Statistical Yearbook.  

 

Another variable, polity, is collected from the Integrated Network for Societal 

Conflict Research: “Polity IV: Regime Authority Characteristics and Transitions Datasets.” 

Polity measures the institutional quality of host countries, such as the civilization and 

democracy. The polity score captures this on a 21-point scale with lower values indicating a 

less democratic situation. Three categories are separated by converting the polity scores 

which are suggested as three-part categorization of “autocracies” (-10 to -6), “anocracies” 

(-5 to +5 and three special values: -66, -77 and -88), and “democracies” (+6 to +10) 

(Scheme, 2013). In order to deal with the endogeneity problem, the 2SLS model with an iv 

is used. The IV is measured as each country’s distance from the equator. The data for this 

instrument are extracted from the paper by La Porta, Lopez-de-Silanes, Shleifer and Vishny 

(1999) and the measurement is calculated as: Absolute value×(latitude of capital)÷90. The 

descriptions of all the variables are presented in Table 4.1. In order to test whether the 

multicollinearity problem exists among the model variables, the correlation matrix is 

constructed for all the independent variables used in the model (Table 4.2). Significant 

correlations (greater than 0.5 or less than -0.5) are indicated in bold face. The variable 

limport is excluded in the regression because limport and lexport are highly correlated in 

the data sample.  
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Table 4.1: Description of variables used in the model 
 

Variables Description Literature evidence 
ODI China’s ODI flows and stocks which are 

denominated in millions of US dollars 
Dong et al., 2011 

GDPPTC The ratio of host country’s GDP per capita to 
China’s GDP per capita 

Cheung & Qian, 2009 

GDPGTC The ratio of host country’s GDP growth rate to 
China’s GDP growth rate 

Cheung & Qian, 2009 

Export China’s export to the host country  Buckley et al., 2007 
Import China’s import from the host country  Buckley et al., 2007 
Inflation rate Host country’s annual inflation rate  Buckley et al., 2007 
Ore  The ratio of ore and metal exports to 

merchandise exports of host country 
Buckley et al., 2007 

Polity  Six measures are included in the polity scheme 
which cover the qualities of institutional 
climate of host country 

The Polity IV Project, 
2013 

 

 

 

 

 

 

Table 4.2:Correlation matrix of the model variables 
Variables gdpgtc gdpptc polity limport lexport  inflation ore 
gdpgtc 1.000 

      gdpptc -0.212 1.000 
     polity -0.124 0.198 1.000 

    limport -0.158 0.298 0.107 1.000 
   lexport -0.178 0.273 0.134 0.802 1.000 

  inflation 0.267 -0.276 -0.202 -0.124 -0.173 1.000 
 ore 0.102 -0.174 0.022 -0.044 -0.219 0.040 1.000 

Notes: gdpptc indicate host country’s GDP per capita to China’s GDP per capita; gdpgtc: GDP growth 
rate of host country to Chinese GDP growth rate; lexport: log level of China’s export to the host 
country; limport: log level of China’s import to the host countries; inflation: host country’s annual 
inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host country. 
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4.2.2 Model specification 

The study, which draws on Buckley et al. (2007), specifies the models for ODI 

flows and stocks as follows: 

𝑂𝑂𝑂𝑂𝑂𝑂_𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 = 𝛼𝛼 + 𝛽𝛽1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 +  𝛽𝛽3𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑝𝑝𝑔𝑔𝑝𝑝𝑖𝑖,𝑡𝑡 + 𝛽𝛽4𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 +

𝛽𝛽5𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 + 𝛽𝛽6𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡                                               (1) 

 

𝑂𝑂𝑂𝑂𝑂𝑂_𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 = 𝜌𝜌 + 𝜑𝜑1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜑𝜑2𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 +  𝜑𝜑3𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑝𝑝𝑔𝑔𝑝𝑝𝑖𝑖,𝑡𝑡 +

𝜑𝜑4𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜑𝜑5𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 + 𝜑𝜑6𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 + 𝜇𝜇𝑖𝑖,𝑡𝑡                        (2)                                                               

 

In model (1), β1, β2, β3, β4, β6 > 0 and β5 <0. ODI_lflows stands for China’s ODI 

in terms of logs of ODI flows. In model (2), φ1,φ2,φ3,φ4,φ6 > 0 and φ5 < 0. ODI_lstocks 

denotes China’s ODI in terms of logs of ODI stocks. Both stocks and flows are in millions 

of US dollars. The ODI stocks include assets and liabilities transferred between direct 

investors and enterprises in host countries (World Bank, 2016). The ODI flows refer to the 

total amount of dollars that China has invested overseas each year. The ODI stock value is 

measured and represented by a total value of China’s outward direct invest amount at the 

point in time and has accumulated in the past. Using both ODI flows and stocks variables 

as dependent variables can display China’s ODI pattern in dynamic and static 

characteristics. gdpptc stands for the ratio of the host country’s GDP per capita to China’s 

GDP per capita and gdpgtc is the ratio of the host country’s GDP growth rate to China’s 

GDP growth rate. lexport stands for the logarithms of China’s export to the host country. 

inflation stands for the host country’s annual inflation rate. ore denotes ore and metal 

exports to the host country and lpolity is an index measuring six dimensions in the Polity 
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Scheme, which mainly examine key qualities of constraints on executive authority, 

executive recruitment, political competition and changes in the institutionalized qualities of 

governing authority (Buckley et al., 2007; Cheung & Qian, 2009; Dong et al., 2011; Polity 

Scheme, 2013). 

 

In model (1), ODI flows is the dependent variable; model (2) uses ODI stocks as the 

dependent variable. In order to address the endogeneity concern, a 2SLS estimation is 

employed to examine the hypothesized relationship in both models (1) and (2). In the first 

stage, a ratio of host country’s GDP per capita to China’s GDPPC (gdpptc) is regressed on 

the lat_abst (as the IV). The IV, which is measured by the geographical distance between 

the equator and the host country, is expected to affect GDP per capita, but is not associated 

with ODI stocks or flows3. lat_abst uses the distance between the equator and each country 

as an instrument to empirically examine the relationship between the quality of the 

government and the per capita income (La Porta et al., 1999).  

 

The reasons for choosing this IV in this study are addressed as follows. As an IV, it 

should not have a direct relationship with the dependent variable and IV should have a 

relationship with the endogenous variable. It is reasonable to assume that distance between 

equator and each country has no direct impact upon Chinese ODI decision, as it does not 

conform to any economic theory or intuition. Second, it can be reasonably expected that 

distance between equator and each country does have a direct positive relationship with 

host country’s GDP per capita. This is because previous research has concluded that 

countries which are further from the equator are richer and have better government 
                                                           
3 The lat_abst is the absolute value of the latitude of the country, scaled to take values between 0 and 1. 
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performance (Bloom, Sachs, Collier, & Udry, 1998; Dollar & Kraay, 2003; Rodrik, 2003). 

To further support the results, a random effects model is also used in the empirical study 

and the Hausman test has been conducted to reject the fixed effects model. 

 

4.3 Model estimation and results  

4.3.1 Single regression equation model: A preliminary analysis  

In this section, the results are analyzed from the simple regression. The full sample 

test, subsample period test and subsample test by different country groups are undertaken to 

comprehensively examine the factors that have impact on China’s ODI decision making. 

Results reported in Table 4.3 to Table 4.7 for different simple regressions suggest 

consistent findings. Variables like gdpgtc, lexport and ore are significantly related to 

China’s ODI. In the full sample test (see Table 4.3), the inflation rate is found to be 

negatively related to China’s ODI flows and stocks. 

 

Foreign investors are attracted to a host country with a stable and predictable 

inflation rate as a stable inflation rate can ensure the real values of earnings and can 

strengthen the investors’ confidence. With long-term projects especially, an unstable 

inflation rate may lead to a possibility of domestic currency devaluation. Devaluation may 

affect foreign investors’ investment decisions and suspend their long-term projects, as 

further devaluation may reduce the real value of profits in the local currency (Zhang & 

Daly, 2011). This negative relationship suggests that China’s firms have been attracted by a 

devaluation of the host country’s currency and low inflation rates. Chinese ODI is in favor 

of countries with stable economic conditions and fewer economic bubbles. Chinese ODI is 



105 
 

mainly motivated by host countries’ market and natural resources. Variable gdpgtc is 

significantly related to China’s ODI in most regressions but the sign is opposite to the 

expectation. The negative relationship shows that Chinese investors largely invest in those 

countries with low GDP growth. This finding is consistent with Tong, Singh and Li (2017), 

who explain that countries such as the US and Australia are experiencing low or even 

negative GDP growth rate, although these countries are two of the main regions that receive 

Chinese ODI. Therefore, the relationship is negative. 

 

In addition to the drivers of ODI examined in the models, other omitted factors 

could have significant impacts in determining China’s ODI. For example, technology 

advantage is a crucial factor affecting ODI decisions. Kojima (1982 & 2010) claims that 

Japanese firms transfer their intermediate products, such as technology and management 

skills, to host countries for the purpose of reducing production costs, then import back to 

Japan or export to other countries. 

 

Ratha (2003) finds that the level of development of host countries financial markets 

can exploit FDI projects more efficiently. Furthermore, Luo et al. (2010) suggest that host 

countries with accumulated experience and understanding of global markets are more 

familiar with the conditions and can better undertake ODI. However, this chapter is 

constrained to some degree by two main difficulties: a) the availability of quantitative data 

measurements; b) that too many variables included in a random effects model can result in 

an issue of model over-fitting. Therefore, some variables are not included in this study.   
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Table 4.3: Estimates of the simple regression model by full sample and subsample 
periods 

 Dependent variable: ODI flows Dependent variable: ODI stocks 
Model Variables Coef. Std. Z  Coef. Std. Z 

Full sample Period: 2003-2012 
I gdpgtc -0.583 0.208 -2.810*** -0.562 0.149 -3.780*** 
II polity 0.013 0.011 1.170 0.010 0.009 1.220 
III lexport 0.783 0.075 10.410*** 0.778 0.080 9.750*** 
IV ore 0.033 0.014 2.410*** 0.034 0.013 2.570*** 
V inflation -0.137 0.080 -1.710* -0.166 0.056 -2.960*** 

Sub-sample Period I: 2003-2005 
I gdpgtc 0.293 0.380 0.770 0.258 0.210 1.230 
II polity 0.018 0.010 1.830* 0.011 0.013 0.840 
III lexport 0.454 0.074 6.120*** 0.605 0.072 8.360*** 
IV ore 0.005 0.010 0.510 1.634 0.243 6.720*** 
V inflation 0.140 0.129 1.080 0.126 0.097 1.310 

Sub-sample Period II: 2006-2008 
I gdpgtc -0.446 0.414 -1.080 -0.417 0.140 -2.980*** 
II polity 0.018 0.013 1.360 -0.005 0.015 -0.360 
III lexport 0.298 0.087 3.410*** 0.227 0.061 3.730*** 
IV ore 0.023 0.010 2.320*** 0.009 0.009 1.080 
V inflation 0.134 0.137 0.970 0.022 0.074 0.290 

Sub-sample Period III:: 2009-2012 
I gdpgtc 0.076 0.214 0.350 0.067 0.103 0.650 
II polity 0.004 0.011 0.320 -0.003 0.007 -0.420 
III lexport 0.697 0.068 10.320*** 0.528 0.096 5.510*** 
IV ore 0.007 0.010 0.680 0.013 0.009 1.530 
V inflation -0.137 0.080 -1.710* -0.166 0.056 -2.960*** 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to 
China’s GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; 
lexport: log level of China’s export to the host country; inflation: host country’s annual inflation 
rate; ore: the ratio of ore and metal exports to merchandise exports of host country; cons: constant; 
(2) The values of the intercept term are not reported to conserve space; (3) *, **, *** significantly 
different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard error is used 
for each regression. 
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Table 4.4: Estimates of simple regression model by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 

Model Variables Coef. Std. Z  Coef. Std. Z 
Top 100 countries 

I gdpgtc -0.724 0.246 -2.950*** -0.580 0.202 -2.870*** 
II polity 0.016 0.013 1.160 0.011 0.011 0.970 
III lexport 0.753 0.082 9.130*** 0.795 0.094 8.420*** 
VI ore 0.014 0.011 1.220 0.016 0.012 1.340 
V inflation -0.236 0.089 -2.650*** -0.244 0.075 -3.260*** 

Top 50 countries 
I gdpgtc -1.342 0.299 -4.480*** -1.208 0.232 -5.210*** 
II polity 0.060 0.010 5.950*** 0.021 0.006 3.760*** 
III lexport 0.864 0.127 6.780*** 0.804 0.132 6.080*** 
IV ore 0.034 0.015 2.250*** 0.032 0.014 2.370*** 
V inflation -0.255 0.146 -1.740* -0.295 0.123 -2.390*** 

Top 20 Countries 
I gdpgtc -1.240 0.385 -3.220*** -1.380 0.329 -4.200*** 
II polity 0.010 0.049 0.200 0.004 0.050 0.080 
III lexport 1.299 0.205 6.350*** 0.985 0.345 2.850*** 
IV ore 0.042 0.034 1.230 0.044 0.036 1.210 
V inflation -0.142 0.199 -0.710 -0.312 0.173 -1.810* 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per 
capita to China’s GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP 
growth rate; lexport: log level of China’s export to the host country; inflation: host country’s 
annual inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host 
country; cons: constant; (2) The values of the intercept term are not reported to conserve space; 
(3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) 
Robust standard error is used for each regression. 

 

 

To investigate China’s outbound investment pattern more deeply, the regression 

models by different geographic and economic regions are also estimated. The host 

countries are divided into different economic and geographic regions based on the World 

Bank regional classification. The results are compared among a number of country groups: 
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advanced economies, emerging economies, emerging Asia, OECD countries, North Africa, 

and the resource-rich countries (see Tables 4.5, 4.6, & 4.7). The results show that 

differences in host countries’ characteristics have impacts on China’s ODI decision making. 

In these six regions, the main significant variables are consistent with previous findings and 

lexport and ore are found positively related to China’s ODI. The significance level of other 

variables such as inflation rate and polity are different in various samples. The variable 

gdpgtc is found negatively related to China’s ODI in the developed countries and the 

OECD region only. The results substantiate the previous explanation of the negative 

relationship between gdpgtc and China’s ODI. Another key finding is that in the advanced 

economies in the OECD region, the inflation rate is shown to be negatively related to the 

ODI flows and stocks, and the sign is the same as expected. This is the only significance 

found in the empirical tests in terms of the inflation rate. A lower inflation rate means a 

better environment for investment and international trade. Host countries with low inflation 

rates indicate that these countries’ macroeconomic policies are steady and well-organized 

(Makki & Somwaru, 2004). The inflation rates are significant only in these regions, as the 

sample used includes only developed economies. Developed countries usually have stable 

economic conditions and low inflation rates. Hence the selected sample makes the 

relationship stronger.  
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Table 4.5 :Estimates of simple regressions model by economic region (I) 
  Advanced economies Emerging economies 

Model Ind.va β Z  β Z 
  Dependent variable: ODI flows 
I gdpgtc -1.463 -3.820***  -0.302 -1.290 
II polity -0.478 -2.080**  0.012 1.090 
III lexport 1.286 3.850***  0.662 7.420*** 
IV ore 0.066 1.350  0.031 2.350*** 
V inflation -0.570 -4.890***  0.002 0.030 
  Dependent variable: ODI stocks 
I gdpgtc -1.066 -3.020***  -0.409 -2.520*** 
II polity -0.472 -1.310  0.011 1.230 
III lexport 1.494 5.140***  0.641 7.960*** 
IV ore 0.054 0.990  0.034 2.680*** 
V inflation -0.487 -3.270***  -0.089 -1.430 
Notes: (1) Ind. va. denotes independent variables; gdpgtc: GDP growth rate of host 
country to Chinese GDP growth rate; lexport: log level of China’s export to the host 
country; inflation: host country’s annual inflation rate; ore: the ratio of ore and metal 
exports to merchandise exports of host country; (2) The values of the intercept term are 
not reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 
5% and 1% levels, respectively. 
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Table 4.7: Estimates: Estimates of simple regressions model by geographical region 
  Resource-rich countries North African region 

Model Ind.va β Z  β Z 
  Dependent variable: ODI flows 
I gdpgtc -1.379 -1.470  -1.469 -1.750* 
II polity -0.014 -2.200**  0.007 0.400 
III lexport 0.567 2.450***  1.543 8.790*** 
VI ore 0.169 2.020**  -0.035 -5.020*** 
VII inflation -0.042 -0.190  0.274 1.470 
  Dependent variable: ODI stocks 
I gdpgtc -1.967 -2.970***  -0.552 -0.910 
II polity -0.001 -0.130  0.001 0.140 
III lexport 0.538 3.380***  1.406 5.100*** 
VI ore 0.114 2.210***  -0.030 -3.450*** 
VII inflation -0.136 -0.780  0.173 1.110 
Notes: (1) Ind. va. denotes independent variables; gdpgtc: GDP growth rate of host country to 
Chinese GDP growth rate; lexport: log level of China’s export to the host country; inflation: host 
country’s annual inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host 
country; (2) The values of the intercept term are not reported to conserve space; (3) *, **, *** 
significantly different from zero at the 10%, 5% and 1% levels, respectively. 
 
  

Table 4.6: Estimates of simple regressions model by economic region (II) 
  Emerging Asian  OECD region 
Model Ind.va β Z  β Z 
  Dependent variable: ODI flows 
I gdpgtc 0.554 0.950  -0.987 -2.440*** 
II polity -0.084 -1.420  -0.700 -3.03*** 
III lexport 0.389 2.340***  1.204 3.290*** 
IV ore 0.043 4.040***  0.185 5.210*** 
V inflation -0.157 -0.660  -0.661 -5.650*** 
  Dependent variable: ODI stocks 
I gdpgtc 0.103 0.230  -0.873 -2.580*** 
II polity -0.024 -0.390  -0.836 -2.760*** 
III lexport 0.316 2.790***  1.440 4.380*** 
IV ore 0.067 5.560***  0.038 0.310 
V inflation -0.091 0.450  -0.462 -3.030*** 
Notes: (1) Ind. va. denotes independent variables; gdpgtc: GDP growth rate of host country to 
Chinese GDP growth rate; lexport: log level of China’s export to the host country; inflation: host 
country’s annual inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host 
country; (2) The values of the intercept term are not reported to conserve space; (3) *, **, *** 
significantly different from zero at the 10%, 5% and 1% levels, respectively. 
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4.3.2 Simultaneous regression equation model  

The preliminary results from the simple regression models suggest that China’s ODI 

are attracted by the host countries’ markets and resources. Although the results are quite 

informative, the simple regressions cannot capture the full information due to the omitted-

variable bias. In this section, the analysis and estimate of the multiple regression models are 

extended to test the hypotheses comprehensively. The model for all the 171 countries for 

the entire period from 2003 to 2012 is estimated first.4 This is followed by the estimation of 

the model for different sub-samples by time period and by country group. The estimation of 

the model for different sub-samples is undertaken to examine the robustness of results.  

 

4.3.2.1 Full-sample analysis  

The panel data models are estimated using both 2SLS and random effects models. 

For the 2SLS model, the IV is used to address the endogeneity concern. For the random 

effects model, the Hausman test has rejected the specification with the fixed effects model 

in favour of the random effects model (Hausman, 1978)5. The results obtained from both 

2SLS and random effects models are presented in Table 4.8. The 2SLS and random effects 

model results are quite similar, and robust standard errors are used to control for the model 

bias. The results of the 2SLS model are discussed first. For the ODI flows, lexport and ore 

are significant and correctly signed. The coefficient of lexport is 0.710, suggesting that a 1% 

                                                           
4 As Hong Kong is the one of the largest receipt regions that attract China’s ODI, I exclude Hong 
Kong from the data sample to test if outcomes are different compared to previous empirical results. 
Results suggest that resource seeking and market seeking are still the two critical drivers for 
China’s ODI. Other expiatory variables such as export and inflation are also significant in some 
regressions. This indicates that although Hong Kong is excluded from the data set, there are no 
distinct differences in the empirical results. 
5 The Hausman test results are not reported to conserve space, but are available upon request. 
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rise in the variable increases Chinese ODI flows by 0.71%. This indicates that Chinese ODI 

follows exports. Chinese ODI provides a local support in the host country for domestic 

Chinese exporters and can also help these firms to increase their local currency earnings. 

Natural resources have a positive influence on Chinese ODI, with a 1% increase in the 

natural resource endowments increasing China’s ODI flows by 0.024%. This indicates that 

Chinese firms have used ODI to supply the huge resource demand for the economic growth 

in the domestic markets.  

 

With regard to the ODI stocks, the lexport and ore are significantly and positively 

related to China’s ODI stocks. Consistent with the ODI flows results, lexport have positive 

impacts on the ODI stock. This positive impact suggests that China’s exports have 

promoted China’s ODI. The positive impacts of exports suggest that China’s ODI has 

complemented China’s exports. This finding is consistent with that of Liu, Gou, and Lu 

(2015), who find that China’s ODI can significantly promote the exports to host countries. 

The positive effects of export on ODI indicate that China’s ODI motivation is “Go Out” to 

obtain advanced technology and strategic assets to promote domestic companies’ 

productivity. Through ODI, the competitiveness of domestic firms can be strengthened and 

in turn more products can be exported widely. 

 

In Buckley et al. (2008)’s study, export and import are both included in the 

regression, which is biased in the model estimation. Exports and imports are highly 

correlated for many countries and the multicollinearity issue will result in biased 

conclusions. ore is significantly related to the ODI stocks, which suggests that the host 
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country natural resources endowments have shaped China’s ODI direction. The reason is 

that the rapid growth of China’s economy in the past three decades has increased its 

demand for natural resources. The huge demand for resources has made China heavily 

dependent on the global supply for raw materials (Cheng & Ma, 2007). Therefore, it can be 

inferred that the main motivation for China’s ODI is to secure the supply of natural 

resources for domestic economic growth through long-term contracts. 
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4.3.2.2 Sub-sample analysis by time period  

The sub-sample tests investigate whether drivers of Chinese ODI have changed over 

the periods. According to the ODI policy, the full sample period is divided into three sub-

periods: 2003-2005, 2006-2008 and 2009-2012. Results reported in Table 4.9 are similar 

over different periods while the level of significance is different across sub-periods. The 

results suggest that during some periods the trade variable and resource variables are 

 
 
Table 4.8: Estimates of 2SLS and random effects model in full sample 
Model: 2SLS model 

Dependent variable: ODI flows 
Variables gdpptc gdpgtc polity lexport ore inflation cons 

Coef.  -0.119 -0.585 -0.010 0.710 0.024 0.116 -5.638 

Std.  0.033 0.224 0.014 0.055 0.006 0.097 0.661 

Z  -3.610*** -2.610*** -0.720 12.950*** 4.170*** 1.190 -8.530*** 
Dependent variable: ODI stocks  

Coef.  -0.221 -0.813 -0.012 0.858 0.025 -0.058 -4.985 
Std.  0.030 0.210 0.009 0.051 0.005 0.086 0.597 
Z  -7.290*** -3.880*** -1.310 16.950*** 4.960*** -0.670 -8.350*** 

Model: random effects model  
Dependent variable: ODI flows 

Coef.  -0.119 -0.585 -0.010 0.710 0.024 0.116 -5.638 
Std.  0.033 0.248 0.013 0.047 0.006 0.101 0.587 
Z  -3.590*** -2.350*** -0.800 15.060*** 4.190*** 1.150 -9.600*** 

Dependent variable: ODI stocks 
Coef.  -0.217 -0.588 -0.013 0.842 0.026 -0.044 -5.005 
Std.  0.033 0.185 0.011 0.041 0.006 0.080 0.498 
Z  -6.640*** -3.180 -1.220 20.660*** 4.380*** -0.550 -10.050*** 

Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s 
GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of 
China’s export to the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and 
metal exports to merchandise exports of host country; cons: constant; (2) The values of the intercept term are 
not reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each regression. 
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significantly related to the China’s ODI. During the period 2003-2005, lexport is related to 

China’s ODI flows, with a 1% rise in the variable increasing China’s ODI flows by 0.54%. 

lexport and ore are significantly related to the Chinese ODI stock. The coefficients of 

lexport and ore are 0.977 and 0.031, respectively. This suggests that a 1% rise in lexport 

increases Chinese ODI stocks by 0.977% and a 1% increase in the ore raise China’s stocks 

by 0.031%. The results indicate that during the period 2003-2005, consistent with the full 

sample results, China’s export and ODI are complimentary. The natural resource is still 

important for meeting the high demand of domestic rapid economic growth and because of 

the growing economy; the market-seeking purpose has motivated China’s ODI during the 

period. Similar results are found during the period 2008-2012, variables like natural 

resource endowment and export are significant determinants. These findings imply that 

China’s outbound foreign investment pattern has not changed significantly.  

 

This finding is contrary to Buckley et al. (2007)’s conclusion and the reasons are 

stated as below. In Buckley et al. (2007), their sample period is from year 1984 to 2001, 

while the sample period is from year 2003 to 2012. During the period 1984 to 2001, the 

“Go Out” policy has not spread widely and been formulated deeply by most China’s firms. 

During the period 2003-2005, Chinese ODI is more sensitive to the policy simulation. 

Although China’s ODI started with the “Open Door” policy in 1979, the most significant 

influence of the policy is that China has attracted a large number of investors from overseas. 

The implementation of the “Go Out” policy (Zou Chu Qu) was the key element that has 

greatly influenced Chinese ODI activity. The “Go Out” policy was formalized in the 10th 

five-year plan in 2001 and had been applied thoroughly in the 11th five-year plan. 
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Additionally, China became a member of the WTO on December 11th, 2001, which also 

forced Chinese MNEs to seek new markets abroad. Therefore, with these policy effects, the 

determinants are more sensitive from year 2003. As export is significant with ODI stocks 

over the three periods, this supports the hypothesis that expanding into new markets is 

important in the China’s ODI’s flows and stocks. 

 

The sub-sample results thus suggest that the motivations for China’s ODI do not 

change significantly over the periods: they are mainly focusing on expanding new markets, 

capturing global market share and seeking natural resources. This finding reinforces the 

point that engaging market and securing of market resources has become a crucial 

motivation for the MNEs to make ODI decisions in the near future.  
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4.3.3.3 Sub-sample analysis by country group 

Both the theoretical and the empirical literature suggest that the host country’s 

market size, institutional factor and natural resources would significantly impact the ODI 

Table 4.9: Estimates of random effects model for the sub-sample periods 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Period I : 2003-2005 
gdpptc -0.026 0.050 -0.520 -0.164 0.069 -2.390*** 
gdpgtc -0.427 0.567 -0.750 -0.329 0.322 -1.020 
Polity -0.017 0.034 -0.490 -0.031 0.027 -1.130 
lexport 0.543 0.093 5.820*** 0.977 0.129 7.560*** 
ore 0.010 0.009 1.150 0.031 0.014 2.290** 
inflation 0.224 0.178 1.260 0.097 0.134 0.730 
cons -5.270 0.914 -5.770*** -7.695 1.093 -7.040*** 

Period II: 2006-2008 
gdpptc -0.105 0.056 -1.880* -0.099 0.057 -1.730* 
gdpgtc -0.243 0.433 -0.560 -0.536 0.195 -2.750*** 
Polity 0.025 0.028 0.900 -0.007 0.026 -0.270 
lexport 0.321 0.084 3.800*** 0.160 0.039 4.100*** 
ore 0.014 0.013 1.080 0.012 0.011 1.100 
inflation 0.343 0.212 1.620 -0.026 0.076 -0.340 
cons -1.911 1.161 -1.650* 2.257 0.578 3.910*** 

Period III: 2009-2012 
gdpptc -0.113 0.092 -1.220 -0.261 0.099 -2.640*** 
gdpgtc -0.298 0.275 -1.080 -0.098 0.111 -0.890 
Polity -0.010 0.015 -0.680 -0.002 0.008 -0.310 
lexport 0.685 0.091 7.500*** 0.701 0.072 9.790*** 
ore 0.026 0.011 2.470*** 0.013 0.008 1.690* 
inflation 0.035 0.126 0.280 -0.036 0.054 -0.670 
cons -4.794 1.097 -4.370*** -2.932 0.829 -3.540*** 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s 
GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of 
China’s export to the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and metal 
exports to merchandise exports of host country; cons: constant; (2) The values of the intercept term are not 
reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each regression. 
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decisions. Hence, it is also interesting to examine whether countries with majority Chinese 

ODI stocks would perform differently compared to the full sample study. In order to further 

investigate the nature and characteristics of China’s ODI, the host countries are ranked in 

terms of the investment amount received from China in 2012. Based on the ranking, the top 

100 countries, top 50 countries and top 20 countries are selected. Comparing results gives a 

better explanation about the relationship between Chinese ODI and host country’s 

economic indicators. Table 4.10 presents the 2SLS model results and Table 4.11 shows 

results for the random effects model. The results suggest that the random effects model and 

the 2SLS model produce similar results. In the examination of the hypothesized variables, 

lexport is a significant determinant of China’s ODI in selected top 100 countries, top 50 

countries and top 20 countries; this suggests that Chinese ODI stocks follows international 

trade for these countries. These strong significant results also provide evidence that the host 

country can attract China ODI stocks, as they have a potential market that demands China’s 

large volume of export products.  

 

The results are consistent with the previous findings in both the full sample and the 

subsample periods. For the top 100 countries, variables such as lexport and ore are 

significantly related to ODI stocks and are correctly signed. Most countries that are 

included in the top 100 countries range are resource-rich, developed countries. Therefore, 

the results are in line with China’s ODI priorities. It is noticeable that there is a negative 

relationship between China’s ODI and polity, which is contrary to the expectation. The 

study finds that a 1% increase in the host country political risk is associated with a decrease 

by 2.260% in China’s ODI stocks. The finding is consistent with Buckley et al. (2007)’s 
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findings and China’s ODI decisions are uneven due to the political and economic risk in 

some countries.  
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Table 4.10: 2SLS estimates of the model, by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Top 100 countries 
gdpptc -0.041 0.033 -1.250 -0.070 0.026 -2.710*** 
gdpgtc -0.471 0.247 -1.900* -0.555 0.187 -2.960*** 
polity -0.027 0.018 -1.520 -0.022 0.010 -2.260** 
lexport 0.608 0.055 11.070*** 0.589 0.049 12.050*** 
ore 0.022 0.006 3.620*** 0.020 0.005 4.120*** 
inflation 0.126 0.116 1.080 0.058 0.088 0.670 
cons -4.378 0.707 -6.200*** -2.050 0.625 -3.280*** 

Top 50 countries 
gdpptc -0.019 0.047 -0.390 -0.039 0.034 -1.150 
gdpgtc -0.381 0.322 -1.180 -0.415 0.248 -1.670* 
polity -0.019 0.048 -0.390 -0.020 0.018 -1.090 
lexport 0.682 0.097 7.020*** 0.611 0.072 8.510*** 
ore 0.032 0.007 4.320*** 0.035 0.005 7.330*** 
inflation 0.249 0.175 1.420 0.036 0.130 0.280 
cons -5.386 1.309 -4.120*** -2.229 0.941 -2.370*** 

Top 20 Countries 
gdpptc 3.550 1.151 3.080*** -0.125 0.068 -1.840* 
gdpgtc 0.921 0.197 4.670*** -0.437 0.315 -1.390 
polity -0.411 0.500 -0.820 -0.106 0.094 -1.130 
lexport -0.208 0.050 -4.180*** 0.760 0.132 5.770*** 
ore -2.522 0.575 -4.390*** 0.031 0.020 1.520 
inflation 7.301 2.822 2.590*** -0.421 0.187 -2.250** 
cons 9.648 6.661 1.450 -1.626 1.791 -0.910 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to 
China’s GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; 
lexport: log level of China’s export to the host country; inflation: host country’s annual inflation rate; 
ore: the ratio of ore and metal exports to merchandise exports of host country; cons: constant; (2) 
The values of the intercept term are not reported to conserve space; (3) *, **, *** significantly 
different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard error is used for 
each regression. 
 

 

The natural resource endowment variable ore is significantly related to the ODI 

stocks in the top 100 and top 50 ranking investment countries. This is one of the most 

important findings in this subsample test. It can be inferred that Chinese ODI is strongly 

associated with the host country’s ore level, especially with these top-ranked 100 
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investment destinations. These countries absorb a sufficient part of Chinese ODI stocks, 

and the reason that China invests so heavily in these regions is the natural resource 

attraction. These top-ranked investment regions include countries like Algeria, Kazakhstan, 

Russia, Indonesia, and Australia, which are all well-known large oil and minerals exporters. 

Moreover, the Chinese government also purchases stocks in Australian minerals companies 

by CITIC and acquires Canada-based PetroKaz by China National Petroleum Corporation 

(Wu & Sia, 2002). These examples suggest that decisions such as the Chinese MNEs 

placing investments in these regions are reasonable for the purpose of the exploitation of 

scarce natural resources.  
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Table 4.11: Estimates of the random effects model, by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Top 100 countries 
gdpptc -0.041 0.034 -1.230 -0.070 0.026 -2.700*** 
gdpgtc -0.471 0.255 -1.850 -0.555 0.207 -2.690*** 
polity -0.027 0.013 -2.110** -0.022 0.009 -2.340*** 
lexport 0.608 0.048 12.590*** 0.589 0.038 15.460*** 
ore 0.022 0.006 3.850*** 0.020 0.005 4.420*** 
inflation 0.126 0.114 1.100 0.058 0.090 0.650 
cons -4.378 0.635 -6.900*** -2.050 0.506 -4.050*** 

Top 50 countries 
gdpptc -0.019 0.048 -0.400 -0.072 0.044 -1.650* 
gdpgtc -0.384 0.327 -1.170 -0.654 0.228 -2.870*** 
polity -0.018 0.024 -0.780 -0.010 0.014 -0.680 
lexport 0.683 0.079 8.700*** 0.759 0.065 11.660*** 
ore 0.032 0.007 4.410*** 0.041 0.008 5.150*** 
inflation 0.247 0.173 1.430 0.025 0.125 0.200 
cons -5.397 1.070 -5.040*** -3.896 0.952 -4.090*** 

Top 20 Countries 
gdpptc -0.091 0.332 -0.270 -0.058 0.203 -0.290 
gdpgtc -0.470 1.113 -0.420 -0.737 0.637 -1.160 
polity -0.174 0.481 -0.360 -0.254 0.274 -0.930 
lexport 1.496 0.695 2.150** 1.755 0.515 3.410*** 
ore 0.078 0.105 0.750 0.057 0.044 1.270 
inflation -0.193 0.224 -0.860 -0.106 0.117 -0.900 
cons -13.894 10.331 -1.340 -15.343 7.539 -2.040*** 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s 
GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of 
China’s export to the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and metal 
exports to merchandise exports of host country; cons: constant; (2) The values of the intercept term are not 
reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each regression. 
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4.4 Conclusions 

This study attempts to formally investigate Chinese ODI since the “Go Out” (Zou 

Chu Qu) policy was implemented in 2001. As the “Go Out” policy is one of the most vital 

policies in the Chinese “Open Door” policy range, it is crucial to investigate Chinese ODI 

performance after the policy’s implementation. This study uses a well-specified model 

employing an official dataset which is more reliable and comprehensive. In order to test 

whether the motivations and the level of significance will change with time and different 

host countries, various sub-sample tests are employed in the study, and the results indicate 

that China’s ODI behaviour pattern has not changed significantly during the last decade. 

Expanding the external market and seeking natural resources are two major motivations for 

China’s ODI, which suggests that China is using ODI as a channel to support its rapid 

economic growth. The sub-group test suggests that, for the top 100 countries, the main 

driver for Chinese ODI is for natural resources exploration and for production line 

replacement in host countries. 

 

The findings of this study have important policy implications. As China is the 

largest emerging market, other emerging markets, such as Brazil and Russia, can use 

China’s ODI strategies as a benchmark reference. However, most of China’s MNEs are 

state owned; other emerging countries would need to consider their own circumstances to 

formulate ODI policies. It is evident that both host countries and Chinese policy makers can 

have a better understanding of whether Chinese ODI can have positive influences on their 

economic prosperity. When Chinese policy makers are implementing ODI policies, they 

should encourage more overseas investment. Meanwhile, policy makers in the host 
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countries can also make promising policies, such as reducing trading barriers, to attract 

larger Chinese ODI. While this study covers a comprehensive cross-section of host 

countries, the sample period covered remains relatively short (10 years, from 2003 to 2012). 

Therefore, with regard to future study, the inclusion of more years in the sample period 

would help improve the efficiency and precision of the panel data estimation. Other 

investigations, such as studying the influence on Chinese ODI of the country distance to 

China or the culture differences, and the ethical considerations in host countries, are useful 

areas for future research.  
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CHAPTER 5  

COUNTRY-LEVEL MACRO-CORPORATE 

GOVERNANCE AND OUTWARD FOREIGN DIRECT 

INVESTMENT: EVIDENCE FROM CHINA 

This chapter includes a co-authored paper. The bibliographic detail of the co-authored 
paper, including all authors, is: 

Tong, T., Singh, T., & Li, B., (forthcoming). Country-level macro-corporate governance 

and outward foreign direct investment: Evidence from China. International Journal of 

Social Economics.  

My contribution to the paper involved:  

“Generation of the research idea through extensive literature review; development of the 

theoretical framework and hypotheses; identification of the research models and data; hand 

collecting data and organization into a usable format; Stata programming and analysis of 

the results; interpretation and discussion of the results; and the write up of the paper.” 
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5.1 Introduction  

China’s economy has experienced dramatic growth since its economic reforms 

started in 1978. Since then, China has not only attracted inward foreign direct investment 

(FDI) to supplement its capital formulation but has also been a major contributor to 

outward foreign direct investment (ODI). China is now rated as the world’s third largest 

country for ODI, behind only the Unites States (US) and Japan (UNCTAD World 

Investment Report, 2013). ODI, which has become a new phenomenon for China’s 

economic prosperity, is expected to maintain its current increasing trend (Buckley et al., 

2007). Studies investigating the drivers of ODI suggest that the key motivations for China’s 

ODI activities are to search for resources and to expand markets offshore (Buckley et al., 

2007; Cheung & Qian, 2009; Cui & Jiang, 2012; Dong et al., 2011; Kolstad & Wiig, 2012; 

Mendelsohn & Fels, 2014; Rosen & Hanemann, 2014; Sauvant & Chen, 2014). This 

literature investigating the drivers of ODI is plentiful; however, there is very little literature 

relating to the impact of macro-corporate governance on ODI. 

 

Good macro-corporate governance, such as the quality of infrastructure, a well-

educated labour force, macroeconomic stability, an effective legal system, and less 

corruption and political stability, attracts FDI flows (Asiedu, 2006). Asiedu (2006) uses 

panel data for 22 Sub-Saharan African (SSA) countries during the period 1984-2000 and 

finds that the countries that have natural resources, large markets, and well-structured 

corporate governance promote more FDI. Adeoye (2007) finds that macro-corporate 

governance plays a positive role in FDI decisions. Host countries with a good structure of 

corporate governance can attract more overseas investments. A country that has “good 
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quality” corporate governance also usually has a stable political environment, low 

corruption and appropriate regulations or laws (Adeoye, 2007). Although it is important to 

investigate the importance of macro-level corporate governance, little research has been 

conducted in this area.  

 

This study investigates the role of the macro-corporate governance of a host country 

in attracting China’s ODI. The analysis is carried out for a comprehensive set of 171 host 

countries for the period 2003-2012, and the model is estimated using the random effects 

and population averaged estimators. To investigate heterogeneity within the data, the model 

is estimated for all 171 countries as well as for the homogeneous sets of different country 

groups. This study contributes to the FDI literature in several ways. Firstly, this is one of 

the first studies that investigates the effects of governance infrastructure on FDI from China. 

Using a large sample of developed and developing economies, this study examines the 

effects of the reliability of each host country’s legal system, political stability and 

corruption level on China’s ODI decisions. Secondly, the macro-governance index used in 

this study, developed by Kaufmann, Kraay, and Zoido (1999), is one of the most 

comprehensive indexes covering institutional and policy outcomes from a representative 

sample of countries. The dataset is considered to be the most consistent and appropriate 

dataset relating to the world corporate governance indicators, as it summarises the 

assessments of governance quality provided by enterprises and professional survey 

respondents from developed and developing countries (Kaufmann, Kraay, & Mastruzzi, 

2011; Kaufmann, Kraay, & Zoido, 1999).  

 



128 
 

The empirical results suggest that macro-corporate governance plays a significant 

role in China’s ODI decision making. Indicators such as political stability, the absence of 

violence, regulatory effectiveness, regulatory quality, the rule of law and the control of 

corruption are found to have positive and significant effects on China’s ODI flows and 

stocks. There is a relatively strong, positive relationship between the quality and 

effectiveness of the trade and investment regulations and the amount of ODI received from 

China. The results suggest that policy makers in host countries need to pay attention to 

promoting their trade transparencies, enhancing their legal system and decreasing their 

level of corruption. The rest of the study is organised as follows: Section 5.2 discusses the 

world macro-corporate governance data and specifies the model. Section 5.3 presents the 

empirical result and Section 5.4 concludes.  

 

5.2 Data and model  

The study uses the data on ODI flows and stocks for a comprehensive set of 171 

countries for the period from 2003 to 2012. All data for both dependent variables and 

independent variables are on an annual frequency. The dependent variables of the model 

are measured alternatively in terms of China’s ODI flows and stocks. The data on China’s 

ODI flows and stocks are obtained from the Statistical Bulletin of China’s Outward Foreign 

Direct Investment, published by the Chinese Commercial Department. The independent 

variables of the model are the world corporate governance indicators in the host countries. 

The data on world corporate governance are obtained from the Worldwide Governance 

Indicators (WGI) research database developed by Kaufmann, Kraay, and Zoido (1999). 

These data measure six dimensions of governance including voice and accountability (VA), 
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political stability and absence of violence (PS), government effectiveness (GE), regulatory 

quality (RQ), rule of law (ROL), and control of corruption (COC). The detailed 

descriptions of these variables are shown in Table 5.1. As only ten time-series observations 

(2003 to 2012) are available per host country, the data are pooled to estimate common slope 

coefficients. Using a dataset with a large cross-sectional dimension would allow more 

precise pooled coefficient estimation (Beck & Levine, 2004; Goddard, Tavakoli, & Wilson, 

2005; Phillips & Sul, 2003).  

 

Table 5.1: Variables description and hypothesized relationships 

Variable Description Hypothesised 
Relationship 

Voice and Accountability (VA) perceptions that a country’s citizens have the 
rights to participate in government selecting 

+ 

Political Stability and Absence of Violence 
(PS) 

perceptions that government will be 
destabilized by violent means, such as 
terrorism 

+ 

Government Effectiveness (GE) the quality of public services, the quality of the 
civil service and the degree of its independence 
from political pressures 

+ 

Regulatory Quality (RQ) the ability of the government to formulate and 
implement sound policies  

+ 

Rule of Law (ROL) perceptions as to which agents have confidence 
in and abide by the rules of society, and in 
particular the quality of contract enforcement, 
property rights 

+ 

Control of Corruption (COC) perceptions as to which public power is 
exercised for private advantages 

+ 

Notes: Definitions are cited from Kaufmann et al. (1999) and Kaufmann et al. (2011). 

 

Models employed in this study are the random effects model and the population 

averaged model. The Hausman test suggests that the random effects model is more suitable 

than the fixed effect model (Hausman, 1978). The results from the fixed effects model are 

also included in the table as a comparison with the results from the random effects model. 
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The population averaged model has been used to check the robustness of the results 

obtained from the random effects model.  

  𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 = 𝛼𝛼0 + 𝛽𝛽1𝑙𝑙𝑟𝑟𝑖𝑖𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑙𝑙𝑔𝑔𝑙𝑙𝑖𝑖 ,𝑡𝑡 + 𝛽𝛽3𝑙𝑙𝑔𝑔𝑙𝑙𝑖𝑖,𝑡𝑡 + 𝛽𝛽4𝑙𝑙𝑙𝑙𝑟𝑟𝑖𝑖 ,𝑡𝑡 + 𝛽𝛽5𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖 ,𝑡𝑡 + 𝛽𝛽6𝑙𝑙𝑔𝑔𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜂𝜂𝑖𝑖 + 𝜐𝜐𝑖𝑖,𝑡𝑡         (1) 

 

In equation (1), the dependent variable is 𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 for country i in year t. Independent 

variables included in the models are VA, PS, GE, RQ, ROL and COC, which are the main 

indicators of macro-corporate governance. If host countries have well-structured macro-

corporate governance, then they would be able to attract more investment from China. 

From the definitions of the six dimensions of the WGI, it is intuitively believed that VA, PS, 

GE, RQ and COC should be positively related to China’s ODI flows. The equation is based 

on the random effects and population averaged models in which a complete set of macro-

corporate governance affects the ODI; 𝜂𝜂𝑖𝑖 controls for all cross-sectional (between countries) 

variations in ODI values.  

 

In order to examine whether there is a multicollinearity problem, the correlation 

matrix is constructed: the results suggest that the corporate governance indicators are highly 

correlated with each other (Table 5.2). Therefore, the results obtained from the multiple 

regression models are unlikely to be reliable (Equation 1). To tackle this problem, two 

methods have been carried out. Firstly, a simple regression model is employed with 

different independent variables, with six equations estimated separately for each 

independent variable. Secondly, the PCA is used to re-express the multivariate data with 

fewer dimensions (Wold et al., 1987).  
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The goal of the method is to summarise a range of original variables with fewer 

components that can capture the maximum variation from the original ones. In this study, 

six macro-corporate governance indicators are used to find components that are expressing 

maximum information from these six original variables. Before the PCA test is conducted, 

the Kaiser-Meyer-Olkin (KMO) test for sample adequacy is carried out to examine if the 

data are suited for the PCA. The KMO test results reported in Appendix 5.1 suggest that the 

KMO values in the table are all above 0.5, which indicates that this sample is adequate for 

conducting the PCA (Cerny & Kaiser, 1977; Kaiser, 1974). Appendix 5.2 shows the 

estimation of PCA: the eigenvalues suggest that one component (PC1) is sufficient to 

explain the variation. According to the Kaiser rule, with the eigenvalue above 1, the 

component should be retained. Therefore, in this case, PC1is kept for the analysis. The 

specifications of the empirical models are as follows: 

 𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 = 𝛼𝛼0 + 𝛽𝛽1𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡 + 𝜐𝜐𝑖𝑖,𝑡𝑡                                                                        (2) 

 𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 = 𝛼𝛼0 + 𝛽𝛽1𝜉𝜉𝑖𝑖,𝑡𝑡+𝜐𝜐𝑖𝑖,𝑡𝑡                                                                             (3) 

where 𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡  is the dependent variable, representing China’s ODI stocks and flows 

alternatively, and CGi,t includes the macro-corporate governance indicators at time t and in 

country i; 𝜉𝜉𝑖𝑖,𝑡𝑡 is the newly constructed component PC1 and 𝜐𝜐𝑖𝑖,𝑡𝑡 is an error term.  
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Table 5.2: Correlation matrix for the model variables 
Variable  VA PS GE RQ ROL COC PC1 
VA 1.00 

      PS 0.61 1.00 
     GE 0.73 0.65 1.00 

    RQ 0.76 0.62 0.88 1.00 
   ROL 0.78 0.75 0.92 0.88 1.00 

  COC 0.73 0.72 0.91 0.85 0.94 1.00 
         

PC1 0.85 0.79 0.94 0.92 0.97 0.95 1.00 
Notes: PC1 is the newly constructed variable from the principal component analysis. 
The highest correlation value is in bold face. 

 

 

To check the robustness of the empirical results, the study also controls for several 

economic variables developed from FDI theories and previous empirical studies, including 

the market size variable and the resource variable (Buckley et al., 2007). Equation (2), 

augmented with these additional control variables, is specified as:  

𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 = 𝛼𝛼0 + 𝛽𝛽1𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝐶𝐶𝑂𝑂𝐺𝐺𝐶𝐶𝐺𝐺𝐶𝐶𝑖𝑖,𝑡𝑡+𝛽𝛽3𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡 + 𝜐𝜐𝑖𝑖,𝑡𝑡                                                                        (4) 

where GDPGTC is a ratio of each host country’s GDP growth rate to China’s GDP growth 

rate; ORE is the ratio of ore and metal exports to merchandise exports of the host country 

(Buckley et al., 2007). 

 

5.3. Estimation results and analysis 

Equations (2) and (4) are estimated using the random effects model and the 

population averaged model. The results from the fixed effects model for the purpose of 

comparison are also reported. The PCA method is used with equations (3) to test the 
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hypotheses more comprehensively. The estimation is carried out using a large cross-

section comprising N=171 host countries for a time dimension of T=10 years (2003-

2012). The standard errors are adjusted using the Huber-White sandwich estimators to 

account for the bias that could arise from possible serial correlation and 

heteroscedasticity (Eicker, 1967; Huber, 1967; White, 1980). 

 

5.3.1 Full-sample period analysis 

The results obtained from the random effects model are presented in Table 5.3.6 

Four empirical tests are conducted to investigate the effects of macro-corporate governance 

on China’s ODI decision making. The results of single regression for the full sample are 

that differences in macro governance extensively explain cross-country variations in 

China’s ODI flows and stocks. Government effectiveness, regulatory quality, the rule of 

law and control of corruption are highly significant and correctly signed in the models 

using China’s ODI flows and stock as regressands. These findings support some of the 

developed hypotheses and are consistent with Globerman and Shapiro (2002, 2003)’s 

findings. The study finds that only VA and PS are insignificant and therefore the 

hypotheses that VA and PS are positively related to China’s ODI are not supported. Each of 

these main findings is discussed here in more detail. 

 

Government effectiveness (GE) has a positive influence on Chinese ODI flows and 

stocks, where one unit increase in the government effectiveness score will result in an 

increase of 54.05 million Chinese Yuan in China’s ODI flows and 171.23 million Yuan 

                                                           
6 I use Z-values instead of t-statistics because in Stata software, the panel regression results are generated to 
Z-score.  
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increase in China’s ODI stocks. This indicates that having efficient governments in the host 

countries is critical for China’s ODI decisions during the study period. Government 

effectiveness is measured by the bureaucratic structure, the openness, and the level of 

democracy. Previous studies have stated that more transparent societies are more effective 

at delivering public services. The host countries with more effective government 

performance attract more FDI from overseas. RQ, which is found to have a highly 

significant and positive effect on Chinese ODI, is focused on the quality of implemented 

policies. The result shows that Chinese firms place a critical emphasis on the quality and 

enforceability of the host county’s trade and investment regulations when determining 

where to invest. 

 

The rule of law (ROL) is also significant and has positive effects. One unit increase 

in the host countries’ ROL index ROL index will result in a 53.64 million Chinese Yuan 

increase in China’s ODI flows and a 218.54 million Yuan increase in China’s ODI stocks, 

ceteris paribus. This supports the argument that good legislation and order influence the 

value of Chinese ODI. ROL indicates the quality of the legal system and implies the 

enforceability of contracts (Iwanow & Kirkpatrick, 2007). Host countries with less crime 

and more responsive policies increase their opportunity of attracting more China’s ODI due 

to their quality regulations on contract enforcement. This result shows that host countries 

experiencing strong contract enforcement power have promoted outbound investments by 

Chinese firms. The coefficient on Control of Corruption (COC) is significant and positive, 

indicating that a one-unit increase in the COC index is associated with an increase of 53.95 

million Chinese Yuan in China’s ODI flows and of 179.14 million Yuan in China’s ODI 
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stocks. The interpretation is that fewer bribes are paid to receive public services, so that 

government funds can be more efficiently invested in the public sectors (Brewer, Choi, & 

Walker, 2007). Furthermore, less corruption creates more opportunities for political 

stability, improving the returns of productive activities, and henceit contributes to country’s 

economic success, which in turn can attract more investments from China.  

 

Another major finding in this study is that the coefficient on the principal 

component variable, PC1, indicates a significantly positive relation between corporate 

governance and China’s ODI, which is consistent with the previous findings. One unit 

increase in the PC1 will result in an increase of 22.81 million Chinese Yuan in China’s ODI 

flows and of 83.29 million Yuan in China’s ODI stocks. Therefore, Chinese foreign 

investors perceive political risk in the same way as other industrialised countries’ firms. In 

line with the theory advanced in the study, a firm is more likely to invest in a country with a 

good quality institutional environment.  

 

To better interpret the results, the correlation of PCI is examined with the six 

governance indicators to find which variables are most strongly correlated with the PC1. 

From the correlation matrix, it can be seen that the principal component is strongly 

correlated with the original variables. The principal component increases with the increase 

in voice and accountability, political stability, government effectiveness, regulatory quality, 

the rule of law and the control of corruption scores. This suggests that these six criteria vary 

together. If one indicator increases, then the remaining ones tend to rise as well. This 

component can be viewed as a measure of the quality of the macro-corporate governance. 
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Furthermore, the principal component correlates most strongly with the ROL. Therefore, it 

can be stated that, based on the correlation of 0.971, this principal component is primarily a 

measure of the regulations on the quality of contract enforcement. The coefficient of PC1 in 

the random effects model strongly supports the hypothesis that the quality of corporate 

governance has a positive impact on the Chinese ODI amounts.  
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Table 5.3: Estimates of the fixed effects and random effects models for China’s ODI 
                     Dependent variable: ODI flows Dependent variable: ODI stocks 

 
Model 

 
Ind.Va.  

Fixed effects Random effects Hausman  Fixed effects Random effects Hausman  
β (Z-Value) β (Z-Value) P-value β (Z-Value) β (Z-Value) P-value 

Full sample Period: 2003-2012 
I VA -73.06 (-1.49) 24.22 (1.23) 0.16 -3.31 (-0.02) 91.03 (1.36) 0.64 
II PS 40.92 (0.90) 27.11 (1.49) 0.69 115.47 (0.90) 90.81 (1.44) 0.80 
III GE -91.59 (1.14) 54.05 (2.28**) 0.04 -397.62 (-1.74) 171.23 (2.15**) 0.00 
IV RQ -2.71 (-0.03) 53.01 (2.20**) 0.41 32.33 (0.15) 206.00 (2.42***) 0.35 
V ROL 60.10 (0.97) 53.64 (2.22**) 0.93 514.19 (1.86*) 218.54 (2.52***) 0.16 
VI COC -39.52 (-0.61) 53.95 (2.18**) 0.14 -273.59 (-1.37) 179.14 (2.14**) 0.01 
PCA PC1 -2.87 (-0.1) 22.81 (2.06**) 0.51 15.33 (0.17) 83.29 (2.16**) 0.54 

Sub-sample Period I: 2003-2007 
I VA -27.93 (-0.99) -41.54 (-0.47) 0.36 -41.54 (-0.47) 50.92 (1.13) 0.76 
II PS 23.77 (0.67) 48.50 (1.01) 0.25 48.50 (1.01) 32.41 (0.88) 0.93 
III GE -29.09 (-0.79) 56.52 (0.60) 0.28 56.52 (0.60) 58.28 (1.39) 1.00 
IV RQ 48.20 (1.39) 129.44 (1.52) 0.31 129.44 (1.52) 85.38 (1.59) 0.90 
V ROL 20.08 (0.61) 790.56 (1.06) 0.76 790.56 (1.06) 70.07 (1.47) 0.04 
VI  COC 2.21 (0.06) 3.41 (0.04) 0.86 3.41 (0.04) 72.03 (1.49) 0.81 
PCA PC1 8.97 (0.41) 2.96 (1.78*) 0.78 138.96 (1.03) 31.02 (1.39) 0.58 

Sub-sample Period II:: 2008-2012 
I VA 29.13 (0.37) 793.13 (1.74*) 0.93 793.13 (1.74*) 173.99 (1.50) 0.05 
II PS -11.79 (-0.16) 61.66 (0.41) 0.47 61.66 (0.41) 103.04 (1.16) 0.75 
III GE 15.27 (0.09) -753.65 (-1.69*) 0.65 -753.65 (-1.69) 275.34 (2.18**) 0.01 
IV RQ -62.26 (-0.40) -74.55 (-0.20) 0.36 -74.55 (-0.20) 303.79 (2.20**) 0.25 
V ROL -13.56 (-0.15) 439.96 (1.70*) 0.58 439.96 (1.70*) 319.85 (2.26**) 0.75 
VI COC 234.36 (1.81*) 156.34 (0.71) 0.32 156.34 (0.71) 307.01 (2.23**) 0.60 
PCA PC1 28.48 (0.41) 37.98 (2.08**) 0.91 130.37 (0.96)  130.71 (2.05**) 0.96 
Notes: (1)Results from population averaged model for the full-sample analysis are not reported, but are available upon 
request; (2) Ind. Va. denotes independent variables; (3) All the models are estimated including an intercept term; (4) The 
values of the intercept term are not reported to conserve space; (5) *, **, *** significantly different from zero at the 10%, 
5% and 1% levels, respectively . 
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5.3.2 Sub-sample period analysis 

A sub-sample analysis is undertaken as well to investigate the heterogeneity within 

the dataset. It is important to explore whether the relationship will change with different 

time periods. The study investigates the impact of significant changes in the 2008 global 

financial crisis as these changes may impact the decision making of investors. Therefore, 

the full sample period is divided into two phases: 2003-2007 (Phase I) and 2008-2012 

(Phase II). The total number of China’s ODI flows and stocks suggests that there has been a 

noticeable increase in ODI from 2008 to 2012. The incremental value can deliver a better 

explanation when running the regressions. Hence, a more significant relationship is 

expected in Phase II.  

 

The results of the two sub-periods are significantly different (see Table 5.3). This 

indicates that the impact of the quality of macro-corporate governance on the ODI 

decisions varies over time. This study finds that no variables are significantly related to 

China’s ODI for the period 2003-2007; while in the latter period (2008-2012), government 

effectiveness (GE), regulatory quality (RQ), the rule of law (ROL) and the control of 

corruption (COC) are significant and correctly signed. These findings suggest that there has 

been a significant change in the FDI behaviour of Chinese firms over time and that it is 

partly because of the policy variations. According to the guidelines of China’s Eleventh 

Five-Year Plan (2006-2010), one of their major goals was to expand the openness and have 

more participation with international co-operation. Therefore, the investment amount 

greatly increased after 2006 and the incremental value seems to make the results more 
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significant. The significant and positive coefficient for PC1 highlights the importance of 

macro-corporate governances in China’s ODI.  

 

In addition, from the microeconomic perspective, after 2008, many more small-size 

China’s enterprises with strong incentives and capacity decided to implement 

internationalization strategies. This helped them to advance their comparative advantage 

and profitability (World Investment Report, 2008). For most enterprises, the investment 

condition is their primary consideration when investing overseas. Before any investments, 

the quality of corporate governance in the host countries is the top concern. Therefore, 

country-level corporate governance becomes more significant in the latter phase. 

Furthermore, the government has authorized some priority ODI projects, which are mainly 

undertaken by Chinese state-owned energy enterprises such as Shanghai Baosteel and 

Chinalco. The main purposes of these projects are to access natural resources from overseas 

 

To assist these energy firms in reducing the risks, the National Development and 

Reform Commission has instructed China Export and Credit Insurance Corporation to 

provide services such as political risk assessment of host countries and risk control for 

priority ODI projects. This suggests that the Chinese government has begun to pay 

attention to the quality of infrastructure of host countries. When Chinese firms undertake 

investments, political risk is considered as a critical factor affecting their investment 

decisions during the period from 2008 to 2012. 
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5.3.3 Sub-country group analysis 

According to the FDI Theory, different economic situations of host country markets 

have different impacts on foreign investment decision making. The eclectic paradigm 

suggests that various economic conditions of host country markets have effects on this 

foreign investment decision making. Countries with better public services quality and the 

ability to formulate and implement sound economic policies can attract more outbound 

investments. ODI is promoted by the size of the external markets (location-specific 

advantage), stable political environment (location-specific advantage), and advanced 

technology and capital intensity (ownership-specific advantage). The theory indicates that 

different host countries may lead to a different pattern of ODI and that the countries with 

diverse macro-corporate governances have different location-specific advantages and 

ownership-specific advantages (Dunning, 1977; Dunning & Norman, 1983).  

 

To investigate whether these relations are driven by country differences in macro-

corporate governances, the sub-country group tests are employed. The details of those 

country categories are reported in Appendix 5.4. The random effects model and population 

averaged model are estimated, and the results are compared to a number of country groups: 

advanced economies, emerging economies, emerging Asia, OECD countries, sub-Saharan, 

North Africa, and the resource-rich countries. The results show that differences in macro-

corporate governance have impacts on cross-country variations in China’s ODI decision 

making (Tables 5.4, 5.5, and 5.6). The political stability and the rule of law in the advanced 

economy country group have positive and significant effects on the ODI flows and stocks. 

However, in the less developed economic regions, the significance disappears. The reason 
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is that the countries with an emerging economy usually have a low macro-corporate 

governance score, while in less developed industrialised countries China’s ODI values are 

quite limited.  

 

From the amount of China’s ODI stocks and flows, it is observed that the host 

countries that draw a large proportion of China’s ODI are those with substantial natural 

resources. Therefore, those countries are extracted to use as a separate testing group 

(resource-rich country group) to investigate the relation. The dominant countries included 

in the resource-rich country group are the United Arab Emirates, Sudan, and Nigeria. 

Coefficients on the GE, RQ, and ROL are significant and positive. This implies that, 

although China is securing natural resources and invests sufficiently in those countries, 

efficient legal enforcement and government performance are considered carefully when 

investing. In other words, when Chinese enterprises invest in resource-rich countries, 

macro-corporate governance still has an essential impact on China’s ODI decision making.  
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Table 5.4:Estimates of panel regressions by economic region 
  Advanced economies  Emerging economies 
Model Ind.Va. β Z-value  β Z-value 
  Fixed effects model 
  Dependent variable : ODI flows 
I VA -612.90 -1.37  -35.57 -0.87 
II PS 786.32 2.04**  -1.36 -0.04 
III GE -573.37 -1.36  12.36 0.36 
IV RQ -289.53 -0.42  28.92 0.66 
V ROL 681.96 1.72*  14.54 0.24 
VI COC -197.40 -0.56  -11.08 -0.28 
  Dependent variable : ODI stocks 
I VA 728.31 0.38  -54.39 -0.40 
II PS 2287.65 1.62  -27.94 -0.33 
III GE -1825.73 -1.67*  -78.84 -0.53 
IV RQ -94.35 -0.05  46.74 0.34 
V ROL 2036.46 1.68*  406.42 1.43 
VI COC -934.69 -0.89  -167.60 -1.09 
  Random effects model 
  Dependent variable : ODI flows 
I VA -126.45 -1.30  -12.48 -1.09 
II PS 208.70 1.63  -13.80 -1.83* 
III GE 59.97 1.03  -0.10 -0.01 
IV RQ 186.66 1.32  -3.08 -0.27 
V ROL 279.45 2.46***  -14.24 -1.24 
VI COC 143.93 1.93*  -15.81 -1.20 
  Dependent variable : ODI stocks 
I VA -407.36 -1.25  -2.38 -0.04 
II PS 973.72 1.85*  -27.31 -0.67 
III GE 22.27 0.10  65.44 0.86 
IV RQ 666.16 1.14  70.20 0.93 
V ROL 1006.10 2.48***  54.35 0.62 
VI COC 376.32 1.47  12.65 0.15 
  Population averaged model 
  Dependent variable : ODI flows 
I VA -131.35 -1.38  -14.13 -1.36 
II PS 287.76 2.02**  -13.71 -1.85* 
III GE 45.41 0.76  -0.86 -0.07 
IV RQ 173.26 1.16  -3.26 -0.31 
V ROL 291.29 2.55***  -14.35 -1.40 
VI COC 134.78 1.79*  -16.49 -1.38 
  Dependent variable : ODI stocks 
I VA -412.51 -1.26  -3.22 -0.05 
II PS 1024.42 1.86*  -27.44 -0.68 
III GE 23.83 0.11  63.57 0.85 
IV RQ 665.69 1.14  69.72 0.93 
V ROL 1006.41 2.49***  58.46 0.66 
VI  COC 376.13 1.47  9.84 0.12 
Notes: (1): Ind. Va. denotes independent variables; (2): All the models are estimated including an 
intercept term; (3): The values of the intercept term are not reported to conserve space; (4): *, **, *** 
significantly different from zero at the 10%, 5% and 1% levels, respectively; (5): The Hausman test 
results are not reported to conserve space, but are available upon request. 
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Table 5.5:Estimates of panel regressions by geographical distribution (I) 
  Emerging Asia  OECD region 
Model Ind.Va.  β Z-value  β Z-value 
   Fixed effects model 
   Dependent variable: ODI flows 
I VA  83.38 0.70  -835.78 -2.32** 
II PS  99.62 0.77  457.86 1.54 
III GE  -31.33 -0.21  -757.79 -1.98** 
IV RQ  409.88 2.04**  -337.54 -0.50 
V ROL  25.65 0.16  374.39 1.13 
VI COC  95.64 0.80  -149.91 -0.48 
   Dependent variable: ODI stocks 
I VA  289.99 0.72  -1301.87 -1.15 
II PS  233.10 0.77  1433.63 1.25 
III GE  -198.30 -0.60  -2194.92 -1.95** 
IV RQ  1091.62 2.09**  -415.26 -0.23 
V ROL  65.46 0.19  960.15 1.01 
VI COC  110.88 0.46  -615.92 -0.66 
   Random effects model 
   Dependent variable: ODI flows 
I VA  -45.86 -2.70***  5.40 0.06 
II PS  2.84 0.12  151.58 1.82* 
III GE  -38.98 -1.29  33.31 0.79 
IV RQ  -16.10 -0.47  203.43 1.45 
V ROL  -69.40 -3.37***  171.25 2.31** 
VI COC  -69.52 -2.66***  109.38 1.72* 
   Dependent variable: ODI stocks 
I VA  -122.77 -2.83***  -218.52 -2.50*** 
II PS  10.98 0.14  -88.41 -2.30** 
III GE  -58.20 -0.52  -47.63 -0.57 
IV RQ  83.45 0.61  -151.89 -1.86* 
V ROL  -146.24 -2.18**  -83.34 -1.73* 
VI COC  -126.02 -1.73*  -72.14 -0.98 
   Population averaged model 
    Dependent variable: ODI flows 
I VA  -43.75 -2.63***  -50.44 -1.90* 
II PS  4.01 0.16  -23.31 -1.84* 
III GE  -38.63 -1.27  -14.17 -0.80 
IV RQ  -13.97 -0.40  -39.17 -1.99** 
V ROL  -67.87 -3.39***  -26.99 -1.84* 
VI COC  -65.22 -2.61  -21.45 -0.99 
   Dependent variable: ODI stocks 
I VA  -123.95 -2.87***  -219.36 -2.50*** 
II PS  8.77 0.12  -89.70 -2.32** 
III GE  -56.71 -0.51  -46.65 -0.56 
IV RQ  81.12 0.60  -152.64 -1.86* 
V ROL  -147.96 -2.22**  -83.15 -1.72* 
VI  COC  -128.70 -1.77*  -72.20 -0.98 

Notes: (1): Ind. Va. denotes independent variables; (2): All the models are estimated including an 
intercept term; (3): The values of the intercept term are not reported to conserve space; (4): *, **, 
*** significantly different from zero at the 10%, 5% and 1% levels, respectively; (5): The Hausman 
test results are not reported to conserve space, but are available upon request.  
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Table 5.6: Estimates of panel regressions by geographical distribution (II) 
  Sub-Saharan region  North Africa  Resource-rich region 
Model  Ind. Va. β Z-value  β Z-Value  β Z-Value 
  Fixed effects model       
  Dependent variable: ODI flows 
I VA -43.58 -0.91  -71.55 -1.24  -532.29 -1.34 
II PS 42.49 1.29  -42.09 -1.21  25.33 0.10 
III GE 7.68 0.17  53.11 0.92  -542.13 -1.07 
IV RQ 79.50 1.55  -76.11 -1.51  -141.50 -0.68 
V ROL -22.90 -0.29  -65.78 -0.70  380.71 0.96 
VI COC 16.01 0.56  -58.18 -0.61  -189.72 -0.49 
  Dependent variable : ODI stocks 
I VA -116.33 -0.90  -262.54 -1.75*  -1783.09 -1.39 
II PS 66.58 0.90  -118.61 -1.75*  179.53 0.30 
III GE -339.65 -1.07  160.01 0.71  -1447.73 -0.91 
IV RQ -60.48 -0.13  -317.13 -1.38  -425.15 -0.58 
V ROL 106.85 0.90  10.00 0.04  1790.63 1.46 
VI COC -317.72 -0.74  -89.75 -0.54  -1077.59 -0.95 
  Random effects model 
  Dependent variable : ODI flows 
I VA 31.72 0.87  -49.44 -1.93*  45.40 0.62 
II PS 2.23 0.14  -22.32 -1.82*  61.26 1.58 
III GE 52.36 1.00  -15.15 -0.86  83.46 2.81*** 
IV RQ 41.11 1.08  -38.19 -1.89*  87.08 2.45*** 
V ROL 23.25 0.62  -26.78 -1.85*  89.01 2.89*** 
VI COC 24.67 0.73  -20.27 -0.99  66.53 1.94** 
  Dependent variable : ODI stocks 
I VA 59.10 0.78  -218.52 -2.50***  38.03 0.17 
II PS 33.24 0.56  -88.41 -2.30***  186.74 1.37 
III GE 46.60 0.63  -47.63 -0.57  254.87 3.33*** 
IV RQ 105.16 2.48**  -151.89 -1.86**  271.78 2.55*** 
V ROL 103.12 1.07  -83.34 -1.73*  315.36 4.37*** 
VI COC -51.88 -0.66  -72.14 -0.98  176.69 1.42 
  Population averaged model 
  Dependent variable : ODI flows 
I VA 32.30 0.87  -50.44 -1.90*  47.44 0.65 
II PS 2.18 0.14  -23.31 -1.84*  61.94 1.63 
III GE 53.35 1.00  -14.17 -0.80  84.77 2.81*** 
IV RQ 41.15 1.06  -39.17 -1.99**  88.02 2.51*** 
V ROL 23.43 0.62  -26.99 -1.84*  88.30 2.87*** 
VI COC 24.77 0.73  -21.45 -0.99  67.12 1.95** 
  Dependent variable: ODI stocks 
I VA 53.84 0.75  -219.36 -2.50***  50.30 0.23 
II PS 34.73 0.58  -89.70 -2.32**  187.01 1.42 
III GE 29.88 0.44  -46.65 -0.56  262.02 3.33*** 
IV RQ 101.58 2.33**  -152.64 -1.86*  277.11 2.69*** 
V ROL 103.35 1.1  -83.15 -1.72*  308.09 4.19*** 
VI COC -64.88 -0.69  -72.20 -0.98  183.16 1.50 
Notes: (1): Ind. Va. denotes independent variables; (2): All the models are estimated including an intercept 
term; (3): The values of the intercept term are not reported to conserve space; (4): *, **, *** significantly 
different from zero at the 10%, 5% and 1% levels, respectively; (5): The Hausman test results are not reported 
to conserve space, but are available upon request. 
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In order to further understand whether the relation still holds and to correctly 

specify the estimation equation, the study controls for two conventional variables 

developed from the general FDI theories: the economic growth variable and the 

resource variable7. The general theory of FDI has been largely based on the principles 

of microeconomics, with the determinants of FDI and the practical evidence from other 

countries’ investors. The economic growth variable GDPGTC is derived from the 

market-seeking FDI behavior. Market-seeking FDI is undertaken by emerging 

economic businesses to access other large and rapidly growing markets offshore. This 

variable represented an indicator for China’s potential investment returns. The resource 

variable ORE is developed from the resource-seeking FDI activity, as the emerging 

economic firms are likely to acquire raw materials and energy sources when these are in 

short supply in the home country (Dunning, 1977; Dunning & Lundan, 2008; Dunning 

& Norman, 1983). Previous literature indicates that these variables have a significant 

impact on China’s ODI. Therefore, in this study, GDPGTC and ORE are used to 

represent each host country’s market size and natural resources, respectively. The 

random effects model is still more favorable in this test, as the Hausman test does not 

reject the null hypothesis.  

 

The results suggest that, after adding the control variables, the macro-corporate 

governance indicators still have positive and significant influences on China’s ODI 

(Table 5.7). However, it is noticeable that the control variable, GDPGTC, is negatively 

related to the ODI values, which is contrary to the previous literature and against the 
                                                           
7 In this chapter, only two control variables are included in the model: economic growth 
variable and resource variable. The main reasons that these two variables are extracted from 
Chapter 4 are outlined below. Firstly, previous studies find consistent results, suggesting that 
the economic growth variable and the resource variable both have an essential impact on 
China’s ODI decisions. Secondly, the main purpose of Chapter 5 is to investigate the impact of 
country-level corporate governance. Including too many economic indicators from Chapter 4 
would influence the aim and focus of Chapter 5. 
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theoretical predictions. GDPGTC measures a ratio of host countries’ GDP growth to 

China’s GDP growth. The results suggest that the countries with high economic growth 

cannot attract more China’s ODI. In other words, Chinese investors largely invest in 

those countries with low GDP growth. The reasons of why Chinese firms behave in this 

investment manner are listed below. Only major well-developed countries, such as the 

US and Australia experience a low or even a negative GDP growth rate. However, the 

data show that those countries are the first two large regions that receive Chinese ODI. 

Therefore, the relationship is negative. To substantiate the finding, a ranking table is 

provided to compare the mean value of ODI amounts with GDPGTC (Appendix 5.3)8. 

These results suggest that, after controlling for the economic and resource variables, 

macro-corporate governance has positive effects on China’s ODI. These results are 

consistent with the previous findings.  

 

 

 

 

 

 

 

                                                           
8 Firstly, the full sample data are evenly divided into five categories and then the mean value of 
the ODI amount (flows and stocks) and GDPGTC are calculated in each category. Secondly, the 
five categories are ranked by the mean of GDPGTC from the highest to the lowest. Results 
suggest that category 1 has the highest GDPGTC but has a low ODI amount. Category 4, which 
has a very low GDPGTC, comes with the highest ODI amount (in both stocks and flows). 
Therefore, from the data attribution, it is concluded that there is a negative relationship between 
China’s ODI and GDPGTC. Another explanation is that the negative sign of this variable could 
have been caused by the outliers. 
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Table 5.7:Estimates of panel regressions with standard control variables 
  Corporate governance  Ore  GDPGTC 
Model  Ind. Va. β Z-value  β Z-Value  β Z-Value 
  Fixed effects model 
  Dependent variable : ODI flows 
I VA -157.99 -1.54  5.85 1.41  -83.63 -1.80* 
II PS 73.61 0.73  5.74 1.37  -91.04 -1.96** 
III GE -124.29 -1.07  5.61 1.39  -85.54 -1.85* 
IV RQ -45.69 -0.36  5.83 1.40  -88.16 -1.88* 
V ROL 150.51 1.51  6.11 1.46  -93.47 -2.01** 
VI COC -46.71 -0.49  5.77 1.38  -87.02 -1.99** 
  Dependent variable : ODI stocks 
I VA -76.03 -0.24  20.03 1.52  -383.22 -2.92*** 
II PS 268.47 0.97  19.89 1.50  -393.40 -3.01*** 
III GE -566.79 -1.77*  19.69 1.52  -372.27 -2.98*** 
IV RQ -59.85 -0.16  20.01 1.51  -384.05 -2.97*** 
V ROL 566.69 2.28**  20.50 1.55  -401.56 -3.07*** 
VI COC -446.53 -1.51  20.10 1.52  -363.91 -2.96*** 
  Random effects model 
  Dependent variable : ODI flows 
I VA 32.71 1.19  1.09 0.77  -65.78 -1.84* 
II PS 29.84 1.24  1.14 0.78  -71.59 -1.81* 
III GE 76.73 2.33***  1.40 0.94  -44.75 -1.23 
IV RQ 83.01 2.25**  1.41 0.94  -43.94 -1.31 
V ROL 74.72 2.26**  1.40 0.93  -43.34 -1.27 
VI COC 74.60 2.23**  1.35 0.92  -41.69 -1.18 
  Dependent variable : ODI stocks 
I VA 53.34 0.66  7.43 1.22  -356.00 -3.03*** 
II PS 72.02 0.85  7.48 1.22  -355.90 -2.99*** 
III GE 168.00 1.65*  8.00 1.31  -330.25 -2.88*** 
IV RQ 225.26 1.93*  8.24 1.33  -323.60 -2.89*** 
V ROL 221.26 2.06**  8.36 1.34  -316.21 -2.87*** 
VI COC 166.83 1.64  7.86 1.29  -329.30 -2.89*** 
  Population averaged model 
  Dependent variable: ODI flows 
I VA 27.58 1.07  1.63 1.01  -75.23 -1.97** 
II PS 31.01 1.23  1.66 1.02  -76.43 -1.94* 
III GE 67.73 2.26**  1.88 1.16  -63.08 -1.70* 
IV RQ 74.24 2.14**  1.90 1.15  -62.34 -1.76* 
V ROL 71.36 2.28**  1.92 1.16  -60.28 -1.68* 
VI COC 67.68 2.18**  1.88 1.16  -62.02 -1.68* 
  Dependent variable : ODI stocks 
I VA 51.17 0.64  8.47 1.29  -364.13 -3.05*** 
II PS 81.66 0.90  8.55 1.29  -362.80 -3.02*** 
III GE 152.47 1.56  8.97 1.36  -346.94 -2.96*** 
IV RQ 217.91 1.86*  9.21 1.38  -340.67 -2.97*** 
V ROL 226.11 2.12**  9.37 1.40  -332.35 -2.94*** 
VI COC 152.12 1.54  8.86 1.34  -347.35 -2.97*** 
Notes: (1): Ind. Va. denotes independent variables; (2): All the models are estimated including 
an intercept term; (3): The values of the intercept term are not reported to conserve space; (4): *, 
**, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (5): The 
Hausman test results are not reported to conserve space, but are available upon request. 
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5.4 Conclusions 

This study has investigated the effects of macro-corporate governance on 

China’s ODI. The random effects and the population averaged methods are used to 

estimate the model for a comprehensive set of 171 countries covering a period from 

2003 to 2012. The main findings of the study are that the macro-corporate governance 

indicators are significant and positive in attracting China’s ODI stocks and flows. Sub-

period results also support the full sample period findings, indicating that during the 

period 2008 to 2012, macro-corporate governance has a more significant impact on 

China’s ODI activities. In order to investigate whether these relationships are driven by 

cross-country differences in macro-corporate governances, a sub-country group analysis 

was undertaken. Results suggest that differences in macro-corporate governance can 

explain cross-country variations extensively in China’s ODI decision makings, and that 

the governance infrastructure is heavily considered when China invests in resource-rich 

countries.  

 

These findings have important policy implications. The host countries need to 

consider the importance of investing in governance infrastructure to attract China’s ODI. 

Countries with regulations that aim to encourage market openness can provide 

competitive advantages when they attract inward FDI. Studies suggest that one of the 

necessary conditions for sustainable economic growth is the openness and transparency 

to the global economy. The findings shed light on the importance of macro-corporate 

governance for multinational firm managers, who need to pay attention to host countries’ 

policy changes and legal regulations. The changes in policies and laws can affect the 

business activities and economic performance of multinational firms in the host 

countries. Policy makers in the host countries, particularly those with emerging 
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economies, need to shape their policies to ensure that the regulatory and trading systems 

are transparent. Specific variables such as political stability, regulatory quality, the rule 

of law and the control of corruption can help strengthen particular areas in their 

corporate governance framework, hence attracting more FDI from overseas.  
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CHAPTER 6  

FIRM-LEVEL CORPORATE GOVERNANCE AND 

OUTWARD FOREIGN DIRECT INVESTMENT: 

EVIDENCE FROM CHINA 
 

6.1 Introduction 

Much research has investigated the factors affecting outward foreign direct 

investment (ODI) at an aggregate country level (Billington, 1999; Buckley et al., 2007; 

Cheng & Kwan, 2000; Cheung & Qian, 2009; Kolstad & Wiig, 2012). These studies use 

country-level data to examine the drivers of overseas investment and to investigate the 

main motivations for undertaking ODI projects. However, very few studies have 

narrowed down the scope to the ODI at the firm level. Although host countries are the 

significant beneficiaries of ODI, firms of source countries are the carriers that conduct 

the particular investment behavior. Moreover, firms are often heterogeneous in nature, 

so when they are facing similar transaction costs and having same investment 

opportunities, they may make different decisions when entering foreign markets (Wang, 

Yu, & Huang, 2013). It is therefore important to focus also on the firm-level ODI and to 

investigate determinants of firms’ ODI decisions. 

 

In recent years, corporate standards have come into the focus of many parties, 

such as academics, public media, policy makers, corporations, institutional investors, 

and shareholders. Corporate governance of firms in China has attracted the attention of 

researchers as well, although the Chinese stock market is still young. These researchers 

mainly examine how to develop an effective corporate governance system that will 

improve firm performance and protect shareholder rights (Clarke, 2003; Conyon & He, 
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2011; Liu, 2006; Xu & Wang, 1999). Currently, the research on the Chinese firms’ 

corporate governance can be divided into two main streams. The first stream of research 

focuses on how to measure corporate governance performance, such as identifying 

proper corporate governance indicators, finding how those quantifiable variables affect 

the listed firms’ operation and stock market performance, and noting the effectiveness 

of strategic decisions. The second group seeks to understand how Chinese institutional 

practitioners regulate and improve the Chinese firms’ corporate governance system.  

 

Prior studies that have investigated the relationship between corporate 

governance and firms’ market valuation have found that corporate governance 

indicators have a significant impact on firms’ market valuation (Bai et al., 2004; Black, 

2001; Hui, 2003). However, there are few studies that examining the effects of 

corporate governance on firms’ ODI decision making. Corporate governance is 

paramount to firms’ performance and therefore the question arises whether firms with 

different corporate governance characteristics differ in their strategic decisions for 

overseas investment. Previous literature has recognized the impacts of corporate 

governance on ODI but it has predominantly focused on an Anglo-American 

perspective (Conyon & He, 2011; Liu, Li, & Xue, 2011). Hence, it is vital to extend this 

perspective by studying the impacts of corporate governance on ODI within different 

firms from emerging economies such as China, where the ODI has increased 

significantly. China is emerging as the world’s largest foreign direct investor, according 

to the data from the Ministry of Commerce of the People’s Republic of China in 2015.  

 

China, a representative emerging country, has a larger amount of ODI compared 

to other such countries; it is thus meaningful to investigate how its corporate 
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governance practices affect firms’ strategic decisions. This relationship has so far been 

relatively unexplored (Athanassiou & Nigh, 2002). This study covers the impacts of 

ownership concentration, the executive compensation, the share ownership and the 

choice of entry modes for ODI. With the trend of globalization, new market 

opportunities have been created for firms; hence it is essential to examine whether firms 

can take these opportunities and make strategic decisions based on the firms’ corporate 

governance. Specifically, the objective of this study is to address the following question: 

Does the corporate governance mechanism have an impact on firms’ ODI decisions? To 

answer this question, a dataset of 31 publicly listed firms in China from 2009 to 2015 is 

used: this study analyzes the impact of the corporate governance indicators on the firms’ 

ODI.  

 

Findings in this study suggest that in both the full sample and the subsample 

estimates, the ownership structure, the ownership concentration and the executive 

compensation have a significant influence on the firms’ ODI decision making. Firms 

with more highly concentrated ownership invest more overseas; firms with more 

executive payments are more interested in ODI. The findings from the study provide a 

better understanding of the relationship between corporate governance and ODI 

decisions. This study extends agency theory and international business theory to 

investigate the relationship between Chinese firms’ corporate governance indicators and 

their ODI performance. This helps to provide new insights into how corporate 

governance influences firms’ ODI strategy. 

 

The reminder of the study includes 5 sections. In Section 6.2, the institutional 

background of China’s corporate governance and ODI flows are outlined. Section 6.3 
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develops the hypotheses and describes the data in the sample. In Section 6.4, the 

dependent and independent variables used in the analysis are outlined and the models 

estimated in the regression are introduced in detail. Section 6.5 presents and interprets 

the empirical results; Section 6.6 concludes the whole study.  

 

6.2 China’s corporate governance and the pattern of ODI flows: An overview 

6.2.1 China’s corporate governance and stock market 

The Chinese economy has experienced dramatic growth in the last three decades. 

In 1979, the government decided to reform its financial system and to build up an 

efficient and healthy stock market to achieve economic properity. In 1990 and 1991, 

respectively, China’s two stock exchanges, the Shanghai and Shenzhen stock exchanges, 

were opened. During the last 25 years, China’s stock market has grown: by 2015, with 

market capitalization close to US$ 88,550 billion, it had become the second largest in 

Asia, behind only the Japanese market. Table 6.1, which presents annual issuance data 

from the Chinese stock market from the year 2009 to the year 2015, delivers a picture of 

the development of China’s stock market. Chinese public firms have benefited greatly 

from the rapid equity accumulation of issuing shares and the public enthusiasm for the 

capital investment due to a lack of alternative investments. Although China’s stock 

market has grown rapidly, its poor corporate governance standard has become an 

obstacle to its further development; therefore Chinese investors were quickly losing 

confidence in the stock market (Liu, 2006).  

 

China’s stock market is different from capital markets in other countries as 

China’s economic status is transferring from a planned economy to a market-oriented 

economy: China’s legal system, laws and regulations were not previously sufficient to 
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ensure a healthy stock market that functioned well. Those constraints make China’s 

corporate governance standard different from the corporate governance systems of other 

countries. Liu (2006), reviewing the corporate governance literature on Chinese listed 

firms, describes the current corporate governance system adopted in China as a control-

based model. This model is distinct from the market-oriented model popularly used in 

the US and UK. The control-based model suggests that the controlling shareholders, 

such as the state government, employ all feasible governance mechanisms to control the 

listed firms tightly.  

 

The distinct patterns of ownership and control in Chinese firms have 

implications for their corporate governance practices. China has three major classes of 

share ownership. First, the state owns shares and government agencies control firms. 

Second, state-controlled legal persons or privately controlled legal persons legal entities 

can own shares. Third, shares are held by institutions, and private businesses. When a 

SOE is listed, only a small share of equity is issued to private investors through the IPO 

process. The state and parent SOEs still hold sufficient shares, in the form of state 

shares or legal person shares. Holding majority of total shares can maintain voting 

rights and it is notable that state shares and authorized entity shares are non-tradable. 

There are some circumstances that these shares can be exchanged, but the process is 

quite complicated (Clarke, 2003; Liu, 2006).  

 

This concentrated ownership structure has resulted in inadequate financial 

disclosures, the standard corporate governance practice among Chinese public firms. 

Although the control-based governance model has given the Chinese stock market a 

boost in growth, it still has some weakness. For example, disciplining management 
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becomes less efficient and firms’ long-term operation performance has side effects. 

Therefore, the control-based model is considered to be a sub-optimal model that will 

have negative influences on the development of China’s stock market in the future. 

 

The reasons why China’s public firms adopt this model so commonly are 

evident. The initial purpose of opening the Chinese stock market is to work out an 

alternative way for state-owned firms to obtain additional financial capital while 

improving firm efficiency. However, as the whole legal environment in China is still 

inefficient, the regulations and standards in the stock market have to make a trade-off 

between growth and control. Bai et al. (2004) suggest that, to improve corporate 

governance, the government must strengthen and increase the enforcement regulations 

and laws that protect shareholder interests. Meanwhile, firms are required to improve 

their operational performance.  
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Table 6.1:Key characteristics of China’s Stock Market, 2009-2015: A summary 
Item/Year 2009 2010 2011 2012 2013 2014 2015 

Number of domestic listed 
companies (A shares and B 
shares)  

1,625 2063 2342 2494 2489 2613 2799 

Number of domestic listed 
foreign investment shares (B 
shares)  

109 108 108 107 106 104 101 

Number of overseas listed 
companies (H shares)  153 165 171 179 185 205 231 

Total issued shares (Unit: 100 
million)  24,564.53 33184.35 36095.52 38395.00 40569.08 43610.13 49997.26 

Total market capitalization 
(Unit: RMB100 million)  140,389.20 265422.89 214758.10 230357.62 239077.19 372546.96 531304.20 

Funds raised from IPO (A 
Share; Unit: RMB100 million)  1879.00 4882.63 2825.07 1034.32 0 668.89 110.83 

Funds raised from IPO (H 
Share; Unit: US$100 million) 147.11 177.502 67.82 82.5 113.17 128.72 46.60763 

Domestic and overseas fund 
raised (Unit: RMB100 million) 5682.72 12638.67 7506.22 6852.86 7948.72 10630.18 3643.19 

Notes: The table provides the summary information of China’s stock market over the period 2009-2015. The data source is the China Securities 
Regulatory Commission (CSRC). 
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6.2.2 Outflow of FDI from China 

Figures 6.1 shows the annual distribution of Chinese ODI by state-owned and 

non-state-owned firms. It can be seen that both state-owned firms and private 

enterprises have shared similar rapid expansion patterns between 2009 and 2015. This 

can be explained by the massive wave of reforms, which were introduced by the 

government in 2003 with the objective of simplifying approval for accessing foreign 

exchange, and especially for providing support for credit in some key foreign direct 

investment projects. These reforms were aimed at accessing resources and technology 

and improving firm competitiveness (Luo et al., 2010). It is also important to note that 

in February 2006 the MOFCOM implemented a reform whose specific objective was to 

encourage and support the “Go Global” strategy of private companies.  

Figure 6.1: Number of SOE & Non SOE: 2009-2005 

 
Notes: Number of firms that conduct ODI by firm types, 2009-2015. The data source is 

from China Global Investment Tracker (CGIT) 
 

Figures 6.2 and 6.3 show the ODI distribution by geographical regions in two 

phases. In Phase I (2010-2012), the three dominant regions that received China’s ODI 

are East Asia, Europe, and South America. In Phase II (2011-2013), the top three areas 
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that have attracted Chinese firms’ investments are Europe, the US, and East Asia, with 

the US becoming a new dominant country receiving China’s ODI. The pattern of 

Chinese ODI has changed since 2010 and most Chinese firms have shifted their strategy 

from market-seeking in nearby foreign markets towards the R&D and technology-

seeking motivation. Figures 6.4 and Figure 6.5 show the disaggregation of the industrial 

sector distribution of Chinese ODI, which are also compared in the two phases. In Phase 

I, energy and metals sectors receive around 50% of the total number of FDI, while in 

Phase II energy and real estate are the two dominant areas that receive China’s ODI 

flows, suggesting that real estate and hospitality investments are more prevalent in the 

latter period.  

Figure 6.2:Investment by destinations 2010-2012 (totals) 

 
Notes: Geographical distribution of Chinese ODI flows, 2010-2015, using firm-level data .The 
data source is from China Global Investment Tracker (CGIT) 
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Figure 6.3: Investment by destinations 2013-2015 (totals) 

 

Notes: Geographical distribution of Chinese ODI flows, 2010-2015, using firm-level data .The 
data source is from China Global Investment Tracker (CGIT) 
 

 
Figure 6.4: Investment by industrial sectors 2010-2012 (totals) 

 

Notes: Geographical distribution of Chinese ODI flows, 2010-2015, using firm-level data .The 
data source is from China Global Investment Tracker (CGIT) 
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Figure 6.5: Investment by industrial sectors 2013-2015 (totals) 

 
Notes: Industrial distribution of Chinese ODI flows, 2010-2015, using firm-level data. 

The data source is from China Global Investment Tracker (CGIT) 
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are owned by governments and state-controlled entities; hence the ownership 
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high equity stakes have strong incentives to exert influence on corporate decisions, it is 

argued that high concentration ownership has positive impacts on ODI decision making. 

 

After examining the role of ownership in ODI decisions, the relationship between 

executive compensation and ODI is tested. It is hypothesized that a positive relationship 

exists between the top executive payment and ODI because the ODI strategy may bring 

economic benefits to firms and because managers are paid with higher compensation 

when companies perform well. Among the factors affecting ODI, top executives plays a 

major role in the strategic decision-making process Agency theorists propose that senior 

executives are likely to be significantly influenced by their remuneration (Jensen & 

Murphy, 1990a). They argue that it is important to design the agent’s compensation, as a 

better design can reduce the agency problem and the agency costs. The purpose of 

designing the compensation mechanism is to align the interests of managers and 

shareholders. Thus, top-executive compensation acts as a mechanism to mitigate the 

conflicts between the agent and the principal.  

 

Hypothesis 6.1: Firms with high ownership concentration and high executive 

compensation have larger ODI flows. 

 

The stock market regulations issued by the CSRC state that firms that are listed on 

the Shanghai Stock Exchange are large state-owned firms. The size of companies that are 

issued and traded on the Shenzhen Stock Exchange are usually smaller than those listed 

on the Shanghai Stock Exchange. Most firms listed on the Shenzhen Stock Exchange are 

privately owned and most of them are IPOs. The ownership of these companies listed on 

the Shanghai Stock Exchange and those listed on the Shenzhen Stock Exchange is diverse. 
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Firms that invest overseas are mostly state-owned and have large firm size. A majority of 

these firms are listed on the Shanghai Stock Exchange. Therefore, a positive relationship 

is expected between companies listed on the Shanghai Stock Exchange and the ODI from 

these firms. 

 

Hypothesis 6.2: Firms listed on the Shanghai Stock Exchange are more interested in 

undertaking ODI.  

 

FDI has been considered to be one of the most important strategies for the process 

of internationalization. However, firms are challenged with significant trading barriers 

such as different legal restrictions and technical standards in foreign markets (Cheng, 

2006). Therefore, in order to expand international market efficiently, the entry mode 

becomes very important. Greenfield is becoming a popular mode for FDI because firms 

can establish the business under their own will and can adjust themselves at their own 

pace to the new business environment (Barkema & Vermeulen, 1998; Cheng, 2006; 

Newburry & Zeira, 1997). As the determinants of Chinese FDI are more towards 

resource-seeking and market expanding, greenfield investment is more popular as an FDI 

entry mode (Cui & Jiang, 2009). Therefore, a hypothesis is formulated as follows.  

Hypothesis 6.3: A positive relationship exists between greenfield investment and Chinese 

firms’ ODI projects. 

 

6.3.2 Data sources and sample selection 

The data for China’s corporate governance are extracted from the China Stock 

Market and Accounting Research Database (CSMAR), which is compiled by The 

University of Hong Kong and GTA Information Technology Company Limited in 
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Shenzhen following the format of the CRSP and Compustat. The dataset has been used in 

previous research (see, e.g., Kato and Long, 2006b; Chen et al., 2010a, 2010b) and it is 

important to comment on the quality of the executive compensation and corporate 

governance data. CSMAR data are collected directly from public firms’ annual financial 

reports, as published in Securities Time, Shanghai Securities Daily, China Securities 

Daily, and other major newspapers designated by the CSRC. The sample includes listed 

companies on both the Shanghai and Shenzhen Stock Exchanges between 2009 and 2015. 

The available series include performance measures and financial accounting data, data on 

ownership, and board structure.  

 

The ODI data are obtained from the China Global Investment Tracker (CGIT), 

which is published by the American Enterprise Institute and the Heritage Foundation. 

CGIT is the only comprehensive dataset covering China’s global investment and 

construction activity measured at the firm level. The CGIT, established in 2005, has now 

included approximately 2200 large transactions on energy, technology, tourism and real 

estate. Data have been collected for a sample of 31 companies, over the period of 2009 to 

2015. These firms are selected because they have continuously invested overseas through 

the sample period 2009-2015. In order to form a balanced panel for the panel regression, 

only firms that consistently undertake ODI projects in the tested sample period have been 

chosen. Although the number of firms investing overseas is significant, it is more precise 

to keep consistency in firm selection.  
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6.4 Model and methods 

6.4.1 Model specification 

The corporate governance factors affecting China’s ODI are included in the 

regression model. The independent variables included in the model are ltopexe, lsh, PC1, 

ABshare, shrhfd, and greenfield (The detailed descriptions of each variable can be 

referred to the Table 6.2). For ownership effects, the variable lsh and shrhfd index are 

used as a measurement of ownership concentration. lsh is the proportion of shares held by 

the largest shareholders. shrhfd is taken as the natural logarithm of the sum of squares of 

the percentage points of the shareholding of the top 10 largest shareholders. In this 

chapter, the top executive compensation is measured as the aggregated payment of the 

sum of basic salary, bonus, stipends, and other benefits of three top officers. The use of 

cash compensation, which is consistent with previous research, is denoted by ltopexe 

(Chen, Ezzamel, & Cai, 2011; Chen, Liu, & Li, 2010; Conyon & He, 2011; Firth, Fung, 

& Rui, 2006, 2007; Wang & Xiao, 2011).  

 

ABshare is a dummy variable to capture the impact of the stock market on ODI. It 

equals to 1 if the firm is listed on the Shanghai Stock Exchange and 0 otherwise. PC1 is 

the principal variable to measure the ownership variable9. As one of the control variables, 

greenfield investment is included in the model to test if the impact of the entry model of 

ODI plays an important role on China’s ODI or not. The greenfield is a dummy variable 

to capture the entry mode of China’s ODI. The value of 1 indicates if the entry mode is 

greenfield; that of 0 when the entry modes are brownfield or acquisition. To examine 

whether there is a multicollinearity problem existing in the data sample, the correlation 

matrix is constructed. The results suggest that firms’ corporate governance indicators are 

                                                           
9 The detail explanation of PC1 is delivered on p.169. 
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not highly correlated with each other (Table 6.3). Since this study aims to examine the 

impacts of corporate governance mechanisms on ODI values of different the firms, 

measures of ODI should be defined appropriately.  

 

 

 

 

Table 6.2:Variable description and hypothesized relationships 
Variable Definition  Expected 

sign  
lsh the percentage of the largest shareholder holding of the firm (Bai et al., 2004) + 
ltopexe aggregated payment of the sum of basic salary, bonus, stipends, and other 

benefits of these three top officers (Conyon & He, 2011) 
+ 

bdd the number of shares that the board of directors holds (Bai, Li, Tao, & Wang, 
2000). 

+ 

exe the number of shares that the executives holds (Bai et al., 2000). + 
mng the number of shares that the management holds (Bai et al., 2000). + 
PC1 The principal variable constructed from bdd, exe, and mng + 
ABshare equals 1 if a company has H shares traded on the Shanghai Stock Exchange 

and 0 if the firm is traded on the Shenzhen Exchange (Bai et al., 2000). 
+ 

shrhfd the natural logarithm of the sum of squares of the percentage points of 
shareholding of the largest shareholders. 

+ 

greenfield  a form of FDI where a parent firm builds its operation in a foreign counrey 
from the ground up 

+ 

 

 

The dependent variable in the model measures the quantity of overseas investment 

from Chinese publicly listed firms. Firstly, the amount of the ODI value from each firm is 

calculated yearly by adding the values up monthly and then the log level of ODI is used 

over the period 2009 to 2015. The reason for using the annual data is that in every month 

the investment firms are different: it is clearer to set up a balanced panel data when firms 

remain the same in the tested time period. The specifications of the empirical models are 

as follows: 
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ln (𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡) = 𝛼𝛼0 + 𝛽𝛽1ln (𝑙𝑙𝑙𝑙ℎ𝑖𝑖,𝑡𝑡) + 𝛽𝛽2𝜉𝜉(𝑔𝑔𝑔𝑔1𝑖𝑖,𝑡𝑡) + 𝛽𝛽3𝐴𝐴𝐴𝐴𝑙𝑙ℎ𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 + 𝛽𝛽4ln (𝑔𝑔𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡) 

                                           +𝛽𝛽5ln (𝑙𝑙ℎ𝑙𝑙ℎ𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡) + 𝛽𝛽6𝑔𝑔𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖𝑙𝑙𝑝𝑝𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖 ,𝑡𝑡 + 𝜐𝜐𝑖𝑖,𝑡𝑡                       (1)    

 

In equation (1), the dependent variable for the ODI of firm i in year t is 𝑂𝑂𝑂𝑂𝑂𝑂𝑖𝑖,𝑡𝑡. 

Because the values of some variables are skewly distributed, logarithmic transformation 

is used to normalize the distribution. 𝜂𝜂𝑖𝑖 is an unobserved firm-specific effect, 𝜐𝜐 is an error 

term, and the subscripts i and t represent firm and time period, respectively.  

In addition to these determinants, other factors also play a critical role in 

determining China’s ODI. For instance, competition is a very sensitive factor affecting 

China’s ODI. ODI enables firms to access new markets or lower production costs, which 

will increase their competitiveness domestically and internationally in the longer run. 

Song, Yang, and Zhang (2011) argue that investing overseas contributes to China’s 

structural reform, but such investments could also strengthen some SOEs’ monopoly 

power. SOEs are more competitive compared to other non-SOEs firms, and through their 

investments, SOEs become more competitive. Bitzer and Görg (2009) also find that any 

impact of FDI is due to direct compositional effects and competition effects of FDI. 

However, this chapter is constrained to some degree by the availability of qualitative data 

measurements and therefore this competition proxy is not included in the model. 
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Table 6.3: Correlation matrix for the model variables 
Variable lsh shrhfd govsh ABshare ltopexe PC1 greenfield 
lsh 1.000 

       shrhfd -0.011 1.000 
      govsh -0.325 -0.002 1.000 

     ABshare -0.075 0.060 0.114 1.000 
    ltopexe 0.105 0.077 -0.353 0.004 1.000 

   PC1 -0.016 -0.121 0.017 0.116 0.425 1.000 
  greenfield -0.076 -0.101 0.213 0.173 -0.138 -0.074 1.000 

 Notes: ltopexe: aggregated payment of the sum of basic salary, bonus, stipends, and other benefits of these 
three top officers. lsh: the largest shareholder holding of the firm; ABshare: It equals 1 if a company has H 
shares traded on the Shanghai Stock Exchange and 0 if the firm is traded on the Shenzhen Exchange; shrhfd: 
the natural logarithm of the sum of squares of the percentage points of shareholding of the largest 
shareholders 
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6.4.2 Estimation methodology 

In order to identify whether an empirical relationship exists between corporate 

governance indicators and ODI, various regressions are conducted. According to the 

results of the Hausman test, the fixed effects model is rejected and the random effects 

model is thus more favorable in the empirical study (Hausman, 1978). OLS estimation is 

unsuitable for Equation (1) because the inclusion of the individual firm effects in the 

disturbance term creates non-zero covariance between the latter and the lagged dependent 

variable. Simple regression with the random effects model is also conducted in the study 

to test the impacts of each single corporate governance indicator on the Chinese ODI.  

 

To measure the share ownership variable, the principal component analysis (PCA) 

is used to construct a new variable PC1. The PCA is used to re-express the multivariate 

data with fewer dimensions (Wold et al., 1987). The PCA method summarizes a range of 

original variables in terms of fewer components that can capture the maximum variation 

from the original ones. This study uses three share ownership variables (bdd, mng and exe) 

to find components that contain maximum information from these three original variables. 

Before the PCA test is conducted, the Kaiser-Meyer-Olkin (KMO) test for sample 

adequacy is carried out to examine if the data are suited for the PCA. The KMO test 

results reported in Appendix 6.1 suggest that the KMO values in the table are all above 

0.5, which indicates that this sample is adequate for conducting the PCA (Cerny & Kaiser, 

1977; Kaiser, 1974). Appendix 6.2 shows the estimation of PCA; the eigenvalues suggest 

that one component (PC1) is sufficient to explain the variation. According to the Kaiser 

rule, with the eigenvalue above 1, the component should be retained. Therefore, in this 

case, PC1 is kept for the analysis.  
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6.5 Results and discussions  

Three separate sets of regression results are presented below. The first set, 

reported in Table 6.4, shows the effects of corporate governance on the decision to 

undertake FDI in the full sample using both the POLS model and the random effects 

model. The second set is reported in Table 6.6 and Table 6.7, showing the results of sub-

sample estimates. The full sample is separated into different time periods, industrial 

sectors and status of the controlling shareholders. Both the simple regression and the 

random effects models are used in order to have a more comprehensive analysis 

investigating the relationship between the corporate governance and China’s ODI.  

 

6.5.1 Full-sample estimation 

The empirical results of the full sample obtained from the POLS and the random 

effects models are quite distinct: the random effects model delivers more significant 

information than the POLS model (Table 6.4). Therefore, only results from the random 

effects model are analyzed in this section. The results of the random effects model for the 

main variables are examined first. This study finds that the ownership concentration 

ratios (measured by the percentage of the first largest shareholder holding of the firm and 

the Herfindahl index, lsh, shrhfd), executive compensation (measured by the log of 

aggregated payment of the sum of basic salary, bonus, stipends, and other benefits of 

these three top officers, ltopexe), share ownership (measured by PC1) are all significant 

and correctly signed. The study finds that the variable greenfield is not significant in the 

full sample estimates.  
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Table 6.4: Estimates of the POLS and random effects models for China’s ODI 
POLS model Random effects model 

Variables Coef. Std.  t Coef. Std. z 
ltopexe 0.039 0.659 0.060 0.313 0.118 2.650*** 
lsh 14.520 9.131 1.590 0.044 0.004 10.340*** 
PC1 -44.094 36.837 -1.200 0.274 0.073 3.740*** 
ABshare -0.027 0.849 -0.030 0.411 0.316 1.300 
shrhfd -14.075 10.134 -1.390 2.337 1.373 1.700* 
greenfield -5.066 1.332 -3.800*** -0.078 0.326 -0.240 
constant -11.223 22.350 -0.500 1.526 1.698 0.900 
Notes: (1) Std indicates standard error; Coef.: coefficient; ltopexe: aggregated payment of the 
sum of basic salary, bonus, stipends, and other benefits of these three top officers. lsh: the 
largest shareholder holding of the firm; ABshare: It equals 1 if a company has H shares traded 
on the Shanghai Stock Exchange and 0 if the firm is traded on the Shenzhen Exchange; shrhfd: 
the natural logarithm of the sum of squares of the percentage points of shareholding of the 
largest shareholders; (2) The values of the intercept term are not reported to conserve space; (3) 
*, **, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) 
Robust standard error is used for each regression. 

 

 

 

 

Table 6.5: Estimates of the simple regression model 
for China’s ODI 
Model Variable Coef. Std.  t 
I ltopexe 0.498 0.131 3.790*** 
II lsh 0.038 0.003 14.710*** 
III PC1 0.055 0.003 16.980*** 
IV ABshare 0.322 0.337 0.950 
V shrhfd 1.539 1.262 1.220 
VI greenfield -0.076 0.273 -0.280 
Notes: (1) Std indicates standard error; Coef.: coefficient; 
ltopexe: aggregated payment of the sum of basic salary, 
bonus, stipends, and other benefits of these three top officers. 
lsh: the largest shareholder holding of the firm; ABshare: It 
equals 1 if a company has H shares traded on the Shanghai 
Stock Exchange and 0 if the firm is traded on the Shenzhen 
Exchange; shrhfd: the natural logarithm of the sum of squares 
of the percentage points of shareholding of the largest 
shareholders; (2) The values of the intercept term are not 
reported to conserve space; (3) *, **, *** significantly 
different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each 
regression. 
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Ownership concentration ratios (lsh and shrhfd) have a positive influence on 

Chinese firms’ FDI flows, with a 1% rise in the lsh increasing firms’ foreign investment 

flows by 0.044% and a 1% increase in the shrhfd increasing firms’ foreign investment 

flows by 2.337%. This finding supports the hypothesis and suggests that firms with a 

high concentration of ownership promote their ODI in the period under study. Shleifer 

and Vishny (1986) and Xu and Wang (1999) claim that large shareholders can reduce the 

free-rider problems. Hence the value of firms may increase. Rising firm valuations can 

improve firms’ performance; firms with better operating performance have more ability 

to invest overseas. Therefore, a positive relationship between ownership concentration 

and firms’ ODI flows is expected. 

 

In addition, as most top-10 shareholders of the Chinese stock companies are state 

government agencies and legal persons, they have privileged access to strategic resources 

such as political support and sufficient capital from state-owned banks, and are often in a 

monopolistic position at home. Regional governments, which are granted the authority 

and responsibility for regional economic development, control about half of the total 

government budget (Naughton, 1995). Local governments are able to implement policies 

that affect the development of product markets, factor markets, and market-intermediate 

institutions and legal systems. Therefore, high concentration firms have both political and 

economic incentives to invest overseas (Amighini, Rabellotti, & Sanfilippo, 2013; Song, 

Yang, & Zhang, 2011).  

 

Executive compensation (ltopexe) is found to have a highly significant and 

positive effect on Chinese firms’ ODI: this finding is consistent with those of Liu, Lu, 
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and Chizema (2014). This suggests that executive compensation, as an important 

governance mechanism, influences firm strategies such as ODI. Agency theory states that 

a conflict of interest exists between company’s management (executives) and the 

company’s principals (shareholders) and that senior managers are likely to be driven by 

self-interest (Gomez-Mejia & Wiseman, 1997). Therefore, the relationship among the 

firm’s operation performance, top-executive compensation, and decision making is 

investigated in order to further understand the agency problem (Brush, Bromiley, & 

Hendrickx, 2000; Datta, Musteen, & Herrmann, 2009). The agency theory argues that an 

executive compensation mechanism can be used as an incentive payment for executives 

to align their interests with stakeholders (Fama & Jensen, 1983).  

 

Therefore, top executive compensation can be considered as a motivational tool to 

encourage managers to make strategic decisions that can improve firm’s operating 

performance and profit growth. Top executives are motivated to take on those challenges 

in pursuing growth via ODI which allow them to maximize values for shareholders. 

Firms with high levels of executive compensation can motivate executives to handle the 

international business, even though global trading is complex. This incentive executive 

payment can also attract and retain high-quality employees who have the expertise of 

international business (Liu et al., 2014; Musteen, Datta, & Herrmann, 2009).  

 

The significance of ltopexe also suggests that firm size is important to determine 

China’s ODI decisions, and that larger size Chinese firms are more likely to invest 

overseas. This finding is consistent with Tomiura’s (2007) results, which indicate that 

firm size is critical for firms to engage in globalization activities. Firm size is a proxy for 

resources and firm-specific advantages. The positive significance of the variable ltopexe 
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in this study further suggests that Chinese MNEs have some advantages in competing 

with local firms, and tend to establish and manage foreign business (Terpstra & Yu, 

1988). 

 

The PCA method is used to construct a new share ownership variable, PC1, which 

is also significant and correctly signed. The PC1 measures the firm’s ownership structure, 

which is regarded as one of the critical aspects for evaluating corporate governance. This 

suggests that top executives with greater share ownership have more incentives to invest 

overseas; the significance of PC1 also adds to the explanation of corporate governance in 

determining China’s ODI. This supports the hypothesis that owners use incentives as a 

substitute mechanism to achieve the goal of expanding ODI. Two main motivations of 

share owners to invest overseas are outlined below. Firstly, major shareowners, such as 

the executives and board of directors, play essential roles in making strategic decisions. 

Previous studies suggest that firms from emerging economic regions consider ODI as an 

effective strategy to access advanced technology and to develop domestic economy 

(Deng, 2009; Liu et al., 2014). Therefore, the decision of undertaking ODI is an outcome 

of the aligned interests of the executives and the major shareholders. 

 

Secondly, firms may face risks and challenges when investing offshore, as 

international traders are exposed to a high level of uncertainty. However, when the 

interests of shareholders and managers are aligned, share owners have a more long-term 

focus instead of a short-term perspective. They believe that ODI can bring more 

economic profits for the firms and thereby increase their future stock prices. Hence, firms 

are willing to support internationalization to capture more gains from their long-term 

performance.  
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6.5.2 Sub-sample estimation 

In order to investigate whether or not Chinese state-owned firm’s outbound 

investments have changed over the period, the sample is divided into two periods.10 Both 

the simple regression results and the random effects model results are reported in Tables 

6.5 and 6.6. Results are similar in these two periods, in that the effects of corporate 

governance on firms’ ODI do not change significantly over time. Results from the simple 

regression with random effects model suggest that top executive compensation (ltopexe), 

ownership concentration ratio (lsh), and share ownership variable (PC1) are significantly 

related to Chinese firms’ ODI flows for the period 2009-2012. During the latter period 

(2013-2015), the share ownership variable (PC1) and shrhfd index are significantly 

related to Chinese state-owned firms’ outbound investments. The results suggest that the 

effects of corporate governance on firms’ ODI decisions are consistently essential for the 

tested periods.  

 

  

                                                           
10Fama-Macbeth regression is also used to estimate each regression as a cross-sectional regression 
for each year from 2009 to 2015. The results partially support the hypothesis that there is a 
relationship existing between China’s ODI and firm’s corporate governance. Results are reported 
in the Appendix 6.5.  
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To further investigate whether the effects of corporate governance on firms’ ODI 

decisions vary with different ownership structure, this is tested for state-owned and non-

state-owned firms by comparing results in the sub-samples in Table 6.7. Similarly, both 

simple regression and multiple regression are conducted, using the random effects model 

Table 6.6: Sub-sample estimates of random effects model: simple regression 
  Coef. Std. Z Coef. Std. Z 
Panel A: Sub-sample estimates by time periods  
Model Variable Period I: 2009-2012 Period II: 2013-2015 
I ltopexe 0.428 0.193 2.220*** 0.214 0.172 1.240 
II lsh 0.048 0.003 17.680*** 1.220 1.043 1.170 
III PC1 0.049 0.006 8.660*** 1.416 0.362 3.910*** 
IV ABshare 0.524 0.466 1.120 0.288 0.340 0.850 
V shrhfd 2.051 1.495 1.370 1.760 1.020 1.720* 
VI greenfield 0.033 0.445 0.070 0.112 0.287 0.390 
Panel B: Sub-sample estimates by ownership 
Model Variable State-owned firms Non-state-owned firms 
I ltopexe 0.402 0.124 3.250*** 1.152 0.050 22.850*** 
II lsh 0.038 0.002 18.020*** 4.265 1.813 2.350*** 
III PC1 0.049 0.003 18.530*** 24.322 4.397 5.530*** 
IV ABshare 0.369 0.349 1.060 0.316 0.808 0.390 
V shrhfd 1.545 1.330 1.160 4.744 3.218 1.470 
VI greenfield -0.057 0.290 -0.200 -0.481 0.155 -3.100*** 
Panel C: Sub-sample estimates by industrial sectors 
Model Variable Resource sectors Other sectors 
I ltopexe 0.274 0.136 2.010*** 0.662 0.190 3.480 
II lsh 2.142 1.270 1.690* 0.040 0.002 22.750 
III PC1 -12.341 12.418 -0.990 0.079 0.009 8.860 
IV ABshare 0.219 0.427 0.510 0.777 0.667 1.160 
V shrhfd 2.221 1.351 1.640* -5.445 1.241 -4.390 
VI greenfield -0.026 0.408 -0.060 -0.204 0.211 -0.970 
Notes: (1) Std indicates standard error; Coef.: coefficient; ltopexe: aggregated payment of the sum of basic 
salary, bonus, stipends, and other benefits of these three top officers. lsh: the largest shareholder holding of 
the firm; ABshare: It equals 1 if a company has H shares traded on the Shanghai Stock Exchange and 0 if the 
firm is traded on the Shenzhen Exchange; shrhfd: the natural logarithm of the sum of squares of the 
percentage points of shareholding of the largest shareholders;(2) The values of the intercept term are not 
reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each regression. 
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to investigate the relationship and found that simple regression provides better results. 

Results in the state-owned firms and non-state-owned firms both indicate that Chinese 

firms’ ODI are highly influenced by their corporate governance. Variables like ltopexe, 

lsh and PC1 are all significantly related to ODI flows and are correctly signed. This 

suggests that no matter what the ownership structure of the firms is, corporate governance 

plays a major role in their ODI decision making.  

 

The results are consistent with those of Liu, Li, and Xue (2011) and of Liu et al. 

(2014), who also highlight the importance of corporate governance in strategic decision 

making. The variable greenfield is found negatively and significantly related to China’s 

ODI in non-state-owned firms’ investments. This finding suggests that the entry modes of 

Chinese private firms are brownfield or acquisition instead of greenfield. Compared to 

the state-owned firms, privately owned firms do not have sufficient capital support from 

the government. When investing overseas, the amount of investment capital is one of the 

primary conditions they need to consider before investing. Greenfield usually costs more 

because it involves the establishment of a new branch in a host country (Cheng, 2006). 

Chinese private firms are therefore more interested in brownfield investment and 

acquisition.  

 

In addition to these determinants, other factors also play a critical role in 

determining China’s ODI. For instance, competition is a very sensitive factor affecting 

China’s ODI. ODI enables firms to access new markets or lower production costs, which 

will increase their competitiveness domestically and internationally in the longer run. 

Song, Yang, Zhang (2011) argues investing overseas contributes to China’s structural 

reform, but such investments could also strengthen some SOEs’ monopoly power. SOEs 
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are more competitive compared to other non-SOEs firms and through the investments 

SOEs become more competitive. Bitzer and Görg (2009) also find that any impact of FDI 

is due to direct compositional effects and competition effects of FDI. However, this 

chapter is constrained to some degree by the availability of qualitative data measurements 

and therefore this competition proxy is not included in the model.  
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Table 6.7: Sub-sample estimates of random effects model: multiple regressions 
 Coef. Std. Z Coef. Std. Z 
Panel A: Sub-sample estimates by time periods  
Variables Period I: 2009-2012 Period II: 2013-2015 
ltopexe 0.051 0.189 0.270 -0.177 0.284 -0.620 
lsh 0.057 0.006 9.780*** 1.649 5.344 0.310 
PC1 0.445 0.118 3.780*** -12.594 5.666 -2.220*** 
ABshare 0.524 0.393 1.330 -0.147 0.369 -0.400 
shrhfd 3.292 1.552 2.120*** -1.144 6.178 -0.190 
greenfield 0.085 0.407 0.210 -0.179 0.362 -0.500 
constant 4.854 2.740 1.770 6.543 4.837 1.350 
Panel B: Sub-sample estimates by ownership 
Variables State-owned firms Non-state-owned firms 
ltopexe 0.282 0.117 2.420 0.056 0.231 0.240 
lsh 0.044 0.004 10.110 -0.001 0.011 -0.110 
PC1 0.282 0.072 3.910 -0.033 0.095 -0.350 
ABshare 0.436 0.330 1.320 0.245 0.543 0.450 
shrhfd 2.165 1.443 1.500 3.651 1.684 2.170*** 
greenfield -0.076 0.335 -0.230 -1.036 0.428 -2.420*** 
constant 1.989 1.684 1.180 4.676 3.255 1.440 
Panel C: Sub-sample estimates by industrial sectors 
Variables Resource sectors Other sectors 
ltopexe 0.354 0.175 2.020 0.293 0.292 1.000 
lsh -3.014 4.317 -0.700 0.036 0.009 3.830 
PC1 -18.133 25.697 -0.710 0.260 0.172 1.510 
ABshare 0.427 0.409 1.040 0.258 0.317 0.810 
shrhfd 5.006 5.018 1.000 -2.724 2.539 -1.070 
greenfield -0.039 0.460 -0.090 -0.420 0.261 -1.610 
constant -2.226 6.564 -0.340 2.194 4.001 0.550 
Notes: (1) Std indicates standard error; Coef.: coefficient; ltopexe: aggregated payment of the sum of basic 
salary, bonus, stipends, and other benefits of these three top officers. lsh: the largest shareholder holding of 
the firm; ABshare: It equals 1 if a company has H shares traded on the Shanghai Stock Exchange and 0 if 
the firm is traded on the Shenzhen Exchange; shrhfd: the natural logarithm of the sum of squares of the 
percentage points of shareholding of the largest shareholders; (2) *, **, *** significantly different from 
zero at the 10%, 5% and 1% levels, respectively; (3) Robust standard error is used for each regression. 
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6.6 Conclusions 

This study, which has examined the impact of corporate governance on ODI for a 

sample of Chinese listed firms from 2009 to 2015, finds that ownership concentration, 

share ownership and executive compensation influence Chinese ODI decisions and that 

they are positively associated with ODI in both full sample and sub-sample estimations. 

This finding shows that corporate governance is a vital mechanism for managers: it 

motivates them to adopt an ODI strategy. The significance of share ownership suggests 

that managers are encouraged to make long-term decisions such as internationalization. 

Extending both agency theory and internationalization business theory has facilitated a 

detailed analysis that explored the impacts of ownership concentration, share ownership, 

executive compensation on ODI by Chinese public firms.  

 

These results reveal some policy and managerial implications. First, the findings 

show that there is a positive association between ownership concentration and ODI 

decisions. This suggests that state-owned firms are the main force undertaking ODI 

projects. The government should make policies to encourage state-owned firms to invest 

more efficiently, so they will in turn promote domestic economic development. With the 

progress of Chinese economic reform, China has been transferred from a planned-

economy to a socialist market economy and a number of private firms have grown 

remarkably during this reform. To improve private firms’ competitiveness and to 

maintain their viability, primarily domestically oriented private firms should operate 

internationally as well. Therefore, the economic power of Chinese non-state-owned firms 

should not be ignored in ODI projects. Private firms should also be assisted by the central 

government to expand their international businesses. Therefore, government may design 

some policies such as friendly tax regulations to stimulate private firms to invest overseas. 
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Second, the study finds a positive relationship between top-executive 

compensation and ODI decisions. Internationalization promotes sales; share prices will 

increase with the growing profits. When the executive compensation is performance-

related pay, executives are more likely to get higher payment if the firms are successful in 

the internationalization expansion. Hence, executive compensation should be designed to 

fit firms’ internationalization strategies and to encourage senior managers to pursue such 

strategies. 
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CHAPTER 7  

CONCLUSIONS 

 

7.1 Introduction 

This research has aimed to understand the pattern, the characteristics, and the 

motivations of China’s ODI, using existing theoretical concepts. It has extended FDI 

theories, as traditional FDI theories are based on investigating the FDI behavior from 

developed countries. The broad research objective is formulated with four research 

questions. These issues are addressed through an integration of detailed descriptive 

analysis and empirical studies of panel data. The first study has undertaken an analytical 

evaluation of China’s FDI flows and relevant policies, and investigated a review of 

China’s economic development and related economic reform policies. Study two has 

explored the conventional determinants of China’s outflows. Studies three and four have 

examined the impact of corporate governance on China’s ODI: the country-level 

corporate governance impact on China’s ODI, from a macro-perspective (Study 3); and 

the influence of firm-level corporate governance on ODI decision making of China’s 

public firms (Study 4).  

 

This final chapter concludes the thesis. The remainder of the chapter is organized 

as follows. Section 7.2 presents a summary of the major findings of the research Section 

7.3 reveals the practical relevance of these findings. The limitations of the research are 

presented in Section 7.4, along with suggested opportunities for future research. 
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7.2 Summary of the major findings  

The first study focused on reviewing the major economic reform policies and the 

development of China’s FDI for the period 1979 to 2014. Its analysis of FDI data and the 

evolutions on policies have suggested that economic reform has had a significant 

influence on China’s economic development and that China has played an essential role 

in the global economy. The related policies, such as the “open door” policy and the “go 

global” policy, have critical impacts on China’s FDI flows. The study uses data on the 

amount of China’s FDI inflows and outflows to suggest that both Chinese FDI inflows 

and outflows have increased substantially in recent years. Tables and figures in this study 

have shown that the industry sectoral distributions of China’s FDI flows are quite uneven. 

For FDI inflows, the majority FDI inflows have invested in the manufacturing sector. The 

natural resource industry and the leasing and business services, play a significant role in 

the industry sectoral composition of China’s ODI. The geographical distribution charts on 

China’s FDI flows suggest that the top three resource regions for China’s FDI inflows are 

Hong Kong, Singapore, and South Korea. Asia, the most important region, receives the 

majority part of China’s ODI.  

 

The second study investigated the conventional determinants of China’s ODI. The 

sample to examine the driving force behind China’s ODI included 171 host countries. 

The analysis was further divided into sub-sample periods and sub-group sample tests to 

gain better insights into the motivations behind China’s ODI and into the changes over 

time. The study found that market size, exports, and resources are significantly related to 

the Chinese ODI flows and stocks significantly. This indicates that China’s ODI 

decisions are driven by external markets and by natural resources. Results obtained from 
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the sub-sample test lend stronger support to the resource-seeking motivation, and further 

find that China’s export and ODI are complimentary.  

 

The third study explored the role of macro-corporate governance of the host 

country in attracting China’s ODI. This study found that the quality of governance 

structure is significantly related to China’s ODI and that host countries with better 

governance structure can attract more China’s ODI flows and stocks. The sub-sample 

period results are consistent with the full-sample results and indicate that macro-corporate 

governance has a more significant influence on China’s ODI during the period 2008-2012. 

Sub-country group analysis further suggests that governance infrastructure is considered 

before China invests in resource-rich countries.  

 

At the micro-level scope, the fourth study examined the impact of firm-level 

corporate governance on China’s ODI for a sample of Chinese listed public firms. In 

covering the period from 2009 to 2015, the study finds that ownership concentration, 

share ownership, and executive compensation are significantly related to China’s ODI 

decision making. Results obtained from the sub-sample also emphasize the importance of 

corporate governance for Chinese ODI. These findings suggest that firms with good 

corporate governance are more interested in undertaking ODI projects.   
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Table 7.1: Summary of findings: At a glance 
Research Questions  Findings  
RQ1: What are the pattern 
and Characteristics of 
China’s ODI in the recent 
decade? 

China’s “go global” policy has resulted in the growth of China’s 
ODI. 
China’s rapid economic development has also contributed to the 
growth of FDI from China.  
China’s ODI has become a new form for China to integrate the 
world.  

RQ2: What are the 
conventional determinants 
of China’s ODI?  

China’s ODI aimed to seek external markets and natural resources. 
Full-sample and sub-sample tests lead to stronger support of the 
findings; further concluding that China’s export and ODI are 
complimentary.  

RQ3: Does country-level 
corporate governance 
affect China’s ODI 
amount? 

Host countries’ corporate governance helps explaining China’s ODI 
behavior. Sub-sample tests also provide stronger evidence to suggest 
the significance of host countries’ governance infrastructure in 
affecting China’s ODI   

RQ4: Is there a 
relationship existing 
between firm-level 
corporate governance and 
firms’ ODI decisions?  

Ownership concentration, share ownership, and executive 
compensation are significantly related to Chinese firms’ ODI 
decision making. Results obtained from the sub-sample also 
highlight the importance of corporate governance on Chinese ODI. 
Chinese firms that have a good quality of corporate governance are 
more likely to invest overseas.   

 

7.3 Policy implications and practical relevance  

The research highlights the scarcity of the research on China’s ODI activity and 

provides practical and political recommendations for such empirical studies. In line with 

the analytic evaluation and empirical findings of the overall investigation on China’s ODI, 

some policy implications, and practical relevance are presented in the following.  

 

As China is a recent global FDI source country, its ODI comes along with gains, 

challenges, chances, competitiveness, and risks (Wang & Li, 2017). Due to the economic 

reform, China has experienced dramatic economic growth and has engaged actively 

worldwide during the last few decades. However, compared to other developed countries, 

China is still young in the global trade. Therefore, China still needs to accumulate more 
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experience through undertaking ODI projects. It is important to improve the quality of 

ODI projects. For example, some ODI projects have been terminated due to lack of 

investigation of local rules and circumstance, which result in China needing to pay a 

significant amount of liquidated damages (Wang & Li, 2017). Project abortions not only 

ruin the reputation of Chinese firms but also have made overseas firms’ lose confidence 

in Chinese firms. Therefore, China’s investors need to strengthen their power of contract 

enforcement and to persist in the contract spirit that protects the interests of the host 

countries’ firms.  

 

China’s ODI has surged dramatically since 2000, when the “go global” policy was 

introduced. While the rapid expansion has drawn global attention, the investment stock of 

China’s ODI is still relatively small compared to those of US and Japan. Thus, it is 

important for China to keep searching for more investment opportunities in the future. 

Given that most of China’s ODI projects are invested in the resource-rich fields, there is a 

great potential for the Chinese government to invest ODI in different industries. That is, 

the Chinese government can make relevant policies to optimize the investments, for 

example, to make high-technology and infrastructure sectors into key areas in investing 

overseas. 

 

In the case of China, ODI has promoted domestic economic prosperity. Through 

undertaking ODI projects, sufficient natural resources are supplied to satisfy the 

expanding domestic demand of energy and mineral projects and other services to support 

China’s export and import. Therefore, other less-developed countries with scarce 

resources similarly ought to undertake more ODI projects, for which appropriate ODI 

policies and regulations are required. For example, the host governments should not only 
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invest overseas, but should also impose regulations on international firms investing in 

resource-rich countries where domestic investment is limited. However, resource-seeking 

cannot be the only motivation for China’s ODI; other investments in different sectors 

should be balanced to achieve better investment outcomes. In addition, when engaging in 

international markets, it is also important for China to comply with the international 

standards and to take social responsibilities. The Chinese government should not blindly 

invest in those countries which attempt to reduce labor cost and decrease the level of 

working conditions in exchange for FDI. Host countries should not simply encourage 

China’s FDI at a cost of environmental destruction and they should make relevant 

policies to avoid this adverse FDI externalities on growth. 

 

The results of this research have important implications for policymakers and 

management, both in host countries and in China. As China is the largest emerging 

country, examining China’s ODI behavior can offer opportunities and benchmarks for 

other emerging economies, such as Brazil and India, to investigate their ODI patterns. 

However, currently Chinese firms that invest overseas are mostly government controlled; 

other emerging countries would need to consider their own circumstances to formulate 

ODI policies. The “go global” policy has encouraged China to invest overseas largely, 

and this indicates that trade facilitation and liberalization are essential for emerging 

economies. Furthermore, policymakers from both host countries and China can gain brief 

knowledge about the driving force of China’s ODI. Correspondingly, Chinese 

policymakers need to make policies to encourage more Chinese firms to invest overseas.  

 

This research emphasizes the significance of the corporate-governance of host 

countries. If host countries are interested in attracting China to invest in their countries, 
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they need to understand the importance of the quality of governance infrastructure. For 

policymakers in host countries, particularly those with emerging economies, they need to 

shape their policies to ensure that the regulatory and trading systems are transparent. 

Improving the quality of governance infrastructure can promote increased FDI inflows 

and can indirectly contribute to improving the performance of local firms through 

mergers and acquisitions with Chinese firms. Investing in public goods is not wasting 

resource, as this can create a clean and healthy environment for China. Favorable climate 

promotes host countries themselves to generate more economic benefits.  

 

As SOEs are the significant economic power of China’s investing overseas, the 

Chinese government would need to make policies to encourage state-owned firms to 

invest more efficiently; this will, in turn, promote domestic economic development. 

Studies suggest that internationalization promotes sales and share prices increase with the 

growing profits of firms. When the executive compensation is performance-related pay, 

executives are more likely to get higher payment if the firms are successful in the 

internationalization expansion. Hence, executive compensation should be designed to fit 

firms’ internationalization strategies and to encourage senior managers to pursue such 

strategies. 

 

The research highlights state-owned firms as the main force for undertaking ODI 

projects. However, with the progress of Chinese economic reform, China has been 

transferred from a planned economy to a socialist market economy. The number of 

private firms, and their economic influence, have grown remarkably during this reform. 

To improve private firms’ competitiveness and to maintain their viability, private firms 

that are primarily domestically oriented should operate internationally as well. It is 
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important to understand that the economic power of Chinese non-SOEs in the ODI 

projects should not be neglected. International business also needs to be expanded to 

private firms with the assistance of the central government. Policies such as friendly tax 

regulations to stimulate private companies to invest overseas can be designed to 

encourage private firms undertaking ODI activity. Financial aids can be provided to small 

and private businesses as well, to support them with more capital to invest overseas.  

 

7.4 Limitations and Future research 

In the first and second empirical studies (e.g., in chapters 4 and 5), the data cover 

a comprehensive cross-section of host countries; but the coverage of the sample period 

remains relatively short (10 years, from 2003 and 2012). Therefore, with regard to the 

future research, inclusion of more years in the sample period would help improve the 

efficiency and precision of the panel data estimation. Due to data unavailability, this 

thesis does not include some variables such as financial resources, labor cost, technology 

advantage, and global experience on China’s ODI. As these matters are also important 

determinants for Chinese ODI decisions, it would be interesting and meaningful to 

include these variables in further studies. 

 

When investigating the relationship between firm-level corporate governance and 

China’s ODI decisions in the research, only 31 firms were included in the model. In any 

future study, more firms should be included in the data sample; this would give a more 

comprehensive understanding of the impacts of corporate governance on China’s ODI. 

The data for this study are extracted from the China Global Investment Tracker collected 

by the Heritage Foundation, but this database records only the transactions that are above 

US$ 100 million. The omitted data would result in some bias in producing results. For 



189 
 

further study on examining China’s ODI with micro-level data, other alternative sources 

can be used to better improve the data quality. In addition, most ongoing research 

exploring China’s ODI could be based on quantitative analysis: for example, involving 

companies that have invested largely overseas in conducting interviews, case studies and 

surveys. Such qualitative analysis can provide better insights into ODI behavior. 
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Appendices 

Appendix 4.1: Instrument variable measurement 

In the first stage a regression of the host country’s GDP per Capita to China 

(gdpptc) on one instrumental variable (IV) is regressed, which is expected to affect GDP 

per Capita, but is not associated with ODI stocks or flows. This instrumental variable, 

measured by the geographical distance between equator and host country, is based on La 

Porta, Lopez-de-Silanes, Shleifer, and Vishny (1999). They use distance between equator 

and each country as an instrument to empirically examine the relationship between the 

quality of the government and the per capita income. Such an IV should not have a direct 

relationship with a dependent variable and IV has a relationship with the endogenous 

variable. The equation can be written as: 

𝐹𝐹𝑝𝑝𝑙𝑙𝑙𝑙𝑔𝑔 𝑙𝑙𝑔𝑔𝑖𝑖𝑔𝑔𝑙𝑙: 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 = 𝛼𝛼 + 𝛽𝛽1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝑙𝑙𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 +

𝛽𝛽4𝑙𝑙𝑂𝑂𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡+𝛽𝛽5𝑙𝑙𝑖𝑖𝑔𝑔_𝑖𝑖𝑎𝑎𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡 + 𝑟𝑟𝑖𝑖,𝑡𝑡                                       (A1)           

Then equation (A1) is rearranged to obtain: 

𝑟𝑟�𝑖𝑖,𝑡𝑡 = 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽1�𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽2� 𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽3�𝑙𝑙𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 − 𝛽𝛽4�𝑙𝑙𝑂𝑂𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 −

𝛽𝛽5�𝑙𝑙𝑖𝑖𝑔𝑔𝑎𝑎𝑎𝑎𝑎𝑎𝑡𝑡𝑖𝑖,𝑡𝑡 − 𝜀𝜀𝑖𝑖,𝑡𝑡                                                                         (A2) 

Next, the residuals computed in the first stage regression are then included in the original 

regression function:  

𝑂𝑂𝑂𝑂𝑂𝑂 𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 − 𝛼𝛼 −  𝛽𝛽1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽2𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽3𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 − 𝛽𝛽4𝑙𝑙𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 −

𝛽𝛽5𝑙𝑙𝑂𝑂𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 = 𝑟𝑟𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡                                                                                          (A3)                                                  

Then rearranging the equation,  
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𝑆𝑆𝑙𝑙𝑔𝑔𝑙𝑙𝑖𝑖𝑔𝑔  𝑙𝑙𝑔𝑔𝑖𝑖𝑔𝑔𝑙𝑙:𝑂𝑂𝑂𝑂𝑂𝑂 𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 = 𝛼𝛼 + 𝛽𝛽1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 +

𝛽𝛽4𝑙𝑙𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 + 𝛽𝛽5𝑙𝑙𝑂𝑂𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡+𝛽𝛽6𝑙𝑙𝑖𝑖𝑔𝑔_𝑖𝑖𝑎𝑎𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡 + 𝑟𝑟𝑖𝑖,𝑡𝑡                                             (A4) 

Now regarding the suitability of distance between equator and each country as an 

instrumental variable for host country’s GDP per Capita, I use both intuitional 

explanation and economic theory to justify that it satisfies the first two assumptions. It is 

reasonable to assume that the distance between the equator and each country has no direct 

impact on the Chinese ODI decision, as it does not conform to any economic theory or 

intuition. Second, it can be reasonably expected that the distance between the equator and 

each country does have a direct positive relationship with the host country’s GDP per 

Capita. This is because previous research has concluded that countries which are further 

from the equator are richer and have better government performance.  

Similarly, for ODI flows, the equation can be written as: 

𝑂𝑂𝑂𝑂𝑂𝑂 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡 = 𝛼𝛼 + 𝛽𝛽1𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝑙𝑙𝑙𝑙𝑙𝑙𝑔𝑔𝑙𝑙𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝛽𝛽3𝑙𝑙𝑝𝑝𝑖𝑖𝑙𝑙𝑙𝑙𝑖𝑖𝑔𝑔𝑝𝑝𝑙𝑙𝑖𝑖𝑖𝑖,𝑡𝑡 +

𝛽𝛽4𝑙𝑙𝑂𝑂𝑙𝑙𝑙𝑙𝑖𝑖,𝑡𝑡+𝛽𝛽5𝑙𝑙𝑖𝑖𝑔𝑔_𝑖𝑖𝑎𝑎𝑙𝑙𝑔𝑔𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡 + 𝑟𝑟𝑖𝑖,𝑡𝑡                                                                      (A5) 

The first stage regression results, reported in the Appendix tables, are strong: the 

coefficients on lat_abst for all the 2SLS regressions are positive and statically significant, 

indicating that countries which are further from the equator are more likely have a higher 

ratio of GDP growth rate to China’s GDP growth rate. The precision of the estimate on 

lat_abst also suggests that the instrumental variable is relatively strong. 

For the IV tests results, please see Appendix Tables 4.1, 4.2 and 4.3.  
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Appendix 4.1: Estimates of the first stage results (2003-2012) 
Dependent variable: ODI flows 
Variables gdpgtc polity lexport ore inflation lat_abst cons 
Coef.  -0.252 0.087 0.301 -0.047 -1.238 14.280 -0.770 
Std.  0.799 0.028 0.113 0.009 0.255 1.422 1.357 
Z  -0.310 3.150*** 2.660*** -5.320*** -4.850*** 10.040*** -0.570 
Dependent variable: ODI stocks  
Coef.  -1.026 0.066 0.373 -0.049 -1.165 13.162 -0.898 
Std.  0.740 0.017 0.090 0.008 0.224 1.137 1.146 
Z  -1.390 3.870*** 4.160*** -6.380*** -5.200*** 11.570*** -0.780 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpgtc: GDP growth rate of host country to Chinese 
GDP growth rate; lexport: log level of China’s export to the host country; inflation: host country’s annual 
inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host country;  lat_abst: the distance 
to the equator; cons: constant; (2) The values of the intercept term are not reported to conserve space;(3) *, **, 
*** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard error is used 
for each regression.  
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Appendix 4.2: Estimates of the first stage results, by sample period 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Period I : 2003-2005 
gdpgtc -0.026 0.050 -0.520 -0.164 0.069 -2.390*** 
polity -0.427 0.567 -0.750 -0.329 0.322 -1.020 
lexport -0.017 0.034 -0.490 -0.031 0.027 -1.130 
ore 0.543 0.093 5.820*** 0.977 0.129 7.560*** 
inflation 0.010 0.009 1.150 0.031 0.014 2.290** 
lat_abst 0.224 0.178 1.260 0.097 0.134 0.730 
cons -5.270 0.914 -5.770*** -7.695 1.093 -7.040*** 

Period II: 2006-2008 
gdpgtc -0.105 0.056 -1.880* -0.099 0.057 -1.730* 
polity -0.243 0.433 -0.560 -0.536 0.195 -2.750*** 
lexport 0.025 0.028 0.900 -0.007 0.026 -0.270 
ore 0.321 0.084 3.800*** 0.160 0.039 4.100*** 
inflation 0.014 0.013 1.080 0.012 0.011 1.100 
lat_abst 0.343 0.212 1.620 -0.026 0.076 -0.340 
cons -1.911 1.161 -1.650* 2.257 0.578 3.910*** 

Period III: 2009-2012 
gdpgtc -0.113 0.092 -1.220 -0.261 0.099 -2.640*** 
polity -0.298 0.275 -1.080 -0.098 0.111 -0.890 
lexport -0.010 0.015 -0.680 -0.002 0.008 -0.310 
ore 0.685 0.091 7.500*** 0.701 0.072 9.790*** 
inflation 0.026 0.011 2.470*** 0.013 0.008 1.690* 
lat_abst 0.035 0.126 0.280 -0.036 0.054 -0.670 
cons -4.794 1.097 -4.370*** -2.932 0.829 -3.540*** 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpgtc: GDP growth rate of host country to Chinese 
GDP growth rate; lexport: log level of China’s export to the host country; inflation: host country’s annual 
inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host country; lat_abst: the 
distance to the equator; cons: constant; (2) The values of the intercept term are not reported to conserve space; 
(3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard 
error is used for each regression. 
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Appendix 4.3: Estimates of the first stage results, by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Top 100 countries 
gdpgtc 0.240 0.942 0.250 -0.275 0.951 -0.290 
polity 0.070 0.026 2.710*** 0.063 0.019 3.370*** 
lexport 0.251 0.130 1.930** 0.185 0.124 1.490 
ore -0.052 0.010 -5.140*** -0.060 0.010 -6.060*** 
inflation -1.739 0.307 -5.670*** -1.592 0.290 -5.490*** 
lat_abst 15.247 1.635 9.330*** 15.927 1.564 10.180*** 
cons 0.597 1.639 0.360 1.430 1.598 0.890 

Top 50 countries 
gdpgtc 0.192 1.063 0.180 0.173 0.935 0.180 
polity 0.159 0.092 1.730* 0.071 0.038 1.850* 
lexport 0.519 0.206 2.530*** 0.499 0.199 2.510*** 
ore -0.023 0.014 -1.660 -0.023 0.013 -1.860* 
inflation -2.606 0.384 -6.790*** -2.669 0.362 -7.360*** 
lat_abst 12.446 2.010 6.190*** 13.251 1.997 6.640*** 
cons -1.316 2.938 -0.450 -0.676 2.809 -0.240 

Top 20 Countries 
gdpgtc 4.072 1.154 3.530*** 4.043 1.158 3.490*** 
polity 0.947 0.197 4.810*** 0.931 0.194 4.810*** 
lexport -0.292 0.491 -0.590 -0.300 0.477 -0.630 
ore -0.182 0.047 -3.880*** -0.190 0.045 -4.230*** 
inflation -2.865 0.536 -5.350*** -2.751 0.530 -5.190*** 
lat_abst 7.803 2.695 2.890*** 8.348 2.655 3.140*** 
cons 7.238 6.382 1.130 7.082 6.247 1.130 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpgtc: GDP growth rate of host country 
to Chinese GDP growth rate; lexport: log level of China’s export to the host country; inflation: host 
country’s annual inflation rate; ore: the ratio of ore and metal exports to merchandise exports of host 
country; lat_abst: the distance to the equator; cons: constant; (2) The values of the intercept term are 
not reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 
1% levels, respectively; (4) Robust standard error is used for each regression. 
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Appendix 4.4: 2SLS and random effects estimates of the model (2003-2012) 
Model: 2SLS model 
Dependent variable: ODI flows 
Variables gdpptc gdpgtc polity lexport ore inflation cons 
Coef.  -0.119 -0.585 -0.010 0.710 0.024 0.116 -5.638 
Std.  0.033 0.224 0.014 0.055 0.006 0.097 0.661 
Z  -3.610*** -2.610*** -0.720 12.950*** 4.170*** 1.190 -8.530 
Dependent variable: ODI stocks  
Coef.  -0.221 -0.813 -0.012 0.858 0.025 -0.058 -4.985 
Std.  0.030 0.210 0.009 0.051 0.005 0.086 0.597 
Z  -7.290*** -3.880*** -1.310 16.950*** 4.960*** -0.670 -8.350 
Model: random effects model  
Dependent variable: ODI flows 
Coef.  -0.119 -0.585 -0.010 0.710 0.024 0.116 -5.638 
Std.  0.033 0.248 0.013 0.047 0.006 0.101 0.587 
Z  -3.590*** -2.350*** -0.800 15.060*** 4.190*** 1.150 -9.600 
Dependent variable: ODI stocks 
Coef.  -0.217 -0.588 -0.013 0.842 0.026 -0.044 -5.005 
Std.  0.033 0.185 0.011 0.041 0.006 0.080 0.498 
Z  -6.640*** -3.180*** -1.220 20.660*** 4.380*** -0.550 -10.050 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s 
GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of 
China’s export to the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and 
metal exports to merchandise exports of host country; cons: constant; (2) The values of the intercept term are 
not reported to conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, 
respectively; (4) Robust standard error is used for each regression. 
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Appendix 4.5: Estimates of random effects model for the sub-sample periods 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Period I : 2003-2005 
gdpptc -0.026 0.050 -0.520 -0.164 0.069 -2.390*** 
gdpgtc -0.427 0.567 -0.750 -0.329 0.322 -1.020 
Polity -0.017 0.034 -0.490 -0.031 0.027 -1.130 
lexport 0.543 0.093 5.820*** 0.977 0.129 7.560*** 
ore 0.010 0.009 1.150 0.031 0.014 2.290** 
inflation 0.224 0.178 1.260 0.097 0.134 0.730 
cons -5.270 0.914 -5.770*** -7.695 1.093 -7.040*** 

Period II: 2006-2008 
gdpptc -0.105 0.056 -1.880* -0.099 0.057 -1.730* 
gdpgtc -0.243 0.433 -0.560 -0.536 0.195 -2.750*** 
Polity 0.025 0.028 0.900 -0.007 0.026 -0.270 
lexport 0.321 0.084 3.800*** 0.160 0.039 4.100*** 
ore 0.014 0.013 1.080 0.012 0.011 1.100 
inflation 0.343 0.212 1.620 -0.026 0.076 -0.340 
cons -1.911 1.161 -1.650* 2.257 0.578 3.910*** 

Period III: 2009-2012 
gdpptc -0.113 0.092 -1.220 -0.261 0.099 -2.640*** 
gdpgtc -0.298 0.275 -1.080 -0.098 0.111 -0.890 
Polity -0.010 0.015 -0.680 -0.002 0.008 -0.310 
lexport 0.685 0.091 7.500*** 0.701 0.072 9.790*** 
ore 0.026 0.011 2.470*** 0.013 0.008 1.690* 
inflation 0.035 0.126 0.280 -0.036 0.054 -0.670 
cons -4.794 1.097 -4.370*** -2.932 0.829 -3.540*** 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s GDP 
per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of China’s 
export to the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and metal exports 
to merchandise exports of host country; cons: constant; (2) The values of the intercept term are not reported to 
conserve space; (3) *, **, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) 
Robust standard error is used for each regression. 
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Appendix 4.6: 2SLS estimates of the model, by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Top 100 countries 
gdpptc -0.049 0.032 -1.540 -0.221 0.030 -7.290*** 
gdpgtc -0.468 0.255 -1.830 -0.813 0.210 -3.880*** 
polity -0.027 0.013 -2.130 -0.012 0.009 -1.310 
lexport 0.614 0.048 12.880*** 0.858 0.051 16.950*** 
ore 0.022 0.006 3.840*** 0.025 0.005 4.960*** 
inflation 0.128 0.115 1.110 -0.058 0.086 -0.670 
cons -4.443 0.636 -6.990 -4.985 0.597 -8.350 

Top 50 countries 
gdpptc -0.019 0.047 -0.390 -0.039 0.034 -1.150 
gdpgtc -0.381 0.322 -1.180 -0.415 0.248 -1.670* 
polity -0.019 0.048 -0.390 -0.020 0.018 -1.090 
lexport 0.682 0.097 7.020*** 0.611 0.072 8.510*** 
ore 0.032 0.007 4.320*** 0.035 0.005 7.330*** 
inflation 0.249 0.175 1.420 0.036 0.130 0.280 
cons -5.386 1.309 -4.120 -2.229 0.941 -2.370 

Top 20 Countries 
gdpptc -0.184 0.087 -2.120 -0.145 0.065 -2.220** 
gdpgtc -0.081 0.494 -0.160 -0.374 0.344 -1.090 
polity 0.032 0.118 0.270 -0.057 0.093 -0.610 
lexport 0.814 0.163 4.990*** 0.762 0.131 5.840*** 
ore 0.031 0.022 1.380 0.026 0.018 1.480 
inflation -0.466 0.262 -1.780* -0.444 0.198 -2.240** 
cons -4.575 2.191 -2.090 -1.815 1.718 -1.060 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to 
China’s GDP per capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; 
lexport: log level of China’s export to the host country; inflation: host country’s annual inflation rate; 
ore: the ratio of ore and metal exports to merchandise exports of host country; cons: constant; (2) 
The values of the intercept term are not reported to conserve space; (3) *, **, *** significantly 
different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard error is used for 
each regression. 
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Appendix 4.7: Estimates of the random effects model, by country group (2003-2012) 
 Dependent variable: ODI flows Dependent variable: ODI stocks 
Variables Coef. Std. Z Coef. Std. Z 

Top 100 countries 
gdpptc -0.049 0.031 -1.570 -0.074 0.025 -2.980*** 
gdpgtc -0.468 0.245 -1.910 -0.501 0.203 -2.470*** 
polity -0.027 0.018 -1.530 -0.022 0.009 -2.350*** 
lexport 0.614 0.054 11.280*** 0.594 0.037 15.91*** 
ore 0.022 0.006 3.630*** 0.020 0.005 4.440*** 
inflation 0.128 0.115 1.110 0.064 0.090 0.720 
cons -4.443 0.704 -6.310 -2.158 0.503 -4.290 

Top 50 countries 
gdpptc -0.019 0.048 -0.400 -0.072 0.044 -1.650 
gdpgtc -0.384 0.327 -1.170 -0.654 0.228 -2.870 
polity -0.018 0.024 -0.780 -0.010 0.014 -0.680 
lexport 0.683 0.079 8.700*** 0.759 0.065 11.660*** 
ore 0.032 0.007 4.410*** 0.041 0.008 5.150*** 
inflation 0.247 0.173 1.430 0.025 0.125 0.200 
cons -5.397 1.070 -5.040 -3.896 0.952 -4.090 

Top 20 Countries 
gdpptc -0.239 0.252 -0.950 -0.240 0.169 -1.410 
gdpgtc -0.079 0.938 -0.080 -0.219 0.571 -0.380 
polity 0.142 0.347 0.410 0.163 0.186 0.880 
lexport 1.157 0.500 2.310*** 1.322 0.423 3.130*** 
ore 0.027 0.079 0.340 0.014 0.039 0.370 
inflation -0.206 0.269 -0.760 -0.072 0.129 -0.560 
cons -9.701 7.545 -1.290 -10.425 6.395 -1.630 
Notes: (1) Std indicates standard error; Coef.:coefficient; gdpptc: host country’s GDP per capita to China’s GDP per 
capita; gdpgtc: GDP growth rate of host country to Chinese GDP growth rate; lexport: log level of China’s export to 
the host country; inflation: host country’s annual inflation rate; ore: the ratio of ore and metal exports to merchandise 
exports of host country; cons: constant; (2) The values of the intercept term are not reported to conserve space; (3) *, 
**, *** significantly different from zero at the 10%, 5% and 1% levels, respectively; (4) Robust standard error is 
used for each regression. 
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Appendix 4.8 Hausman test results  
Dependent variable: ODI flows     Dependent variable: ODI stocks   
 p-value   p-value 
Full sample 0.9965  Full sample 0.9820 
Top 100 0.9094  Top 100 0.5297 
Top 50 0.0000  Top 50 0.0003 
Top 20 0.6130  Top 20 0.7652 

 

 

Appendix 5.1: KMO measure of sampling adequacy 
Variable KMO 

VA 0.9496 
PS 0.9283 
GE 0.9063 
RQ 0.9338 

ROL 0.8709 
COC 0.9025 

Overall 0.9114 
Notes: KMO stands for Kaiser-Meyer-Olkin. 
 

 
Appendix 5.2: Eigenvalues for the principal components 

 

 

 

 

 

 

  

Component  Eigenvalue 
Principal Component_1 4.93 
Principal Component_2 0.45 
Principal Component_3 0.34 
Principal Component_4 0.14  
Principal Component_5 0.08 
Principal Component_6 0.06  
Notes: (1): I use the Principal Component_1 
with the highest eigenvalue in the model; (2): 
The highest eigenvalue is in bold face. 
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Appendix 5.3: Rank GDPGTC with ODI 
Country group Mean value 

Ranked by GDPGTC ODI flows ODI stocks 
Rank 1 68.55 241.50 
Rank 2 87.52 276.07 
Rank 3 76.05 266.67 
Rank 4 182.37 638.13 
Rank 5 107.92 317.78 

Notes: (1) Firstly, I evenly divide the whole sample data into five 
categories and then calculate the mean value of the ODI amount (flows 
and stocks) and GDPGTC in each category. Secondly, I rank the five 
categories by the mean of GDPGTC from the highest to the lowest. 
Results suggest that in the category 1, which has the highest GDPGTC, 
has a low ODI amount. In the category 4, which has a very low 
GDPGTC, it comes with the highest ODI amount (both in the stocks and 
flows). Therefore, from the data attribution, It is concluded that there is a 
negative relationship between China’s ODI and GDPGTC;(2): the highest 
mean value of ODI flows and ODI stocks are in bold face. 
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Appendix 5.4: Overlapping Country groups for the panel regressions 
 
21 Emerging and developing Asia 

Bangladesh, Brunei Darussalam, Cambodia, Fiji, India, Indonesia, Lao P.D.R., Malaysia, 
Marshall Islands, Mongolia, Myanmar, Nepal, Palau, Papua New Guinea, Philippines, 
Samoa, Sri Lanka, Thailand, Timor-Leste, Tonga, Vietnam. 

 

20 Middle East and North Africa countries 

Afghanistan, Algeria, Bahrain, Djibouti, Egypt, Iran, Iraq, Jordan, Kuwait, Lebanon, 
Libya, Mauritania, Morocco, Oman, Qatar, Saudi Arabia, Sudan, Tunisia, the United 
Arab Emirates, and Yemen. 

 

33 OECD countries  

Australia, Austria, Belgium, Canada, Chile, Czech Republic, Denmark, Estonia, Finland, 
France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, 
the Netherlands, New Zealand, Norway, Portugal, Poland, Singapore, Slovak Republic, 
Slovenia, Spain, Sweden, Switzerland, Turkey, the United Kingdom, and the United 
States.  

 

38 Sub-Saharan African countries 

Angola, Benin, Botswana, Burundi, Cameroon, Central African Republic, Chad, 
Comoros, Democratic Republic of the Congo, Equatorial Guinea, Eritrea, Ethiopia, 
Gabon, The Gambia, Ghana, Guinea-Bissau, Kenya, Lesotho, Liberia, Madagascar, 
Malawi, Mali, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda, Senegal, 
Seychelles, Sierra Leone, South Africa, South Sudan, Tanzania, Togo, Uganda, Zambia, 
and Zimbabwe. 

14 resource-rich countries 

Algeria, Canada, Egypt, Gabon, Indonisia, Kazakhstan, Mexico, Nigeria, Russian, Sudan, 
United Arab Emirates, United Kingdom country, Venezuela, Yemen, Rep. 
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Appendix 6.1: KMO measure of sampling adequacy 
Variable Comp1 Unexplained Variable kmo 
exc 0.58 0.00 exc 0.5674 
bdd 0.58 0.01 bdd 0.6307 
mng 0.57 0.02 mng 0.6795 
Notes: KMO stands for Kaiser-Meyer-Olkin 

Appendix 6.2: Eigenvalues for the principal components 
Component Eigenvalue Difference Proportion Cumulative 
PC1 2.96 2.93 0.99 0.99 
PC2 0.04 0.03 0.01 1.00 
PC3 0.00 0 0.00 1.00 
Notes: (1): I use the PC1 with the highest eigenvalue in the model; (2): The 
highest eigenvalue is in bold face. 
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Appendix 6.3: Summary statistics of model variables: state-owned firms 
 lODI ltopexe PC1 lsh shrhfd lODI ltopexe PC1 lsh shrhfd 
 AVIC Anhui Conch 
Mean 6.193 14.318 -0.225 0.295 0.090 5.601 14.858 -0.216 0.363 0.132 
Std 0.775 0.566 0.000 0.000 0.008 0.263 0.183 0.009 0.003 0.002 
Min 5.247 13.070 -0.225 0.295 0.087 5.298 14.674 -0.225 0.360 0.129 
Max 7.155 14.714 -0.225 0.295 0.087 5.768 15.220 -0.206 0.368 0.135 
 BAIC Bright Foods 
Mean 5.487 15.425 -0.217 0.328 0.109 6.664 15.316 -0.183 4.599 0.133 
Std 0.195 0.233 0.004 0.031 0.020 0.928 0.385 0.017 11.201 0.073 
Min 5.298 15.153 -0.221 0.271 0.073 5.768 14.693 -0.216 0.298 0.089 
Max 5.704 15.882 -0.211 0.377 0.142 7.570 15.882 -0.164 29.999 0.295 
 CIC CNPC 
Mean 8.542 17.111 5.914 0.108 0.019 8.813 14.850 -0.225 0.863 0.745 
Std 0.557 0.370 7.445 0.095 0.037 0.797 0.141 0.000 0.001 0.001 
Min 7.832 16.607 0.226 0.054 0.003 7.570 14.598 -0.225 0.862 0.743 
Max 9.465 17.714 16.675 0.321 0.103 9.688 15.040 -0.224 0.864 0.746 
 ChemChina China Communications Construction 
Mean 7.577 15.294 -0.220 0.552 0.305 6.691 14.989 -0.225 21.667 0.388 
Std 1.045 0.118 0.005 0.001 0.001 0.026 0.143 0.000 32.615 0.047 
Min 6.461 15.124 -0.225 0.552 0.304 6.672 14.842 -0.225 0.541 0.292 
Max 8.970 15.474 -0.214 0.554 0.306 6.709 15.219 -0.225 63.834 0.407 
 China Merchants China Nonferrous 
Mean 6.387 15.040 -0.225 9.513 0.241 6.066 14.544 -0.223 0.335 0.112 
Std 0.509 0.197 0.000 23.953 0.089 0.790 0.195 0.001 0.002 0.001 
Min 5.635 14.816 -0.225 0.409 0.168 5.011 14.179 -0.224 0.333 0.111 
Max 7.098 15.392 -0.225 63.834 0.407 6.721 14.783 -0.222 0.338 0.114 
 China Power Investment Chinalco 
Mean 7.055 13.507 -0.225 0.373 0.141 6.766 14.573 -0.225 0.377 0.143 
Std 1.026 0.450 0.000 0.118 0.109 0.665 0.166 0.000 0.022 0.015 
Min 5.858 13.198 -0.225 0.267 0.071 5.858 14.306 -0.225 0.328 0.108 
Max 8.691 14.489 -0.225 0.614 0.377 7.313 14.775 -0.225 0.386 0.149 
 Huadian ICBC 
Mean 6.560 14.626 -0.225 0.467 0.218 6.930 14.912 -0.225 0.353 0.124 
Std 0.524 0.067 0.000 0.020 0.019 0.542 0.093 0.000 0.003 0.002 
Min 5.886 14.514 -0.225 0.442 0.195 6.273 14.774 -0.225 0.347 0.120 
Max 7.123 14.724 -0.225 0.500 0.250 7.601 15.009 -0.225 0.355 0.126 
 Jin Jiang Hotels Minmetals 
Mean 6.127 14.087 Mean 6.127 14.087 Mean 6.127 14.087 Mean 6.127 
Std 1.149 0.046 Std 1.149 0.046 Std 1.149 0.046 Std 1.149 
Min 5.011 13.989 Min 5.011 13.989 Min 5.011 13.989 Min 5.011 
Max 7.307 14.116 Max 7.307 14.116 Max 7.307 14.116 Max 7.307 

continued 
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Summary statistics of model variables: state-owned firms (continued) 
 lODI ltopexe PC1 lsh shrhfd lODI ltopexe PC1 lsh shrhfd 
 Jin Jiang Hotels Minmetals 
Mean 6.127 14.087 -0.178 0.374 0.149 7.651 14.834 -0.223 0.627 0.393 
Std 1.149 0.046 0.044 0.014 0.000 0.805 0.214 0.001 0.004 0.004 
Min 5.011 13.989 -0.224 0.358 0.149 7.155 14.554 -0.224 0.626 0.391 
Max 7.307 14.116 -0.133 0.385 0.149 8.852 15.023 -0.222 0.635 0.403 
 Minmetals SAIC 
Mean 7.651 14.834 -0.223 0.627 0.393 5.277 15.155 -0.224 0.748 0.559 
Std 0.805 0.214 0.001 0.004 0.004 0.837 0.564 0.001 0.019 0.029 
Min 7.155 14.554 -0.224 0.626 0.391 4.605 14.471 -0.225 0.730 0.532 
Max 8.852 15.023 -0.222 0.635 0.403 6.215 15.853 -0.223 0.789 0.623 
SAIC SAIC Shanghai Greenland 
Mean 5.277 15.155 -0.224 0.748 0.559 7.916 14.751 -0.224 0.390 0.142 
Std 0.837 0.564 0.001 0.019 0.029 0.867 0.854 0.000 0.000 0.026 
Min 4.605 14.471 -0.225 0.730 0.532 6.802 14.276 -0.224 0.390 0.083 
Max 6.215 15.853 -0.223 0.789 0.623 8.787 16.672 -0.224 0.390 0.152 

 Shenhua Sinochem 
Mean 6.364 14.569 -0.222 0.113 0.013 7.364 15.294 -0.220 0.553 0.305 
Std 1.006 0.127 0.003 0.000 0.000 0.568 0.118 0.005 0.001 0.001 
Min 5.298 14.415 -0.224 0.113 0.013 6.780 15.124 -0.225 0.552 0.304 
Max 7.544 14.702 -0.217 0.113 0.013 8.114 15.474 -0.214 0.554 0.306 
 Sinomach Sinopec 
Mean 6.679 14.606 -0.225 0.595 0.332 8.570 14.791 -0.225 0.743 0.552 
Std 0.594 0.774 0.000 0.078 0.108 1.053 0.180 0.000 0.020 0.030 
Min 5.940 13.278 -0.225 0.418 0.174 6.994 14.477 -0.225 0.709 0.502 
Max 7.223 15.333 -0.225 0.638 0.407 9.609 14.909 -0.225 0.758 0.575 
 State Construction Engineering State Grid 

Mean 5.746 14.820 -0.191 0.548 0.301 7.805 14.600 -0.217 0.508 0.269 
Std 0.962 0.100 0.042 0.012 0.014 0.405 0.174 0.010 0.027 0.041 
Min 4.605 14.688 -0.225 0.527 0.277 7.450 14.313 -0.225 0.460 0.212 
Max 6.877 14.936 -0.142 0.563 0.317 8.366 14.781 -0.205 0.536 0.340 
 Three Gorges Wuhan Iron and Steel 
Mean 7.071 13.930 -0.225 0.140 0.020 5.896 14.083 -0.225 0.650 0.423 
Std 1.439 0.261 0.000 0.019 0.006 1.019 0.193 0.000 0.015 0.019 
Min 5.136 13.575 -0.225 0.112 0.012 4.787 13.788 -0.225 0.626 0.392 
Max 8.666 14.290 -0.225 0.177 0.031 6.791 14.322 -0.224 0.673 0.453 
 Yanzhou Coal  
Mean 8.065 14.862 -0.224 0.529 0.280      
Std 0.178 0.699 0.001 0.000 0.000      
Min 7.937 14.215 -0.224 0.529 0.279      
Max 8.269 16.259 -0.221 0.529 0.280      
Notes: Mean: the average value; Std. indicates the standard error; Min: the minimal value; Max: the 
maximum value. ltopexe: aggregated payment of the sum of basic salary, bonus, stipends, and other 
benefits of these three top officers. lsh: the largest shareholder holding of the firm; ABshare: It equals 1 
if a company has H shares traded on the Shanghai Stock Exchange and 0 if the firm is traded on the 
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Shenzhen Exchange; shrhfd: the natural logarithm of the sum of squares of the percentage points of 
shareholding of the largest shareholders. 

 

Appendix 6.4: Summary statistics of model variables: non-state-owned firms 
 lODI ltopexe PC1 lsh shrhfd lODI ltopexe PC1 lsh shrhfd 
 Guangdong Rising Asset Management HNA 
Mean 5.930 15.605 -0.167 0.314 0.099 6.029 14.328 -0.225 0.356 0.133 
Std 0.959 0.058 0.014 0.008 0.005 1.460 0.372 0.000 0.083 0.062 
Min 4.942 15.546 -0.189 0.296 0.088 4.868 13.675 -0.225 0.282 0.079 
Max 6.856 15.708 -0.152 0.317 0.101 8.684 14.683 -0.225 0.486 0.236 
 Dalian Wanda Fosun 
Mean 7.827 15.714 0.611 0.352 -0.225 8.008 16.514 0.404 0.164 -0.181 
Std 0.320 0.517 0.048 0.024 0.000 0.588 0.248 0.007 0.006 0.043 
Min 7.371 15.348 0.579 0.335 -0.225 7.333 16.309 0.398 0.158 -0.217 
Max 8.108 16.080 0.680 0.369 -0.225 8.414 16.876 0.411 0.169 -0.131 
Notes: Mean: the average value; Std. indicates the standard error; Min: the minimal value; Max: the 
maximum value. ltopexe: aggregated payment of the sum of basic salary, bonus, stipends, and other 
benefits of these three top officers. lsh: the largest shareholder holding of the firm; ABshare: It equals 1 
if a company has H shares traded on the Shanghai Stock Exchange and 0 if the firm is traded on the 
Shenzhen Exchange; shrhfd: the natural logarithm of the sum of squares of the percentage points of 
shareholding of the largest shareholders. 
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Appendix 6.5: Results for Fama-Macbeth regression 
Year  2015 2014 2013 2012 2011 2010 2009  
Variables Coef. Coef. Coef. Coef. Coef. Coef. Coef. t-value 
ltopexe 0.249 -0.074 -0.109 -0.153 -0.074 2.73 -0.525 0.703 
lbdd 0.072 -0.018 -0.215 0.107 -0.365 -10.442 -0.256 -1.075 
lexc 0.061 0.007 0.787 0.436 0.062 2.363 0.241 1.783 
lmng -0.231 -0.055 -0.504 -0.549 0.154 7.829 0.228 0.856 
llsh 0.449 -0.227 -5.06 -3.472 0.146 6.259 0.641 -0.133 
lShrhfd5 -0.192 0.7 2.681 2.343 0.061 -1.005 -0.007 1.266 
hbshare -0.557 -0.434 -0.347 -0.724 -0.326 -6.272 -0.693 -1.620 
Constant  2.32 10.836 30.631 25.982 9.145 -25.723 12.203 1.347 
Notes: Coef.=coefficient; llsh=log level of the percentage of the largest shareholder holding of the firm; 
ltopexe= log level of aggregated payment of the sum of basic salary, bonus, stipends, and other benefits 
of these three top officers; lbdd=the number of shares that the board of directors holds; lexe= the 
number of shares that the executives holds; lmn=the number of shares that the management holds; 
hbshare=It equals 1 if a company has H shares traded on the Hong Kong Stock Exchange or B shares 
traded in Shanghai or Shenzhen stock exchange and 0 otherwise; Shrhfd=the natural logarithm of the 
sum of squares of the percentage points of shareholding of the largest shareholders.  
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