
The determinants of Foreign Direct Investments by Chinese

Enterprize in the European Union
(Preliminary and incomplete)

Lionel Fontagné ∗ Loriane Py†
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Abstract

In 2009, China became the world’s largest exporter and also the EU’s largest emerging

market trading partner. However, if Chinese outward overseas investments have known a

rapid growth since 2000, they remain relatively low as compared to the role of China in

world export markets. The aim of this paper is to better understand the factors affect-

ing Chinese overseas investments and the obstacles faced by investors in their expansion

abroad, especially in the EU. This analysis has the advantage to rely on a self-designed

survey of Chinese companies carried out in 2010 in close cooperation with the China

Council for the Promotion of International Trade. This enables us to identify motives

for investments abroad as well as barriers to multinational activity that would not be

observable in standard studies on location determinants. The 3,000 firms covered by the

survey were selected among the biggest Chinese companies with a foreign activity (ex-

ports, imports, or FDI). With a response rate of 45%, our final sample includes 1,377

companies. A descriptive analysis suggests that the most important barriers to interna-

tional investments are the lack of international and management experience, difficulties

in raising sufficient capital and the lack of adaptation of products and processes for the

foreign markets. Moreover, the reasons why Chinese firms do not invest in the EU in

particular include difficulties in finding business partners in the EU, unfamiliarity of EU

customers with Chinese brands, and concerns among EU institutions about the quality

of Chinese products. However, the results of a poisson model show that when Chinese

companies do invest abroad, market potential is a decisive factor determining investment

especially in the EU. Finally, though Chinese companies still face some barriers to invest-

ing abroad, when they do so, their approach to internationalization is in line with the

usual market-seeking motive.

Keywords: Multinational firms, Multinomial Logit, China; JEL codes: F14, F23, C25.

∗Paris School of Economics, Banque de France and CEPII lionel.fontagne@univ-paris1.fr
†Banque de France. loriane.py@banque-france.fr. The views expressed in the paper are those of the authors

and do not necessarily reflect those of the Banque de France.

1



1 Introduction

While FDI stocks and flows are heavily concentrated in the industrialized economies, the

importance of emerging countries is increasing. Emerging economies, especially in Asia, are

becoming more active both as recipients of FDI and as investors, although from a relatively

low base. In 2008, the south and east of Asia registered strong growth in FDI inflows (17%)

and outflows (7%), mainly due to outward investment by China. The increasing role of

emerging economies is also reflected in recent high-profile acquisitions by Chinese, Indian and

Brazilian multinational firms.

This is making it important to understand the determinants of emerging economies’ inward

investment - what drives their location decisions and the barriers they face - in order to capture

the benefits of inbound investments to the EU. China is a major player in the emerging

economies and in 2009 became the world’s largest exporter. China is also the EU’s largest

emerging market trading partner. An important literature has analyzed the location of inward

investments in China, initiated by Cheng and Kwan (2000).1 However, the evidence is still

unclear regarding the determinants of outward investments from China. Chinese outward

overseas investments have known a rapid growth since 2000, but remain relatively low as

compared to the role of China in world export. The literature is asking whether a specific

model of FDI should be used to explain chine outward FDI due to country level idiosyncracies

(Liu, Buck, and Shu (2005), Deng (2007), Luo, Xue, and Han (2010), Morck, Yeung, and Zhao

(2008). The bottom line of this literature is that amendments to usual (OLI) vision of FDI

are needed when it comes to China outward FDI (Buckley, Clegg, Cross, Liu, Voss, and Zheng

(2007), Ramasamy, Yeung, and Laforet (2012)).

The aim of this paper is to highlight the main factors affecting Chinese overseas invest-

ments and the obstacles faced by investors in their expansion abroad, and especially in the

EU, so as to provided a better understanding of the internationalization strategies of Chinese

companies. Compared to most of the papers using official record of FDI flows, or FDI counts)

our work relies on a self-designed survey of Chinese companies carried out in close coopera-

tion with the China Council for the Promotion of International Trade in 2010. The CCPIT

conducted a survey of 3,000 of its member companies that are active or have been active on

foreign markets. This enables us to identify motives for investments abroad as well as bar-

riers to multinational activity that would not be observable in standard studies on location

determinants which only have information on the location of FDI.

The rest of the paper is organized as follows. Section briefly summarizes the existing

literature and our contributions, Section 3 describes the data used in this study. Section 4

presents some descriptive statistics and section 5 details the empirical strategy and the results

of our econometric analysis of investing abroad.

1Cheng and Kwan (2000)analyzes inward FDI in 29 Chinese regions from 1985 to 1995. The size of the
(regional) market, the infrastructures are found to attract foreign investment as opposed to wages. Education
plays no role.
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2 Literature review

Our paper relates to two strands of the literature. First, it contributes to the identification of

the main location determinants of multinational firms. Second, it contributes to the literature

on the barriers to international investments. In this section, we briefly present the recent

advances in these fields and we discuss how we depart from existing studies.

2.1 Location determinants of multinational firms

An important literature has tried to identify the location determinants of multinational firms.

The existing literature suggests that the horizontal motive for FDI (Markusen (1984)) is more

important than the vertical one (Helpman (1984))2. In such a context, most empirical studies

conclude that Foreign Direct Investments are mainly driven by market size and agglomeration

effects and less by cost considerations (Head and Mayer (2004); Crozet, Mayer, and Mucchielli

(2004); Disdier and Mayer (2004); Defever (2006); Basile, Castellani, and Zanfei (2008)).

However most of these studies focus on inward investments in Europe and evidence regarding

Asian countries and especially China is still scarce.

Some studies have analyzed the location decisions of multinational firms in China. Cheng

and Kwan (2000) estimate the effects of the determinants of inward FDI in 29 Chinese regions

from 1985 to 1995. It is found that regional market size and quality of infrastructures, have

a positive effect. This is opposed to wages deterring inward FDI. No effect of education

was found. This pioneering study was however considering the early days of FDI in China,

before WTO accession. More recently, Amiti and Smarzynska Javorcik (2008) investigated

the determinants of inward FDI in Chinese provinces. Results indicate that market access

and supplier access are the most important determinants of location decisions of multinational

firms in China.

The empirical evidence regarding Chinese outward investments is neither scarce, nor con-

clusive. A first strand of papers addressed the specificity of outward Chinese FDI. Chinese

institutions, distortions on financial markets, the visible hand of public enterprizes, a wrong

appreciation of risks, or even tax optimization were mentioned as possible idiosyncracies mak-

ing it necessary to revisit the tractional theories of FDI in the Chinese case. On the front

of idiosyncracies, Deng (2007), relying on microeconomic evidence, concludes that when in-

vesting in advanced economies, Chinese firms are attracted by the strategic resources and

capabilities. Accordingly, the asset-seeking motive for FDI is predominant. Similarly, Luo,

Xue, and Han (2010) point to the role of public incentives for going abroad and detail the

governmental institutions that impact Chinese outward FDI. Morck, Yeung, and Zhao (2008),

in the same vein, show that Chinese outward FDI is biased towards tax havens and South-

east Asian countries and mostly done by state-controlled enterprizes. Buckley, Clegg, Cross,

Liu, Voss, and Zheng (2007) perform an econometric analysis using official data from the

2See Markusen (2002) and Yeaple (2003) for a synthesis of these two motives in an integrated framework.
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key agency concerned with China’s investment approval process for the period of 1984-2001.

They find that rather than deterred by political risk Chinese firms seem to favor it. This

would be attributable to the low cost of capital for these Chinese investors abroad. Finally

Ramasamy, Yeung, and Laforet (2012) examine the international location decisions made

by public listed Chinese firms during the period 2006-2008. Using a count data regression

model, they find that the determinants of internationalization of Chinese firms differ based on

their ownership. State-controlled firms are attracted by natural resources and risky political

environments, while private firms are usual market seekers.

Contrasting with the quest for specific explanations, Liu, Buck, and Shu (2005) rely

on time series and estimate an error correction model and conclude that China’s outward

FDI is mainly explained by the economic development of China and is just a new phase of

its internationalization. There is accordingly little need for amending this explanation by

taking into account a specific role of Chinese institutions. A more nuanced conclusion is

provided by Cheung and Qian (2009). Using data on approved Chinese FDI flows to 31

countries over the period 1991-2005, they observe that institutions or country risk are not

significant determinants of Chinese outward FDI. However, natural resources significantly

attract Chinese FDI. Finally they show that the market seeking motive is present: outward

Chinese FDI is attracted by host country GDP.

Against this background, our study aims analyzing the location decisions of the biggest

companies in China in terms of turnover and employees as well as the obstacles they have

faced. Instead of using count data or on official authorized amounts of investment flows, we

prefer relying on a survey in order to directly address the motives of Chinese investors. But as

Chinese FDI is still underdeveloped compared to Chinese trade, we also address the obstacles

faced by Chinese firms considering an investment abroad. We then tackle the determinants

of the location of investment, conditional on having by-passed these obstacles.

To the best of our knowledge, this approach combining obstacles to, and determinants

of, outward FDI is unique in the Chinese context. Regarding determinants, our approach is

similar to Lu, Liu, and Wang (2011) who conducted a survey on 198 firms having invested

abroad in 2008. Their data were collected through a questionnaire survey jointly conducted

by the Chinese Academy of Social Sciences and All-China Federation of Industry and Com-

merce. Questionnaires were sent to 1,200 firms randomly selected from domestic private firms

registered; 868 filled questionnaires were received out of which 632 could be exploited. Fi-

nally, out of the questionnaires that could be exploited, less than a third of the firms provided

information on the determinants of their outward investment. Motives were classified into

three categories, namely the usual market seeking, resource seeking and public incentives

ones. The conclusion is in terms of complementarity of these motives: supportive government

policies have been decisive for both strategic asset-seeking and market-seeking outward FDI.

Compared to our approach based on a larger and more recent survey, the big difference is

that we will also address the obstacles faced by Chinese firms contemplating the option of
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investing abroad.

2.2 Main barriers to international investment

A recent important literature has tried to analyze how firm characteristics in terms of size

affect their different modes of entry into foreign markets. These studies conclude that pro-

ductivity is an important driver of a firm decision to engage in export or FDI: firms with a

small productivity tend to be active on the domestic market only, firms with higher produc-

tivity tend to export, while the most productive firms set up affiliates abroad and become

multinationals (see in particular Melitz (2003), Helpman, Melitz, and Yeaple (2004)). The

existence of important fixed costs to enter foreign markets would be therefore an important

barrier to international investments.

However, evidence is still weak regarding the exact sources of these fixed costs. Our study

aims at contributing to this literature by reliying on a survey directly asking to companies

what are the main barriers they face when it comes to set up affiliate abroad.

3 Data and identification of FDI or export firms

3.1 Data

The data used in this paper rely on a self-designed survey of Chinese companies Outward

Foreign Direct Investment which aims at better understanding the current overseas business

activity and the investment intentions of Chinese Companies in the world and especially in

the European Union. This survey has been conducted in 2010 by the China Council for the

Promotion of International Trade (CCPIT) in close co-operation with the CEPII and the

European Commission as regards the definition of the questionnaire. The companies covered

by the survey were selected according to the following criteria:

• Firms are a member of the China Council for the Promotion of International Trade

• Firms have engaged in exports and imports activities

• Firms have annual revenue exceeding 1 million Rmb

The questionnaire survey has been sent through emails to Chinese companies but many firms

have also been visited by members of the CCPIT. The initial sample coverage was 3,000 firms.

However, the response rate to the survey was 47,2 %, producing 1,418 valid responses during

the period January 2010 - March 2010. While in average, companies have answered to all

questions, for certain questions, the response rate was noticeably low because firms had not

invested in the European Union and (or) did not intend to do so.

Our goal in this study is to identify the barriers faced by Chinese investors when it comes

to engage in Foreign Direct Investments but also their location decisions when they decide
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to become multinational and to set up affiliates in foreign countries. In order to carry out

this analysis, we therefore need to identify and to classify firms according to their type of

activity: active on the domestic market only, exporter only, engaged in FDI only, or engaged

in both export and FDI. One should note however that we faced some methodological issues

regarding the identification of the actual number of firms engaged in each type of activity.

Indeed, depending on the questions, the conclusions regarding the number of companies who

do have operation abroad or which do export only were not exactly the same. We know detail

our procedure to tackle this issue.

3.2 Identification of firms active on the domestic market, exporters, multi-

nationals and firms engaged in both exports and FDI

Several questions in the survey asking information about the type of overseas activities can

be used to classify firms in the different categories mentioned above. However, depending on

the questions, the conclusions regarding the type of activity in which a given firm is engaged

sometimes varies. Several factors might help explain these discrepancies between responses,

which are a common issue in studies relying on survey data. First in some cases, firms might

give an answer which seems inconsistent with other answers due to some misunderstanding of

the question. In some other cases, companies might simply not answer, either because they

do not know the answer or because they prefer not to answer rather than giving wrong or

incorrect information. In order to classify firms in the different categories mentionned above,

we selected some questions and decided to proceed in several steps. We first identified firms

which are exporting, then those which are engaged in FDI and by merging the two subsamples,

we have managed to identify firms active on the domestic market only, firms doing exports

only, firms doing FDI only and firms doing both export and FDI. We know describe our data

cleaning precedure in detail.

Our initial sample consists of 1,418 firms. However, 40 firms have no firm identifiers and

one firm has more than 600,000 employees. Dropping these firms, we are left with 1,377

companies. Our first goal is to identify firms which are engaged in export activity. In order

to do that, we use question 1.6 which asks companies about the percentage of their overseas

business activities that omes from exports. We classify as exporters only the firms which

answered a positive share of overseas business activity coming from exports and drop from

the sample of exporters those firms which have answered 0 or missing to this question. We

are left with 872 firms engaged in export. We now turn to the identification of firms which

are engaged in FDI. Questions 2.2 asks companies to list the countries in which they have

overseas operations. As the purpose of the study is to identify barriers to outward FDI but

also the main location determinants of outward FDI, we consider as engaged in FDI the 307

firms which are able to quote at least one country in which they have an affiliate in operation.

Merging then these two samples of exporters and firms engaged in FDI, we are left with 994
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firms: 687 firms doing export only, 122 doing FDI only and 185 doing both export and FDI.

Finally the difference between the 1,377 firms initially in the sample and the 994 firms that

we have identified as engaged in export, FDI or both correspond to domestic firms. Indeed,

even though the survey was supposed to target only firms engaged in foreign activity (export

or FDI), some firms might have had some foreign activity in the past but not anymore in

2010, at the time when they were surveyed.

In order to improve the quality of the answers, we made some additional data cleaning.

We first dropped all the firms which are classified as exporters but have given a positive share

to the question 1.5 which asks companies what percentage of their company’s gross revenues

stems from overseas business activities (such as exports, offshore manufacturing and sales).

Second, we also dropped from the sample all the firms which are classified as domestic but

which answered a positive share of business revenue coming from foreign sales. The sample

of domestic firms is then composed only of firms which have answered 0 or missing to the

questions 1.5 or 1.6 relative to any foreign activity (exports or FDI). Our final sample for

the following analysis includes therefore 1,259 firms of which 21% are active on the domestic

market only, 54.6% are active on the export market only, 9.7% are engaged in FDI only and

14.7% are engaged in both exports and FDI. We know turn to a descriptive analysis of the

charcatericis of the sureveyed firms and to their main location pattern abroad when they

engage in outward FDI.

4 Descriptive Statistics

Before turning to the econometric analysis, we proceed to a descriptive analysis of the main

characteristics of the firms which are in the sample and of the countries in which they locate

when they decided to engage in outward FDI.

4.1 Firm characteristics

It is important to identify the characteristics of the Chinese companies which do engage in

multinational activity as compared to the ones of firms which are active on the domestic

market only on the one hand, and as compared to those of companies which are active on

the export market only on the other hand. Indeed, it is likely that firms which have overseas

operations are also the biggest ones in terms of employment and turnover due to the existence

of relatively high fixed costs to enter foreign markets see in particular (Melitz (2003), Helpman,

Melitz, and Yeaple (2004)).

Table 1 presents the distribution of the gross revenue among respondent firms, respectively

for firms active on the domestic market, for firms which export only, for firms engaged in

multinational activity, and for firms engaged in both export and FDI. As shown in column

(1), nearly 55% of firms active on the domestic market only have a gross revenue inferior to

100 million yuan and 5% have a gross revenue superior to 1,000 million yuan. Regarding
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exporting firms, the distribution of their turnover is quite similar with 60% of firms having a

gross revenue inferior to 100 million yuan and 5.4 % having a gross revenue superior de 1,000

million yuan. Hence, most domestic firms and exporting firms are small in terms of turnover

with on average, a turnover equal to 662 millions yuan and 594 millions yuan respectively.

However, the characteristics of the firms engaged in multinational activity are very different

in comparison to those of firms active on the domestic market and to those of exporting firms.

Only 25% of firms having overseas operation have a revenue inferior to 100 million yuan while

54% have a gross revenue superior or equal to 1,000 million yuan (column (3)). The picture is

relatively the same for firms which are engaged in both export and FDI (column (4)). With

an average turnover superior to 2 billion yuan, the Chinese companies which are engaged in

multinational activity seem therefore to be the largest ones in terms of turnover among all

respondents.

Table 1: Turnover distribution of domestic firms, exporting firms, multinationals and firms
engaged in both export and FDI

Revenue Domestic firms Exporting firms Mutinational Firms engaged in export and FDI
(1) (2) (3) (4)

Sample Sample % Sample % Sample %

Under 10 million yuan 91 23.76 159 23.14 9 7.38 16 8.65

≥ 10 million yuan & 122 31.85 256 37.26 21 17.21 36 19.46
< 100 million yuan

≥ 100 million yuan & 70 18.28 118 17.18 26 21.31 31 17.76
< 1 000 million yuan

≥ 1 000 million yuan 19 4.96 37 5.39 24 19.67 35 18.92

Missing 80 20.89 117 17.03 42 34.43 67 36.22

Total 383 100.00 687 100.00 122 100.00 185 100

Average revenue 662,638,656 594,346,048 2,381,114,112 2,551,122,176

Table 2 presents the distribution of the number of employees among respondents compa-

nies, respectively for firms active on the domestic market only, for firms engaged in export

only, for multinational firms and for firms engaged in both export and FDI. The distribution

patterns of employees between these different groups of firms are quite similar to those ob-

served regarding the distribution of turnover. As shown in column (1), most domestic firms

are featured by a relatively low number of employees: nearly 67% of domestic firms have less

than 500 employees, while only 15.4% of domestic firms have more than 1,000 employees.

The distribution of employees within exporting firms is also quite similar with only 12.6% of

exporters having more than 1,000 employees (column (2)). On the opposite, about 46% of

multinational companies (whether they export or not) have a number of employees superior

or equal to 500 employees (with about 34% having more than 1,000 employees). Therefore,

among Chinese respondent firms, those engaged in multinational activities seem also to be
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Table 2: Turnover distribution of domestic firms, exporting firms, multinationals and firms
engaged in both export and FDI

Employment Domestic firms Exporting firms Mutinational Firms engaged in export and FDI
(1) (2) (3) (4)

Sample % Sample % Sample % Sample %
Under 100 employees 137 35.77 263 38.28 29 23.77 26 14.05

≥ 100 &< 500 121 31.59 256 37.26 27 22.13 59 31.89

≥ 500 & < 1000 28 7.31 65 9.46 15 12.30 29 15.68

≥ 1 000 59 15.40 85 12.36 41 33.61 64 34. 59

Missing 38 9.92 18 2.62 10 8.20 7 3.78

Total 383 100.00 687 100.00 122 100.00 185 100
Average revenue 1080 558 5527 1993

Table 3: Is there a multinational premium in terms of firm size?
Dependent variable ln(turnover) ln(employment)

(1) (2)

Multinationals 1.875*** 1.112***
(0.220) (0.136)

Exporters 0.0278 -0.104
(0.173) (0.114)

Constant 16.59*** 7.450***
(1.674) (1.184)

Industry fixed effects Yes Yes
Observations 1,038 1,265

R-squared 0.115 0.192

the largest firms in terms of employment (see columns (3) and (4)).

This analysis suggests that although the number of Chinese respondent firms declaring

having overseas operation is quite small, these firms are larger than firms active only on

the domestic market and larger than exporting firms, both in terms of gross revenue and

employment. These patterns seem very consistent with the evidence of large heterogeneity

in firms size and productivity highlighted by recent empirical studies based on dataset at the

firm-level.

In order to investigate further whether there is a significant difference in size between

multinational firms, exporting firms, and domestic firms, Table 3 presents the results of ordi-

nary least square regressions of Chinese firms characteristics on multinationals and exporters

dummies. One should not that from now on and in the following analysis, we consider in a

single group all multinational firms, whether they are engaged in export and FDI or in export

only, given that the previous analysis revealed that they had very similar characteristics in

terms of turnover and employees.

The results show that multinationals firms have significantly higher gross revenue and are
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significantly bigger in terms of number of employees than domestic firms. However, the results

show that there is not a significant difference in size between exporting firms and domestic

firms. These results, which are very consistent with the existing literature, confirm that there

is a multinational premium in terms of size. In other words, firms which do engage in overseas

operation are among the biggest ones both in terms of turnover and number of employees.

This suggests that firms’ characteristics are an important driver of the firm’s probability to

enter a foreign market.

4.2 Obstacles to outward FDI

We now pay special attention to the barriers faced by Chinese companies when it comes to

investing abroad. We firstly consider companies which did not invest abroad at all in Table

4. These companies have been identified as the ones having declared to have no overseas

operation in any destination regions for the question 2.0 of the survey and are active only

on the domestic market. The main reasons why Chinese firms do not invest abroad are, in

general, are a lack of international expansion and management practice, a difficulty in raising

sufficient capital and a lack of adapted products and process. Others relatively important

factors explaining why Chinese investors do not invest abroad are the existence of cultural

and of logistical barriers that make the business difficult to manage. However, government

both at home and abroad do not seem to affect overseas expansion of Chinese companies.

More specifically, we can focus on the difficulties faced by Chinese Investors when it comes

to invest in the EU 27 in Table 5. In this case, only companies which have declared to not

have any overseas operation in the EU 27 are included in the analysis. The main reasons

why Chinese firms do not invest in the EU are, a lack of understanding of legal and market

risk in the EU, the difficulties of finding business partners in the EU, the unfamiliarity of EU

customers with Chinese brands and the concerns of EU customers (or institutions) about the

quality of Chinese products. However, in general, many companies do not invest in the EU

because they already access the market via exports. Other factors such as the unfamiliarity

of EU customers with Chinese company are considered as important or weakly important.

Finally, administrative issues such as getting a visa do not explain why Chinese companies

do not invest in the EU market.
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Table 4: Determinants of not investing. Q3.1 Why did not you invest abroad at all?

Decisive Very Important Important Weakly Important Not ticked Missing Total

1 Sample 62 143 123 38 45 359 770
1 Percent 8.1 18.6 16 4.9 5.8 46.6 100
2 Sample 18 68 119 107 99 359 770
2 Percent 2.3 8.8 15.5 13.9 12.9 46.6 100
3 Sample 49 123 122 67 50 359 770
3 Percent 6.4 16 15.8 8.7 6.5 46.6 100
4 Sample 86 123 73 61 68 359 770
4 Percent 11.2 16 9.5 7.9 8.8 46.6 100
5 Sample 30 73 106 125 77 359 770
5 Percent 3.9 9.5 13.8 16.2 10 46.6 100
6 Sample 12 17 106 162 114 359 770
6 Percent 3.2 4.6 28.6 43.8 30.8 97 100
7 Sample 5 22 86 171 127 359 770
7 Percent 0.6 2.9 11.2 22.2 16.5 46.6 100

Note: Reason for not investing: 1) Your company lacks of international expansion and management

practice; 2) Cultural barriers make the business difficult to manage; 3)Your company lacks of adapted

products/processes; 4) Your company has difficulty in raising sufficient capital; 5) Logistical barriers

make the business difficult to manage; 6) There are negative reactions from host governments or publics

on the proposed investment; 7) There are negative reactions from Chinese government on the proposed

investment.

While identifying the characteristics of Chinese firms which engage in overseas operation

is important to better understand the internationalization patterns of Chinese firms, it is also

crucial to identify the privileged locations of Chinese companies abroad. This is the aim of

the next section.

4.3 Location Patterns of Chinese outward FDI

We now turn to the analysis of the location of Chinese outward FDI for firms engaged in

multinational activity. The survey contained questions about the location of overseas invest-

ments at the country level. Respondents were asked to quote until five countries in which they

had operations abroad. While 307 companies have given information about at least one for-

eign country of operation, 58 companies gave information about five countries in which they

were engaged in multinational activities. In total, respondent firms active abroad have made

720 investments between 1972 and 2010, which corresponds to an average of two destination

countries of investment per firm. Chinese companies declare to have overseas investments in

93 countries in all regions of the world. However it is important to investigate more in details

what are the most attractive foreign countries for Chinese companies.

Graphic 1 presents the twenty top destination countries of Chinese overseas investments

by decreasing order of importance. The five most attractive countries for Chinese companies

are the United States, well above other countries in terms of number of received investments,

followed by Japan, France, Germany and Hong Kong. Chinese companies seem thus to
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Table 5: Determinants of not investing in the EU. Q3.1 Why did not you invest in the EU27 ?

Decisive Very Important Important Weakly Important Not ticked Missing Total

1 Sample 61 156 176 49 71 57 570
1 Percent 10.7 27.4 30.9 8.6 12.5 10 100
2 Sample 66 171 109 79 88 57 570
2 Percent 11.6 30 19.1 13.9 15.4 10 100
3 Sample 40 96 167 76 134 57 570
3 Percent 7 16.8 29.3 13.3 23.5 10 100
4 Sample 39 166 174 43 91 57 570
4 Percent 6.8 29.1 30.5 7.5 16 10 100
5 Sample 37 79 142 102 153 57 570
5 Percent 6.5 13.9 24.9 17.9 26.8 10 100
6 Sample 61 149 113 75 133 57 570
6 Percent 10.7 26.1 19.8 13.2 23.3 10 100
7 Sample 18 74 141 115 175 57 570
7 Percent 3.2 13 24.7 20.2 30.7 10 100

Note: Reason for not investing: 1) Your company lacks of understanding of legal and market risk

in the EU; 2) Difficulties of finding business partners in EU; 3) EU customers are unfamiliar with

Chinese brands; 4) Potential EU customers (or institutions) have concerns about the quality or safety

of Chinese products; 5) EU customers are unfamiliar with your company; 6) EU market can be accessed

more easily via exports, making FDI unnecessary; 7) Difficulty of getting a visa for EU.

privilege big markets by investing in the Triad but also nearest markets by concentrating an

important part of their overseas operation investments in Asia (Hong Kong, Vietnam, Korea).

In order to investigate further how market size influences the location of Chinese overseas

investments, the Graphic 2 below presents the number of Chinese Investments received by

a country as a function of the market potential of this country. The market potential of a

country is a measure of market size which takes into account the proximity of a country to

world markets. Clearly the graphic shows that there is a positive relationship between the

market potential of a country and the number of Chinese Investments this country receives.

Hence, market size seems to be an important pull factor of Chinese overseas investments.

This suggests that Chinese companies invest abroad mainly for demand-driven consideration.

However, the size of a destination market cannot be the only factor influencing Chinese

companies’ location decisions. As noted below, many Chinese companies invest in the Asian

region. The distance of a destination market to China is likely to influence Chinese multi-

national firms location decisions as the costs to enter foreign markets are likely to rise with

geographic distance, other things equal. In order to evaluate more precisely how geographic

distance affects Chinese overseas investments, the Graphic 3 below presents the Number of

Chinese Investments received by a given country as a function of the distance of this coun-

try to China. Distance is measured here as the geodesic distance between capitals or most

important cities in terms of population of the two countries. The graphic shows that there is

a decreasing relationship between the number of Chinese investments received by a country

and the distance of this country to China. This suggests that geographic distance is also an

12



Figure 1: Twenty top destination countries of Chinese multinational firms by number of
investments
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Figure 2: Number of received Chinese Investments and Market Potential
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important determinant of Chinese overseas investment, other things being equal.

While this analysis suggests the location of Chinese outward FDI is influenced by market

potential and geographic distance, these two graphics only present correlations. An economet-

ric analysis is needed to identify the main location determinants of Chinese overseas operation.

This is the aim of the next section.

5 Econometric analysis

5.1 Empirical model of location decisions

Having information on the location decisions of Chinese companies abroad at the country

level is particularly valuable for understanding the determinants of Chinese overseas invest-

ments. Indeed a large body of the academic literature identifies the location determinants

of multinational firms based on the observed location decisions of these firms. The intuition

is the following. Firms are assumed to choose the location that maximizes their profit. The

econometrician is not able to observe directly the profitability of different destination coun-

tries. However the econometrician knows the location decisions made by firms in countries

which have observable characteristics. It is therefore possible to assess the influence of country

characteristics on location decisions. Our econometric analysis follows this literature, which

has identified mainly four categories of determinants: the size of the market, the distance,
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Figure 3: Number of Received Chinese Investments and Distance to China
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the cost and quality of factors and the institutional environment3

Market size: Market size is approximated in this study by the market potential of the

destination country. This measure of market size presents the advantage of taking into ac-

count not only the economic size of a country but also this country’s proximity to world

markets. The data comes from the Cepii (rmpcepii), where market potential measures are

available over the period 1996-2003. However the data used in this study correspond to the

year 2000, as most Chinese companies’ first investment abroad started in year 2000. Market

potential is a core determinant in location decisions (see for instance Head and Mayer, 2004;

Amiti and Javorcik, 2008). Therefore, one should expect that market size affects positively

the location decisions of Chinese overseas investments.

Distance: A distance variable can be introduced to measure the volume of the trans-

action costs (attaching to distance, to adjusting to a new cultural and legal environment)

resulting from setting up a subsidiary in a foreign country. One should expect a negative im-

3Note that agglomeration forces are also central in location decisions. The location of Japanese firms in the
United States appears to be strongly influenced by the presence of firms of the same nationality and belonging
to the same sector (Head, Ries, and Swenson (1995), Head, Ries, and Swenson (1999)). However, given that we
have only 307 observations regarding FDI on a large time span, we are not able to capture these agglomeration
effects which are usually measured as a count of the past stock of investment in a given industry and country.
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pact of distance on firms’ location decisions. Distances are calculated by using the latitudes

and longitudes of the capital cities or the most important cities (in terms of population) of

respective countries. The data comes from the Cepii (distcepii).

Cost and quality of production factors: The costs and quality of production factors

are approximated in this analysis by countries’ GDP per capita. Indeed, controlling for mar-

ket size, the GDP per capita is often a good approximation of labour costs. However, the

existing empirical literature does not produce any clear verdict as to whether wage costs have

a major impact on location decisions. A number of studies even arrive at the conclusion that

they are not a significant variable (Devereux and Griffith, 1998; Head et al., 1999; Head and

Mayer, 2004). A number of analyses can be put forward to explain these findings. First, as

pointed out by Liu et al., (2006), the effect of wages or GDP per capita may previously have

been underestimated in empirical work 4. Second, GDP per capita also reflects the skill level

of workers. Finally, regions with a high market potential are also those where wages are high-

est (Head and Mayer, 2006). The expected coefficient of this variable is thus undetermined.

Institutional Environment: Several variables have been introduced in the analysis in

order to account for the institutional environment. The first variable is a synthetic indicator

of the easiness of doing business. The data come from the World Band Indicators (Doing

Business). They are available for the period 2004-2010, but rather than using all time series

data, computed average by country over period availability have been included in the present

analysis. We then introduce four different sub-indicators of the easiness of doing business.

The first one is starting a business. It accounts for the procedures, time, cost and paid-in

minimum capital to open a new business. The second is the protection of investors which is

a measure of the strength of investors’ protection. The third one is paying taxes. It accounts

for the number of tax payments, time to prepare and file tax returns and to pay taxes, and

of total taxes as a share of profit before all taxes borne. The last one is trading across border

and corresponds to the documents, time and costs associated with exports and imports. For

each of these indicators, economies are ranked from 1 to 183, with first place being the best.

Finally, we introduce a synthetic index of Employment Protection developed by the OECD

to account for the degree of labour market regulation in countries under study.

In the empirical analysis, all explanatory variables are expressed in logarithm and our

dependent variable is defined first as the number of Chinese Investments received by a Country

j over the period of study. In a second step, the dependent variable is rather defined as the

4There could in fact be potential endogeneity problems. However, we are unlikely to be faced with this
concern. For the entry of firms to have a significant impact on the cost of labour, there would have to be
a sudden, massive influx of firms in a limited space of time and only reduced labour displacement. These
conditions were contained in their study on China at the regional level, but can hardly be applied in national-
level studies.
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Table 6: The determinants of Chinese Investments at the country level
Dependant Variable : Number of Investments in country j

(1) (2) (3) (4) (5)

Ln Market Potential 0.357*** 0.110*** 0.0814** 0.176*** 0.310***
(0.0177) (0.0304) (0.0324) (0.0370) (0.0582)

ln Distance -0.0310 -0.304*** -0.287*** -0.433*** -0.0782
(0.0609) (0.0670) (0.0678) (0.0719) (0.0902)

Ln GDP per capita 0.415*** 0.389*** 0.419*** 0.123
(0.0397) (0.0419) (0.0434) (0.0952)

Ln (Ease of Doing Business) -0.0790*
(0.0421)

Ln (Starting A Business) -0.201*** -0.0117
(0.0515) (0.0787)

Ln (Protection of investors) -0.0455 0.225***
(0.0468) (0.0663)

Ln (Paying Taxes) 0.247*** 0.566***
(0.0553) (0.0884)

Ln (Trading Across Borders) 0.143** 0.0149
(0.0609) (0.0884)

Ln (Employment Protection) -2.238***
(0.222)

Constant -3.434*** -0.562 0.277 -1.108 -4.714***
(0.687) (0.787) (0.903) (0.911) (1.303)

Observations 91 88 85 85 33
Pseudo R2 0.279 0.359 0.365 0.40 0.452

number of Chinese investments received by a Country j in Industry i over the period of study

to account for the potential industry heterogeneity in location decisions. We now turn to the

presentation of the results, which are all from ordinary Poisson regressions.

5.2 Results

Table 6 presents the results of ordinary Poisson regressions in which the dependent variable

is the number of Chinese investments received by a given country. The first column analyses

the effect of market size and distance on Chinese location decisions. The results confirm that

the market potential has a strong impact on the location of Chinese investments. The effect

of distance is not significant when only the market potential is controlled, but additional

country characteristics should be controlled for. In column (2), GDP per capita is included

in order to take control for the cost of labour. However, the expected sign on this variable

is uncertain given that high cost of labour can reflect higher skilled labor force but also

higher income. Results suggest that a high GDP per capita has a positive effect on Chinese

investment location decisions. Chinese firms not only invest in large markets but also in rich

markets. Furthermore, as expected, the effect of distance becomes negative and significant.

In column (3) we control for the easiness of doing business. The effect is significant at 10%

only partly because the ease of doing business is linked to countries’ level of development. One

should note however that due to unavaiblity of data, the number of observations decreases
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Table 7: The determinants of Chinese Investments at the country-industry level
Dependant Variable : Number of Investment in industry i and destination country j

(1) (2) (3) (4) (5) (6)

Ln Market Potential 0.221*** 0.0486 0.0465 0.108** 0.206*** 0.304***
(0.0188) (0.0324) (0.0346) (0.0429) (0.0601) (0.0591)

ln Distance 0.200*** 0.0534 0.0609 0.000585 0.229** -0.00209
(0.0608) (0.0659) (0.0661) (0.0719) (0.0895) (0.0927)

Ln GDP per capita 0.265*** 0.264*** 0.232*** 0.00275 0.0697
(0.0386) (0.0418) (0.0437) (0.0924) (0.0955)

Ln (Ease of Doing Business) -0.00212
(0.0431)

Ln (Starting A Business) -0.115** -0.0646 -0.0412
(0.0511) (0.0755) (0.0787)

Ln (Protection of investors) 0.0155 0.175** 0.220***
(0.0460) (0.0713) (0.0676)

Ln (Paying Taxes) 0.146*** 0.313*** 0.488***
(0.0549) (0.0918) (0.0909)

Ln (Trading Across Borders) 0.0460 -0.0152 0.0151
(0.0706) (0.0919) (0.0900)

Ln (Employment Protection) -0.914*** -1.910***
(0.224) (0.226)

Constant -3.978*** -2.160*** -2.161** -2.745*** -4.853*** -6.868***
(0.712) (0.801) (0.940) (0.981) (1.312) (1.364)

Industry FE No No No No No Yes
Observations 173 169 165 165 82 76
Pseudo R2 0.08 0.108 0.109 0.118 0.070 0.57

considerably when introducing institutional indicators. In column (4), we introduced four

different sub-indicators of institutional business environment. One should recall that for those

indicators, a high value is associated with a bad rank so that the interpretation of results is

not always obvious. The negative and significant sign associated with starting a business

means that the more difficult it is to start a business, the less Chine companies invest in this

country. Interestingly, the protection of Chinese investors has a strong positive impact on

overseas investments. Finally, in the last column, we control for the degree of labour market

regulations, which seems to have a positive impact on Chinese location decisions. However

the number of observations is too low to interpret these results with caution.

Globally, the results show that market potential and distance are important determinants

of Chinese location decisions and that Chinese companies invest abroad mainly in order to be

near the largest and richest markets. However, such estimations do not necessarily account

for potential heterogeneity among industries in location decisions.

Table 7 presents the results of ordinary Poisson regressions in which the dependent variable

is the number of Chinese investments received by a given country j in industry i. In the first

column, have been introduced gravity variables only. In column (2) is added a control for

GDP per capita. In column (3) we control for several indicators summarizing the ease of

doing business. The results are quite similar to the previous ones and confirm the strong
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positive impact of market potential on location decisions. This results holds when we control

for different characteristics of business environment (column (4)). Results on the importance

of market size are also robust to the inclusion of a variable of labour market regulations and

of industries fixed effects (columns (5) and (6) respectively).

Overall these results show that accessing the biggest markets is the main driving force of

Outward Foreign Direct Investments by Chinese Companies. One should now compare these

results to the answers given by Chinese companies regarding the pull factors that affect their

overseas investments. Interestingly, most Chinese companies have rated market potential as

a decisive or very important factor in determining their overseas investment both in the EU

countries, in other developed countries and in developing countries.
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6 Conclusion

In this paper, we analyze the main factors affecting Chinese overseas investments and the

obstacles faced by investors in their expansion abroad, a topic on which empirical evidence is

still scarce. Our analysis has the advantage to rely on a self-designed survey of 3,000 Chinese

companies carried out in close cooperation with the China Council for the Promotion of

International Trade and the CEPII in 2010. A first descriptive analysis suggests that the

most important barriers to international investments are firm size in terms of turnover and

employment but that when Chinese companies are big enough to invest abroad, they locate

in the biggest market. The results of an econometric analysis show that Chinese companies

tend to invest in countries featured by high market potential and a high level of economic

development. All these results confirm that accessing the world biggest markets is the main

driving force of the current internationalization strategies of Chinese companies.
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