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Belt and Road Initiative , Heterogeneous Firm’s Response and

Risk Evaluation;An SEM Model Analysis Based on Questionnaire Data
SUN Ze-sheng ' ,ZHAO Hong-jun' ,WANG Yao-qing’
(1. School of Finance and Business, Shanghai Normal University, Shanghai,200434 , China;

2. School of Economics & Management,Zhejiang University of Science and Technology, Hangzhou ,Zhejiang 310023, China)
Abstract: How a firm rationally responds to the environment uncertainty is the core subject of studies on strategy
management. The Belt and Road Initiative ( BRI) raised in 2013 has constituted a major environment change for Chinese
firms. It is a key issue for implementing the BRI to understand how firms respond to the BRI. However, further studies are
necessary to explore the mechanism of how heterogeneous firms respond to the BRI and assess the investment risks. Based
on questionnaire survey data, this paper uses structural equation model (SEM) to explore the transmission mechanism by
which different risk factors act on firms’ response under the BRI, and thus provide empirical evidences for identifying the
investment responses of firms and optimizing incentive policies under the BRI.

This paper incorporates main risks of overseas investment, and uses factor analysis to reduce dimensions and ultimately
acquire completely independent low-dimensional risk factors. The ex post risk classification then be used as latent variables
of similar risks. Further, all interviewed firms are clustered to differentiate types of perceived risk tendency as a measure of
manager heterogeneity. Such measure will be further used in conjunction with firms’ size, ownership, and investment
experience to measure the heterogeneity. Then, with reference to the state-effect-response ( SER) paradigm ( Milliken,
1987) , which covers different stages from environmental changes to firms’ responses, the state-effect-response interaction
could be explored from the perspective of heterogeneous firms by developing self-made questionnaire and using SEM model.

It is found that; (1) there is a positive retrospective causal relationship between the state of OBOR cognition and its
impact on enterprises, all of which positively impact on firms’ response with the latter having stronger impact. (2) Stable
institutional and non-institutional risks do not impact on firms’ response, while instable institutional risks do impact.
Political risk and policy risk have opposite effects, and there exists moderating effect of policy risk through state and effect.
(3) The OBOR cognition, effect and response of large enterprises and state-owned enterprises is stronger, where risk-
preference managers’ response is only affected by policy risks, while risk-averse managers rely on the state of cognition to
receive political, policy and offshore risk information in supporting their response.

This paper may deliver the following contributions. Firstly, this is the first to explore the transmission mechanism of
firms’ willingness to invest under the context of the Belt and Road Initiative. This study covers various sub-item policies
associated with the BRI, impacts on a firm at different links, investment entry modes and risk management strategies, and
provides empirical evidences for understanding the BRI’s policy effects and the firms’ response characteristics. Secondly,
this paper highlights how corporate characteristics and manager heterogeneity cause differential responses of firms to
environment changes and different risks. By the measure of perceived risk tendency of managers and risk classifications
based on manager risk assessment, this paper explores the mechanism by which different types of risks cause different
cognition of the BRI, impacts and willingness to invest among heterogeneous firms. This could replenish the theories of
corporate strategic management.

Based on the findings, the following policy suggestions could be put forward. Firstly, firms, government and third-
party investment service providers shall focus on identification of risks underlying the instable institutional environment and
provision of related information. Secondly, attention shall be given to the role of heterogeneous managers in corporate
investment decision-making. State-owned enterprises and large-scale firms shall make more efforts on optimizing internal
governance structure, assessing the risk propensity and behavioral pattern of candidates in the senior management screening
and appointment process to avoid the coupling amplification of principal-agent constraints and risk preferring managers.
Finally, regards shall be given to increase the inclusiveness of regional public services connected with the BRI.

Key Words: the Belt and Road Initiative; heterogeneous firm; risk tendency; willingness to invest; structural
equation model
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