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A Study on the Neighborhood Effect of Chinese Enterprises’ Overseas Investment
Political Risks in the Construction of “One Belt One Road”
TANG Li-zhi, LIU Yu
(School of Economics, Xiamen University, Xiamen, Fujian, 361005, China)

Abstract: “One Belt One Road” construction will become China’s long-term strategy in reform and opening-up
policy. Driven by this, China’s OFDI program is gaining worldwide attention. Statistics show that from 2014 to 2016,
China has accumulated more than MYM 50 billion in investment along the “One Belt One Road” ,and has built 56
economic and trade cooperation zones in more than 20 countries to create nearly US MYM 1. 1 billion in taxes and
18 Million jobs. However, the overseas investment of Chinese enterprises is not smooth sailing , investment risk prob-
lems become more prominent.

Generally speaking,the risks faced by enterprises’ overseas investment can be divided into two types: political
risk and non-political risk. Among them, non-political risk can be subdivided into business risk and legal risk , which
can be predictable and controllable to a certain extent; Relatively speaking, the political risk is more difficult to pre-
dict and uncontrollable , with sudden, destructive and overall characteristics, often brings very heavy or even fatal
consequences. At present, many countries along the “One Belt One Road” on the one hand are faced with the exter-
nal big country game and the political crisis of neighboring countries; On the other hand,deep internal and ethnic
conflicts, frequent power alternation,social security and other multiple problems superimposed. In essence , political
risk has become China’s biggest problem to further promote the construction of “One Belt One Road” ,and also the
biggest challenge of Chinese enterprises to go out. Therefore, it is urgent to strengthen the research on the prevention
and control of political risk in overseas investment.

In this paper,we creatively construct the theoretical model which reflects the internal relation between foreign
direct investment and political risk by introducing the “neighboring country” factor and political risk tax. After that,
we derive a production function which includes both labor and political risk as its input factors. Then by solving the
optimization problem of consumers and manufacturers,we come to an equation that reveals the influence of neigh-
boring political risk on attracting overseas investment of the host country from the theoretical level. The theoretical
model shows that the maximum level of political risk prevention strategy is positively related to the spillover effect of
political risk in neighboring countries,that is, the greater the effect of political risk spillovers in neighboring coun-
tries , the higher the level of political risk prevention strategies adopted by firms, the lower the profits of firms, there-
fore, to assess the political risk of overseas investment of Chinese enterprises, we must also consider the spillover
effect of neighboring countries’ political risk.

Furthermore , we select the relevant statistics of China’ s overseas investment in 17 countries along the “One
Belt,One Road” from 2003 to 2015 ,and establish a dynamic spatial Durbin panel model that includes the political
risk factors of the host country,the political risk factors of neighboring countries, the spatial lag of outward foreign
direct investment and the time lag of outward foreign direct investment. With the construction of spatial weight matri-
ces and the Moran tests of spatial effects,we get the estimation of the model. The empirical results show that only the
corruption control of the host country has a significant inhibitory effect on China’s overseas investment, while other
political risk factors have no significant effect on China’ s investment. If we take into account the role of spatial
spillover effect in neighboring countries,the control of corruption, the weakening of internal conflicts, the slowdown
of external conflicts and the freedom of religious atmosphere in neighboring countries will have a positive spillover
effect on the host countries, which will promote Chinese enterprises to increase their investment in host coun-
tries. When the neighboring countries have high political stability,sound level of legal system,long-term diplomatic
relationship with China and relax ethnic conflict, it will produce negative effects on host country’ s political risk ,in
this situation , China will invest more in the neighboring countries, corresponding to reduce the size of the host coun-
try investment.
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