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1. Introduction 

 

In 2012, for the first time ever, developing economies attracted foreign direct 

investment flows (FDI) higher than those of developed countries: 52% of global 

FDI inflows compared to 42%. Furthermore, their share of global FDI outflows 

reached the record level of 31% (UNCTAD, 2013). Among emerging investor 

countries particular attention should be paid to China, which after having been the 

largest recipient of FDI among developing economies, has become the world’s 

third largest investor. 

This paper aims to explain, even partially, what factors influencing Chinese FDI 

outflows by using a panel regression model. In particular, the paper is articulated as 

follows: paragraph 2 reviews the literature on the determinants of Chinese FDI; 

paragraph 3 presents the model and the empirical findings, paragraph 4 provides 

some concluding remarks. 

 

 

2. Literature review 

 

Within the framework of the theories which have attempted to explain the 

overseas development of multinational enterprises, the eclectic theory (Dunning, 

1977) takes on particular significance. In particular, Dunning (1993) suggests four 

primary categories for outward FDI: market – seeking investment, resource – 

seeking investment, strategic asset – seeking investment and  efficiency – seeking 

investment. 

These typologies have been used in some of the empirical studies on host 

country determinants of Chinese FDI (Buckley et al., 2007; Amighini, Rabellotti, 

Sanfilippo, 2011) which, taking into account the first three motivations, arrives at 

contrasting outcomes. Some empirical studies find that the first motivation is 

among the determinants of outward foreign direct investment (OFDI) in the OECD 

countries (Kolstad and Wiig, 2012; Chan; Cheung and Qian, 2008); other studies, 
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taking into consideration the non – OECD countries, ascribe a preponderant role to 

the second motive (Buckley et al., 2012; Pradhan, 2009; Kolstad and Wiig, 2012). 

Another part of the empirical evidence, performing an industry level analysis, 

confirms the strategic asset – seeking motivation as a determinant of Chinese OFDI 

both in manufacturing and service sectors (Noorbakhsh and Paloni, 2001; 

Amighini, Rabellotti, Sanfilippo, 2011). 

In regard to China, economic literature suggests that a comprehensive study on 

the determinants of OFDI cannot leave certain specific features of the Chinese case 

out of consideration. Among these are usually included the peculiarity of Chinese 

multinational enterprises (MNEs) and a low political and economic risk adversity. 

The peculiarity of Chinese MNEs derives from the fact that the bulk of them are 

State – owned enterprises (SOEs). Although private enterprises account for  57,7% 

of the total compared to 22,7%  of the SOEs,  77% (US$ 60,17 bn) of the total 

OFDI stock is carried out by the SOEs (CCPIT, 2012). Capital market 

imperfections (Yamin, 2000) combined with an inefficient banking system (Warner 

et al., 2004; Child and Rodrigues, 2005; Antkiewicz and Whalley, 2006), allow the 

SOEs to have capital made available to them at below market rates, obtaining, in 

that way, an advantage over the private firms (Scott, 2002; Warner et al., 2004; 

Buckley et al., 2007). Another peculiar aspect is represented by a low political and 

economic risk adversity. The traditional theory on the determinants of foreign 

investment highlights a negative relation between political risk and FDI 

(Chekrabarti, 2001). Conversely, the literature on MNEs of emerging countries 

shows how they are relatively indifferent to the institutional environment of 

receiving countries. In view of the fact that Chinese FDI have been made in some 

countries characterised by a high political and economic risk, it seems that the 

aforementioned result is applicable to the Chinese case (Buckley et al. 2007). 

 

 

3. Empirical Analysis 

 

This paper aims at explaining the determinants of Chinese OFDI in the main 

destination countries
1
 considering a time period from 2007 to 2013. The variables 

considered and that, in the model, represent the regressors are market – seeking, 

resource – seeking, political risk, cultural proximity, real interest rate, exchange 

rate, parabolic distance and, lastly, openness to FDI.  

As regards the first variable, some host market characteristics, such as market 

size or its expected growth, are recognised as a significant determinant of FDI 

                                                           
1Australia, United States, Canada, Brasil, Indonesia, Iran, Nigeria, United Kigdom, Germany, France, Russian 

Federation, Venezuela, Singapore, South Korea. 
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flows. In fact, as markets increase in size, so do opportunities for the efficient 

utilisation of resources and the exploitation of economies of scale. We will derive 

the following  hypothesis: Chinese OFDI is associated positively with host market 

size calculated using the GDP per capita measured by the Gini Index (in the model 

it will be denoted by the variable lgdp), which allows to consider unequal 

distribution of income. The data were taken from the World Bank Development 

Indicator. 

With regard to the second variable (lore), empirical studies on the determinants 

of Chinese FDI (Buckley, 2007; Cheung and Qian, 2008; Kolstad and Wiig, 2010) 

show that, especially for those going to emerging countries, they are motivated 

predominantly by the need to satisfy growing demand for primary resources and 

strengthen internal economic growth(Ye, 1992; Zhan, 1995). As a proxy for natural 

resources, has been calculated the ratio between ores and metals mining in relation 

to total exports of goods by the host country. The data represent our elaboration on 

data from the World Bank Development Indicator. 

The regressor of political risk (lpoli), as pointed out by the literature on 

multinational enterprises of emerging countries, may be associated positively or 

not be significant in explaining the dependent. In order to assess how this variable 

influences Chinese FDI, our specification includes a dataset from the International 

Country and Political Risk Service of  PRS Global Expertise Group, which 

provides a possibility of indexing political risk through a scale varying between 1 

and 10. 

Considering the cultural proximity (cp), cultural differences have the effect of 

hindering information flows and communication between individuals and firms 

from different countries (Hallen,1994; Kogut and Sing,1998; Mele, 2009). 

Consequently, studies on the determinants of FDI may not overlook the analysis 

and comparison of cultures and traditions of the countries. In this respect, in our 

model, we made an average on the so-called cultural dimensions of Geert 

Hofstede
2
 (2013) that allow to use the cultural concept through a numerical value 

of the cultural dimensions of each country concerned. It is expected that Chinese 

OFDI is associated positively with the cultural proximity. 

In relation to distance (dis), conventional theory suggests that firms are more 

likely to invest in FDI in more distant markets(Buckley and Casson, 1981). On the 

contrary, the gravity models asserts that the relationship could be negative since the 

cost of investing rises with distance (Kolstad and Wiig; Pradhan, 2009). In our 

                                                           
2 In the mid-seventies Hofstede classified culture into five dimensions: power distance, is the extent to which the 

less powerful members of organizations and institutions accept that power is distributed unequally; individualism; 
uncertainty avoidance deals with a society's tolerance for uncertainty and ambiguity; masculinity refers to the 

distribution of roles between the genders; long – term orientation. Each of these dimensions is associated with a 

numerical index that allows the comparability of different national cultures. 
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model, for the purpose of calculating the distance between China and its major 

trading partners we have carried out an analysis of combinations between  

longitude and latitude considering the distance as an arch of length measured in 

kilometres. 

The degree of openness to international trade (openness) could influence 

positively FDI as the more open a country is, the more attractive it is likely to be as 

a destination of FDI. In our work the value of the degree of openness has been 

calculated as the ratio of the sums of imports and exports relative to gross domestic 

product calculated at constant prices. The data were taken from  the United Nations 

Statistics Division 2013. 

In the model has been considered as a regressor the exchange rate (exrate). In 

fact, an undervalued exchange rate encourages exports but discourages FDI, 

conversely, an appreciation of the domestic exchange rate versus the currencies of 

the destination countries of Chinese OFDI tends to increase investment in those 

countries. As the Chinese currency (RMB) over the period under study has 

appreciated against other currencies, it is expected that a relative depreciation of 

the host country’s currency leads to an increase in Chinese OFDI. The data, which 

represent elaborations of annual averages on monthly observations, were taken 

from the Pacific Exchange Rate Service. 

Lastly, has been taken into account the real interest rate (ir) adjusted for 

inflation and measured by the GDP deflator as a positive determinant of foreign 

investment flows from China to partner countries. In fact, a high real interest rate 

corresponds, in general, to higher potential returns of productive investment in so 

far as they tend to coincide with higher rates of profit. In our work, therefore, it is 

expected that the flows of investment from China will be attracted by countries 

with higher real interest rates. The dataset for this variable has been set up on 

statistical sources taken from the World Bank Development Indicators. 

 

 

3.1. Model 

 

The paper seeks to estimate the determinants of Chinese OFDI in the leading 

destination countries(MOFCOM, BBVA Research; 2013) through a multivariate 

regressions model over a period of time t of 7 years. In order to make the studied 

sample more homogeneous, it was considered useful to divide the countries into 

two groups: the first contains only emerging countries (Brasil, Indonesia, Nigeria, 

Russian Federation, Iran and Venezuela) and Australia being this country an 

important source of raw materials (Hendrischke, Li; 2013); the second only the 

developed countries(United States, Canada, United Kingdom, Germany, France, 

South Korea, Singapore). Both have been estimated by using the random-effects 
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method GLS(weighted least squares estimators - WLS). In addition, the 

determinants of the model have been processed, due to the effects of 

autocorrelation, through logarithmic first differences finding justification of the 

transformation of the respective correlograms. 

 

 

3.2. Main Results 

 

Considering the model referring to developing countries, only five variables 

were found to be significant in explaining the dependent, while the regressors lgdp, 

ir and openness are not significant. 

The study of single determinants shows that cultural proximity (cp) have a 

positive effects on Chinese OFDI, demonstrating how the countries involved in our 

analysis bear, in the broad sense, cultural similarity which promote new investment 

flows. 

 

Table 1   Chinese OFDI in developing countries 
   

Dep.var. l_FDI Coeff. Std.Err. t-ratio p-value 

l_lgdp -0,8697 0,862208 -1,009 0,3184 
l_lore 1,19929 0,493731 2,429 0,0191 
l_lpoli -2,66322 1,4857 -1,793 0,0796 
l_cp 6,83543 4,0659 1,681 0,0995 
l_ir 0,403644 0,659418 0,6121 0,5435 
l_dist 1,47628 0,492931 2,995 0,0044 
l_openness -1,7361 2,87871 -0,6031 0,5494 
l_exrate 0,553429 0,100258 5,321 2,98E-06 
Ad.R squared 0,991 

   Schwar 277,055 

   Akaike 281,1439 

   H-Q 267,2804 obs.54 
  Note: * Significant on the 10% level;** Significant on the 5% level; *** Significant on the 1% level.  

Source: our results 

The variable distance (dis), in line with traditional theory on FDI, has a positive 

influence on Chinese FDI outflows with a value of nearly 1.48.  

The variable lore affects positively Chinese OFDI, with an approximate value of 

1.20. This outcome is consistent with the literature, which points out how the 

search for resources is among the determinants of Chinese investments in 

developing countries. 
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Chinese FDI outflows are positively associated, as expected, with exchange rate 

with a value of 0.53: this highlights how a one per cent increase in the variable 

raising Chinese OFDI by 0.53. 

An interesting finding is that the coefficient on the index of political risk (lpoli) 

indicates a decreasing relationship between host countries political risk levels and 

Chinese OFDI. A plausible interpretation of this results lies in the fact that the 

Chinese government is implementing an improvement of procedures (as an 

instance the Guidelines on Investment Overseas) in order to establish risk 

management mechanisms which may facilitate the internalisation of MNEs. 

The effectiveness of the model is justified by the value of the adjusted R-squared 

(0.99) as well as by the information criteria (Akaike - Schwarz - Hannan) with a 

value between 261 and 277. 

As regards the model referred to developed countries, only the degree of 

openness (openness) is not significant in influencing FDI outflows. 

Cultural proximity is the variable which to a greater extent affects FDI outflows, 

with a value nearly to 3.45. This seemingly singular result depends on the 

dimensions considered by the Hofstede index, which tends to overlook other 

important variables that traditionally define culture as religion. 

Chinese FDI are positively associated, in line with literature, with the lgdp with a 

value of 0.98. 

In relation to real interest rate (ir), the coefficient on the index shows, as expected,  

a positive relationship with Chinese OFDI. By interpreting this result, we should 

consider that the aforementioned variable fluctuated widely over the period 

considered, showing some phases (2007-2008, 2010-2011) where a positive spread 

between domestic and foreign real interest rates prevails, then (2009-2010, 2012-

2013) the reverse condition can be observed. 

Coherently with our hypothesis, the RMB’s appreciation  has stimulated Chinese 

FDI outflows with a value of 0.35. Even the variable lore has a positive sign, but 

with a lower value than that shown by emerging countries. 

The variable lpoli, in line with the literature that takes into account the investment 

made by developed countries, shows a negative value of - 1.96. 

In accordance with gravity models, we find that Chinese FDI is negatively affected 

by distance (dis) from the host economy. This could indicate that investment flows 

are found to be directly proportional to the countries’ masses (in our model lgdp), 

but inversely related to their distance.  

The effectiveness of the model is justified by the value of the adjusted R-squared 

(0.88) and by the information criteria (Akaike - Schwarz - Hannan) with a value 

between 200 and 207. 
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Table 2  Chinese OFDI in developed countries 
 

dep.var. l_FDI Coeff. Std.Err. t-ratio p-value 

l_lgdp 0,984862 0,52208 -1,009 0,0000*** 
l_lore 0,258642 0,493731 1,985 0,0102** 
l_lpoli -1,963322 1,259345 -1,793 0,0000*** 
l_cp 3,452117 3,1124578 1,889 0,0000*** 
l_ir 0,859622 0,559318 0,963 0,0000*** 
l_dist -1,035429 0,35792 1,001 0,0000*** 
l_openness 1,029634 1,975236 -0,119 0,8563 
l_exrate 0,359689 0,112525 5,025 2,52E-01****** 
Ad.R squared 0,886321 

   Schwar 200,0072 
   Akaike 201,1029 
   H-Q 207,1304 obs 49 

  Note: * Significant on the 10% level;** Significant on the 5% level; *** Significant on the 1% level.  

Source: our results 

 

 

4. Concluding remarks 

 

The analysis has investigated the host country factors influencing the 

probability of receiving Chinese OFDI and it has analysed the nature of Chinese 

FDI outflows in terms of motivations, distinguishing between, amongst others, 

market – seeking and resource – seeking motives. Our findings suggest that China 

is following diversified strategies since its investments differ between high income 

and low income countries. With regard to the former motive, this is relevant for 

developed countries where Chinese enterprises choose to exploit large markets and 

their expected growth. On the contrary, as regards Chinese FDI going to emerging 

countries, they are essentially aimed at acquiring raw materials. 
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SUMMARY 

On The Determinants of Foreign Direct Investment in Emerging Countries: 

The Case of China 

 
The analysis has investigated the host country factors influencing the probability of 

receiving Chinese OFDI through a panel model. Our findings suggest that China is 

following diversified strategies since its investments differ between high income countries, 

where they tend to exploit large markets, and low income countries, in which they aimed at 

acquiring raw materials. 
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