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The countries along the Belt and Road (B&R) are important destinations of China’s outward
foreign direct investment (OFDI). Based on the panel data (2003-2017) on China’s OFDI in
65 B&R countries, this paper sets up a Heckman two-stage model, and then empirically
analyzes how China’s OFDI is affected by the difference between China and the host country
in economic institution. In addition, the authors explored whether China has institutional
preference in the OFDI with different investment motives. The empirical test shows that:
investment selection and investment scale of China’s OFDI are promoted to different degrees
by the economic institution of the host country, and the absolute distance between China and
the host country in economic institution; China has different institutional preferences in
market-seeking OFDI between the selection stage and the investment stage; In terms of
technology-seeking OFDI, host countries with short economic institutional distance are
preferred in the selection stage, and host countries with good economic institution and long
economic institutional distance are preferred in the investment stage. The research results
provide empirical evidence for China to continuously implement OFDI in B&R countries and
create a green investment environment.

1. INTRODUCTION

As China further opens up to the world, the outward foreign
direct investment (OFDI) from China is gaining momentum.
Many multinational companies, in pursuit of green
development, throng to invest and build factories in the
countries along the Belt and Road (hereinafter referred to as
the B&R countries), a national strategy calling for the joint
construction of the Green Silk Road. Their behaviors
simulated the demand for green investment and financing,
enhancing the growth potential of China’s OFDI.

As shown in Figure 1, China’s OFDI in the B&R countries
has trended up in recent years, reaching USD 15.64 billion, a
year-on-year increase of 8.9%. The steady and healthy growth
of China’s OFDI in these countries provides domestic
companies with high development dividends, arousing the
interest from the academia.
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Figure 1. China’s OFDI in the B&R countries
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The B&R involves lots of countries that differ in economic
level, economic institution and resource endowment. These
differences, coupled with their limits in production capacity
and market, pose a huge challenge to China’s OFDI in these
countries. To further improve its OFDI, China, as a
government-led developing country, should develop and
optimize its economic institution, creating a favorable
business environment for the construction of the Green Silk
Road.

Against this backdrop, this paper aims to investigate
China’s OFDI in the B&R countries from the angle of
economic institution, offer new empirical evidence about how
to create a green investment environment, and provide
institutional theories conducive to China’s OFDI and the
sustainable development of the B&R countries.

2. LITERATURE REVIEW
2.1 Institutional difference and China’s OFDI

Facing intensified international competition, many
emerging economies weigh in on institutional system before
making the OFDI [1-4]. Some studies on China’s OFDI have
started to consider the importance of economic institution [5].
Dunning [6] pointed out that the intuitional system provides a
complete perspective to analyze and explain China’s OFDI.

In fact, multinational companies have shifted their focus to
the policy mechanism and incentive framework under the
intuitional system of the host country, while making decisions
about the OFDI [7]. China boasts special institutional
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advantages for the OFDI, which can be leveraged by
multinational companies to implement their global strategies.
The institutional advantages of the host country make up for
the disadvantage of multinational companies in competitive
resources, enabling them to achieve the goals of going global
[8]. Kang and Jiang [9] suggested that China tends to seek
strategic assets through the OFDI in countries with a very
different institutional system, especially those with a much
worse institutional system. Hayakawa and Matsuura [10]
argued that a poor institutional system promotes the foreign
direct investment (FDI) in the host country, making production
more efficient.

In terms of political institution, policy support brings a key
institutional advantage for multinational companies to conduct
the OFDI, and thus an effective promoter of the OFDI [11]. In
terms of economic institution, the OFDI in developing
countries is greatly boosted by their economic institutions [12-
14]. Focusing on the economic institution of the host country,
Witt and Lewin [15] noticed that China’s OFDI is affected by
multiple institutions of the host country, and described the
effects as institutional incentives and institutional escape. In
terms of cultural institution, China’s OFDI is severely
obstructed by the difference in cultural institution between
China and the host country [16].

The existing studies have shown that the institutional gap
between the home country and the host country has a certain
impact on the OFDI by multinationals. Through empirical
analysis, some scholars discovered that the institutional
distancing effect of the said gap [17]. Other scholars proved
that bilateral investment agreements influence the OFDI by the
home country to varied degrees [18-20]. Aisbett et al. [21]
found that bilateral investment agreements facilitate the OFDI
by China and other developing countries, and help to reduce
investment risks.

2.2 Investment motives and China’s OFDI

The institutional preference of the OFDI varies with
investment motives. Exploring the OFDI in different countries,
scholars have proved the profound impacts of investment
motives on corporate OFDI [22-24]. From the perspective of
investment motives, Ramasamy et al. [25] probed deep into
the location selection of China’s OFDI, revealing that many
state-owned enterprises tend to conduct the OFDI in countries
with abundant natural resources, poor political environment,
and high political risks. Considering the evolution of the
spatiotemporal distribution, Li and Fabu§ [26] empirically
analyzed China’s OFDI in the European Union (EU), and
concluded that China’s OFDI, seeking for both market and
technology, is greatly affected by the investment freedom of
the host country. Based on resource-seeking motives, Kolstad
and Wiig [27] held that, through the OFDI, the home country
aims to seek the resources that are rare or too costly to develop
in the country, while countries rich in natural resources are
often very corrupted.

2.3 Thesis statements

According to above analysis, many scholars have explored
the impacts of institutional difference and investment motives
on the OFDI, yielding fruitful results. China’s OFDI has been
examined from the perspective of institutional system.
However, there is little report on China’s OFDI in B&R
countries solely from the angle of economic institution, not to
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mention whether there exists institutional preference in the
OFDI in B&R countries under different investment motives.

Being a developing country, China now attaches greater
importance to how institutional factors affect economic
decisions. Meanwhile, most of B&R countries are developing
countries. In the context of the B&R strategy, the economic
institutions of China and the host country both have far-
reaching influence on China’s OFDI.

This paper sets up a Heckman two-stage model based on the
panel data (2003-2017) of 65 B&R countries, and relies on the
model to analyze how the investment selection and investment
scale of China’s OFDI are influenced by the economic
institution of the host country and the absolute institutional
distance between the host country and China. Special attention
was paid to verify the existence of institutional preference in
the OFDI with different investment motives.

The remainder of this paper is organized as follows: Section
3 sets up the Heckman two-stage model; Section 4 selects the
variables and explains the data sources; Section 5 analyzes the
empirical results; Section 6 puts forward the conclusions.

3. MODEL CONSTRUCTION
3.1 Heckman model

The research data are about China’s OFDI in B&R countries
between 2013 and 2017. The original data are not continuous.
Some data about a few countries in several years went missing,
and some OFDI data were negative. These abnormal data
demonstrate the selection bias of samples. The removal of
such data will have a great impact on regression results. The
model proposed by Heckman [28] provides a desirable tool to
solve the selection bias.

Therefore, this paper employs the Heckman two-stage
model for empirical test, and divides China’s OFDI in B&R
countries into two stages: whether China invests in B&R
countries (selection stage); how much China invests in B&R
countries (investment stage). Based on the model of
investment attraction [29], the selection and investment stages
were respectively modelled as follows:
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where, ofdi;; (explained variable) is the OFDI flow from China
to host country i along the B&R at year ¢ (if ofdi;>0, then
ofdi;=1; otherwise; ofdi;=0); Y is the control variable; Z; is
the core explanatory variables; oy is the constant term; u;is the
fixed-effect of country; y; is the fixed-effect of time; ¢;; is a
random perturbation term; y;; is the inverse Mills ratio:
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where, @[] is the probability distribution function of the
standard normal distribution; ¢[] is the probability density
function. If y;;#0, then y;; is significant, which signifies sample



self-selection. In this case, y;; effectively overcomes the
selection bias, making it suitable to use the Heckman model.

3.2 Benchmark model

According to Heckman’s two-stage model, the absolute
distance between China and the host country in economic
institution was taken as the core explanatory variable to
explore the influence mechanism of economic institution on
China’s OFDI. The benchmark model was established as
follows:
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where, ofdi;; is China’s OFDI in the host country (if ofdi;>O0,
then ofdii=1; otherwise; ofdi;=0); R, HPGDP, HGDP, HT and
FDII (control variables) are resource endowment, market
opportunities, market size, technical level and FDI inward of
the host country, respectively; BER (control variable) is the
bilateral exchange rate between China and the host country;
Zj 1s the core explanatory variables, including the economic
institution of the host country (HEI) and the absolute distance
between China and the host country in economic institution
(EID); BTR is the bilateral trade relation between China and
the host country; ¢ is the time factor lagged by one period to
prevent endogenous problems; y;;: is the inverse Mills ratio (If
;#0, then y;; effectively overcomes the selection bias, making
it suitable to use the Heckman model).

According to the principle of Heckman’s two-stage
empirical test, the select function must contain at least one
exclusive explanatory variable, such that the regression
coefficients are legible. The BTR determines whether China
will make the OFDI in the host country, without affecting the
investment scale. The bilateral trade relation directly bears on
the smoothness of China’s OFDI in the host country.
Therefore, the BTR was selected as an exclusive explanatory
variable of the selection function.

4. VARIABLE SELECTION AND DATA SOURCES

Based on the panel data (2003-2017) of 65 B&R countries,
our research involves the following variables:

4.1 Explained variable

The OFDI flow, denoted as OFDI, was taken as the

explained variable: the flow of China’s OFDI in the 65 host
countries along the B&R.

4.2 Explanatory variables

(1) The economic institution of each host country was
measured by the ECONIST index (HEI).

(2) The absolute distance between China and the host
country was measured by economic institutional distance
(EID).

(3) The quality of the economic institution of a county was
measured by the Index of Economic Freedom (EFI) released
by The Heritage Foundation. The EFI value is the average of
12 relevant secondary indices, namely, property rights,
judicial effectiveness, government integrity, tax burden,
government spending, fiscal health, business freedom, labor
freedom, monetary freedom, trade freedom, investment
freedom, and financial freedom. The EFI is an accurate
yardstick of economic freedom of a country.

(4) The bilateral trade relation (BTR), the exclusive
explanatory variable, was measured by the total trade between
China and the B&R countries. The data were extracted from
China Statistical Yearbooks.

4.3 Control variables

Table 1. List of variables and data sources

Variable Variable Data
name description sources
Chinese Ministry of
China's foreign Commerce
OFDI direct China's Foreign Direct
investment flows Investment Statistics
Bulletin
The economic American Heritage
HEI institution of each host . g
Foundation
country
Absolute distance
between host country American Heritage
EID - : .
and China's economic Foundation
system
Bilateral trade Statistical yearbook of
BTR - .
relations China
The resource
R endowment of the host World Bank database
country
The market World Bank World
HPGDP opportunities of the Development Indicators
host country (wDlI)
The market size of World Bank World
HGDP the host count Development Indicators
ry (WDI)
The technical level World Bank World
HT of the host countr Development Indicators
y (WDI)
FDII The FDI inward of UNCTAD's FDI
the host country database
The bilateral UNCTAD's FDI
BER
exchange rate database
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(1) The resource endowment (R) of the host country was
measured by the sum of the country’s exports of metal, fuel

and ore.

(2) The market opportunities (HPGDP) of the host country
were measured by the per-capita GDP [30, 31].
(3) The market size (HGDP) of the host country was



measured by the log of GDP [32, 33].

(4) The technical level (HT) of the host country was
measured by the R&D expenditure as a percentage of GDP.

The data of the above four control variables were extracted
from World Development Indicators (WDI), the primary
World Bank collection of development indicators.

(5) The FDI inward (FDII) of the host country was
measured by the annual sum of FDI flow and FDI stock as a
percentage of GDP.

(6) The bilateral exchange rate (BER) between China and
each host country was calculated based on the exchange rates
of the official currency of the host country and RMB against
USD. Any change of the BER will influence the purchasing
power of the investor’s currency, which in turn affects the
OFDL

All variables and data sources above are listed in Table 1
above.

5. RESULTS ANALYSIS
5.1 Multicollinearity test

The sample data were preprocessed before the formal
empirical test. To prevent multicollinearity in the model, the
correlation coefficients between variables were tested. The
results in Table 2 show that the correlation coefficients
between variables peaked at 0.50, which excludes the
multicollinearity between variables.

Table 2. Matrix of correlation coefficients

VariableOFDI HEI EID R HPGDPHGDP HT FDII BERBTR
OFDI 1
HEI 010 1
EID 0.13 050 1
R  0.00 -0.070.06 1
HPGDP 0.12 0.230.43044 1

HGDP 0.12 0.380.150.16 0.21 1

HT 0.04 0.290.28-0.13 0.17 0.20 1

FDII  0.12 0.160.080.01 0.03 0.02 0.01 1
BER -0.07 0.220.270.25 0.41 -0.030.050.04 1

BTR 0.45 0.100.110.06 0.14 0.30 0.10-0.02-0.14 1

To be prudent, the variance inflation factors (VIFs) between
the variables were also calculated. According to the results in
Table 3, the VIFs were all far smaller than 10, and no greater
than 1.74. It follows that there is no serious problem of
multicollinearity among the variables.

Table 3. VIFs values

HEIEID R HPGDPHGDP HT FDIIBERBTR
VIF1.591.611.42 1.74 1.28 1.191.03 1.361.20

5.2 Preliminary test

The estimation results of Heckman two-stage model cover
two stages: whether China invests in B&R countries (selection
stage); how much China invests in B&R countries (investment
stage). The preliminary test results of the model are displayed
in Table 4. The LR values show that the inverse Mills ratio of
each function was significantly nonzero, which signifies
sample self-selection. Hence, it is suitable to use the Heckman
model. The exclusive variable BTR of the selection function
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was significantly positive, revealing that the index was set
effectively. In other words, the quality of bilateral trade
relation determines whether China conducts the OFDI in a

B&R country.

Table 4. Estimation results of Heckman two-stage model

1) (2
Variable  Selection Investment Selection Investment
function function function function

HE -0.003 4,007***

(-0.86) (2.75)
-0.005 4.360**

EID (-1.11) (2.43)
0.000*** 0.000***

BTR  "5.04) (5.05)

R 0.003 -3.930* 0.004 -1.871**
(1.27) (-1.88) (1.57) (-2.20)
-7.040%** 2.602%** -7.230%** 2.942%**

HPGDP 3 20 (3.43) (-3.33) (4.03)
-0.0177 4.673 -0.036 1.867

HGDP 0.35) (0.36) (-0.70) (1.43)

HT 0.027 -2.651 0.022 -2.187
(0.23) (-0.75) (0.19) (-0.63)

BER -0.013 -8.030* -0.015 -5.046
(-1.22) (-1.76) (-1.51) (-1.12)

DI -0.567 1.076*** -0.618 1.167***
(-1.07) (4.34) (-1.18) (-4.76)

Mills -5.132%** 5 132%** -4,926%**%  -4,926%**
(-3.36) (-3.36) (-3.24) (-3.24)

Constant -4.583 -2.141* -3.715 -2.577**
(-1.50) (-1.78) (-1.23) (-2.18)

LR 2.12 2.12 2.08 2.08

(0.000) (0.000) (0.000) (0.000)

Note: Selection function and investment function are the results of the first
and second stages, respectively; *, ** and *** are the significance levels of
10%, 5% and 1%, respectively; LR is the likelihood ratio that reflects the
significance of the inverse Mills ratio, i.e. the presence of sample self-
selection.

On the regression results of core explanatory variables, HEI
was not significant in the first stage but significantly positive
in the second stage. This means the economic institution of the
host country has an insignificant impact on China’s selection
of the OFDI target; if China decides to make the OFDI in that
country, the OFDI scale will increase with the quality of the
economic institution of the host country. The possible reasons
are as follows: Except three major economies (i.e. ASEAN,
India and Russia), the B&R mainly cover small economies
with little difference in economic institution. Admittedly, a
host country with good economic institution is attractive to
China’s OFDI. However, China does not regard the quality of
economic institution as the primary requirement, when it
selects the host country of its OFDI. Instead, China pays more
attention to other factors like bilateral trade relation and
market opportunities.

Besides, the EID was insignificant in the first stage and
significantly positive in the second stage. The results show that
the absolute distance between China and the host country in
economic institution does not affect whether China
implements the OFDI, but positively affects the OFDI scale.
Thus, the said absolute distance is not a sufficient condition
for China’s selection of the OFDI target. Different host
countries vary in the absolute distance from China: the longer
the absolute distance, the greater China’s OFDI in the host
country.

According to the regression results of the above two



explanatory variables, the economic institution of the host of the host country does not greatly affect whether China

country and the economic institutional distance between China invests in that country, but significantly boosts the investment
and the host country have profound impacts on whether and scale. The significance of BER was not stable: China’s OFDI
how much China invests in B&R countries. This means was not greatly influenced by bilateral exchange rate.
economic institution is the key consideration of China in its
implementation of the OFDI. 5.3 Institution and investment motives

On the test results of control variables, R was insignificant
in the first stage and significantly negative in the second stage: Investment motive is a critical factor in corporate OFDI.
the resource endowment of the host country does not greatly With the change of investment motive, China might choose to
affect whether China invests in that country, but significantly conduct OFDI in another country, or invest on a different scale.
suppresses the investment scale. HPGDP was significantly The preliminary results show that HPGDP and R of the host
negative in the first stage and significantly positive in the country affect China’s OFDI to varied degrees, while HT of
second stage: the fewer the market opportunities in the host the host country does not exert any significant impact on
country, the more likely for China to invest in that country, but China’s OFDI. However, two questions remain to be answered:
the smaller the scale of China’s OFDI. HGDP and HT were How does the difference between the host country and China
insignificant in the first and second stages: China’s OFDI has in economic institution affects China’s OFDI motive?
little to do with the market size and technical level of the host Whether there exists institutional preference in China’s OFDI
country. China does not pursue a large market or advanced with different motives. To answer these questions, this paper
techniques through the OFDI in B&R countries, because these carries out an orthogonal test between three OFDI motives (i.e.
countries are mostly developing countries with relatively HPGDP, R and HT) and two core explanatory variables (i.e.
backward economy. FDII was insignificant in the first stage HEI and EID). The test results are recorded in Table 5.

and significantly negative in the second stage: the FDI inward

Table 5. Regression results of the relationship between economic institution and each OFDI motive

1) (2) 3) 4 (5) (6)
Variable Selection Investment Selection Investment Selection Investment Selection Investment Selection Investment Selection Investment
function function function function function function function function function function function function
HPGDP -7.770** 5.613***
>HEI  (-2.49) (5.98)

HPGDP [3.540%%% 243145
>EID (-316)  (8.88)
6.050  -1.939
R>HEI (132)  (-1.26)
1370 -2.485
R-EID (-0.18)  (-0.98)
0,000 9.103%**
HT>HE (-050)  (2.96)
0.029% 1153
HT>EID (-186)  (3.62)
o 0.000% 0.000%** 0.000%** 0.000%+* 0.000%** 0.000%**
(4.95) (4.88) (5.12) (5.13) (5.09) (5.17)

0.002 -1.270 0.005 -2.352*%** -7.390*** 2.981*** -5.900*** 2.710***  0.004 -1.056 0.004 -1.062

RO (072)  (162) (L64) (301) (334 (395 (-291) (398)  (139) (-1.25) (L1.34)  (-1.29)
hopp 0081 1084 -0063  2150% 0021 1316 0018 1301 -7.320%%* 2.849%% 7.140%%* 2.404%
(-0.59)  (0.87)  (-1.10)  (1.84)  (-043)  (1.03) (-0.38) (1.02)  (-3.37) (3.99) (-329) (3.27)
yp 0008 -3860 0010  -6490* 0004  -1325 -0.045 -7.164 -0.028 2116  -0.039 2101
(-0.06) (-1.12)  (0.09)  (-1.94)  (0.03) (-0.38) (-0.41) (-021) (-0.55)  (1.64)  (-0.70)  (1.68)
oy 0672 L0BL*% 0548 Q014  -0.613 1169%*% -0.632 1150%%% -0.504 1081*** -0.546 1016%**
(-1.30)  (4.41)  (-1.03) (3.84) (-1.17)  (479) (-121)  (474) (-113) (4.22)  (-1.03)  (4.18)
ggr 0015 -9.256** -0019* 5875  -0016 5350  -0.012 -7.008 0014 -7.118 0012  -6.973
(-145)  (-2.02) (-1.90) (-1.38) (-1.58) (-1.15) (-1.24)  (-1.59)  (-1.35) (-1.58)  (-1.19)  (-1.58)
Mills 53177 -B.3LT*** 5.340%0% 5.340%%% 5,504* % 5,504+ % 5.262%%% 5,262*% -4.910%%* -4.910%** -3.972%%* 3.972%*
(-337)  (-337) (-3.50) (-350) (-358) (-3.58) (-3.42) (-3.42) (-350) (-3.50) (-2.71) (-2.71)
Constant 4618 -2264% 3325 2262 3666 -2612%% 3947 -2689%* 4155 -2114* -4500 -2.680%*
(-154)  (-1.91)  (-1.09) (-2.00) (-1.22) (-2.20) (-1.32)  (-2.28)  (-1.38)  (-1.89)  (-1.49)  (-2.34)
R 1.69 1.69 1.93 1.93 2.09 2.09 2.09 2.09 2.00 2.00 1.97 1.97

(0.000)  (0.000)  (0.000)  (0.000) (0.000) (0.000) (0.000)  (0.000)  (0.000)  (0.000)  (0.000)  (0.000)

Note: Selection function and investment function are the results of the first and second stages, respectively; *, ** and *** are the significance levels of 10%, 5%
and 1%, respectively; LR is the likelihood ratio that reflects the significance of the inverse Mills ratio, i.e. the presence of sample self-selection.

(1) The regression results on the interaction terms between seeking OFDI in that country; if China decides to make OFDI
HPGDP and the two institutional variables in that country, the investment scale increases with the quality
The coefficients of HPGDPxHEI and HPGDPXEID were of economic institution. The inverse is also true. The main
both significantly negative in the first stage, and significantly reason is that a host country with a high-quality economic
positive in the second stage: the better the economic institution institution, i.e. a good investment environment, easily attracts
of the host country, China is less likely to conduct market- lots of multinational companies; any attempt of the OFDI will
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face excessive competitions. If the host country has a poor
economic institution, i.e. a bad investment environment, the
OFDI in that country will face little competition and enjoy a
huge potential of growth, despite some inevitable obstacles.
The above results fully demonstrate the institutional
preferences of China’s market-seeking OFDI: host countries
with poor economic institution and a long economic
institutional distance are preferred in the selection stage, and
host countries with good economic institution and a short
economic institutional distance are preferred in the investment
stage.

(2) The regression results on the interaction terms between
R and the two institutional variables

The coefficients of RxHEI and RxEID were insignificant in
the first and second stages. There are three possible causes:
Firstly, China’s OFDI is not affected by the resource
endowment of the host country (see previous regression
results), i.e. China does not regard the quality of economic
institution as the primary requirement, when it selects the host
country of its OFDI. Secondly, most of our samples are
developing countries with a small economic aggregate. Except
Russia and India, the other B&R countries are small in size
and scarce in resources. The few oil-rich countries (e.g. Iraq)
cannot change the overall test results. Lastly but not the least,
the recent boom in digital economy has given birth to a number
of multinational enterprises engaging in big data, artificial
intelligence and 5G. Due to the emergence and expansion of
such enterprises, China’s OFDI motives have gradually shifted
from acquisition of market, resources and technology towards
that of knowledge, finance and tax.

(3) The regression results on the interaction terms between
HT and the two institutional variables

HTxHEI was insignificant in the first stage, and
significantly positive in the second stage: the economic
institution of the host country has not significant impact on
whether China makes technology-seeking OFDI in that
country; if China decides to make OFDI in that country, the
investment scale increases with the quality of economic
institution. HTXEID was significantly negative in the first
stage and significantly positive in the second stage: the greater
the host country differs with China in economic institution, the
less likely for China to make technology-seeking OFDI in that
country; if China decides to make OFDI in that country, the
investment scale increases with the difference in economic
institution. The above results manifest the institutional
preferences of China’s technology-seeking OFDI: host
countries with short economic institutional distance are
preferred in the selection stage, and host countries with good
economic institution and long economic institutional distance
are preferred in the investment stage.

6. CONCLUSIONS

Based on the panel data (2003-2017) on China’s OFDI in
65 B&R countries, this paper sets up a Heckman two-stage
model, and relies on the model to analyze how the investment
selection and investment scale of China’s OFDI are influenced
by the economic institution of the host country. The authors
also tested the existence of institutional preference in the OFDI
with different investment motives. The following results were
drawn through empirical test:

(1) The economic institution of the host country and the
absolute distance between China and the host country in
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economic institution have little impact on whether China
implements the OFDI, but positively affect the OFDI scale.

(2) The market opportunities in the host country
significantly suppress China’s OFDI in that country, but
greatly promote the investment scale, if China decides to
invest in that country.

(3) China has different institutional preferences in market-
seeking OFDI between the two stages: host countries with
poor economic institution and a long economic institutional
distance are preferred in the selection stage, and host countries
with good economic institution and a short economic
institutional distance are preferred in the investment stage.

(4) China does not have any institutional preference in
resource-seeking OFDI.

(5) In terms of technology-seeking OFDI, host countries
with short economic institutional distance are preferred in the
selection stage, and host countries with good economic
institution and long economic institutional distance are
preferred in the investment stage.

In the context of reform and opening-up and the B&R
strategy, China should pay close attention to how the
institutional quality changes in the host country before
selecting the investment target and making investment
decisions; the institutional risks should be fully analyzed in the
light of investment motive. In this way, it is possible to make
reasonable investment decisions in a world with diverse
economic institutions and complex economic situation,
thereby improving the health and sustainability of China’s
OFDL
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