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Abstract

However, among global foreign investment, the failure rate of Chinese enter-
prises’ foreign direct investment has remained high. By analyzing the tracking
data of China’s large-scale foreign investment in 2005-2016, this paper studies
the relationship between institutional distance, bilateral political relations and
the success or failure of Chinese enterprises’ foreign direct investment. The
results show that institutional distance and bilateral political relations have a
significant impact on the success or failure of foreign direct investment, and
bilateral political relations have a negative regulatory effect on the relation-
ship between institutional distance and the success or failure of foreign in-
vestment. The nature of corporate property rights will also play an important
role in the regulation of bilateral political relations.

Keywords
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1. Introduction

After the outbreak of the financial crisis in 2008, the global economy has been
greatly affected, and overseas investment by Chinese companies has been in full
swing. According to the statistics of the Ministry of Commerce, the amount of
foreign direct investment of Chinese enterprises in 2018 has reached US $129.83
billion, which has become one of the world’s largest foreign investment coun-
tries. However, the reality is that the failure rate of Chinese companies’ foreign
investment remains high. According to the Financial Times, in 2016 the total

amount of overseas transactions cancelled in China exceeded US $75 billion.
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More than 30 acquisitions of European and American companies were forced to
“abort” due to regulatory and foreign exchange restrictions. In 2015, the amount
of cancelled transactions was approximately $10 billion. Throughout the case of
overseas investment failure of Chinese enterprises, the causes of transaction fail-
ure are complex and diverse, not only affected by economic factors such as mar-
ket and resources, but also by non-economic factors such as the political risk and
institutional environment of the host country. For example, in 2008, the acquisi-
tion of the Dresdner Bank by the National Development Bank was terminated by
Germany on the grounds of “endangering national security”. With the difficul-
ties of various countries, it is hard for Chinese companies to invest overseas.

Chiese government has been actively promoting the building of the Belt and
Road, which has brought huge opportunities to enterprises, but also brought
corresponding competition and challenges. Therefore, Chinese enterprises face
more risks and uncertainties in the process of international investment. This
shows that political and institutional risks have become an important factor in
restricting Chinese companies’ foreign investment. About institutional risk in
foreign investment, the existing literature discusses the relationship between in-
stitutions and corporate foreign investment in terms of acquisition experience,
holding ratio, institutional quality and distance, and a large number of scholars
have studied the relationship between institutional risks and foreign investment.
Yang Lianxing and others studied the impact of bilateral political relations and
foreign investment and the success or failure of investment. They believed that
friendly city communication can significantly increase the success rate of foreign
investment [1].

This paper specifically analyzes the direct and indirect effects of bilateral po-
litical relations on the success or failure of Chinese enterprises’ foreign direct
investment. On the one hand, it is conducive to the foreign investment of enter-
prises with Chinese characteristics, making full use of bilateral political relations
with host countries, breaking trade barriers with good political relations, partic-
ipating in international cooperation, and helping achieve trade and economic
prosperity between China and the world. On the other hand, it enables Chinese
companies to identify problems in the process of foreign investment, including
factors such as industry, resources and market. By maintaining political relations
with the host country, the Chinese government can improve the efficiency of in-
vestment, which is of great significance to promote the development of interna-

tional trade of Chinese enterprises.

2. Literature Review

2.1. The Eclectic Theory of International Production

The Eclectic Theory of International Production believes that enterprises must
have the advantages of ownership, location and market internalization for in-
ternational direct investment. Dunning refers to the three basic elements of in-

ternational direct investment as the OLI model [2]. At the same time, he also
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proposes that the advantages of ownership and internalization are only neces-
sary for foreign direct investment. Only by satisfying these two necessary condi-
tions, foreign direct investment will be the best choice for enterprises.

Focusing on overseas investment by Chinese companies, Buckley et a/. studied
the factors that influence Chinese companies’ foreign direct investment [3].
They believe that the political risks of host countries have a negative impact on

Chinese companies’ foreign direct investment.

2.2. Institutions and Related Theories

In North, institution is a kind of social game rule [4]. This kind of rule is de-
signed by the society to regulate and shape the behavior of members of society,
both formal and informal. Rui and other researchers believe that Chinese com-
panies’ foreign investment is subject to the background of the host country [5].
Kolstad and Wiig studied the relationship between the host country system and
Chinese companies’ overseas investment, and found that Chinese companies’
overseas investment may take advantage of the defects of the host country sys-
tem to seek benefits, so the institutional risk of the host country will not hinder
China’s capital inflow [6]. Habib and Zurawicki studied foreign investment in
developed countries and found that institutional differences were negatively
correlated with foreign investment [7]. Due to the diversity of politics, history
and culture, there are huge differences between different countries’ systems, and
institutional differences between countries will have different effects on the in-
ternationalization behavior of enterprises [8].

The institutional environment difference between the home country and the
host country is defined by Kostova as institutional distance [9]. Zhang Jianhong
and Zhou Chaohong studied the impact of institutional quality on the success or
failure of overseas mergers and acquisitions from an institutional perspective,
and found that the quality of host country systems has a negative regulatory ef-
fect on the relationship between industrial protection and acquisition experience
and the success or failure of overseas acquisitions [10]. When Morosini studied
the relationship between cultural distances between countries and the perfor-
mance of overseas M&A, it was found that the greater the cultural differences
between the two countries, the more unfavorable the companies engaged in
overseas mergers and acquisitions [11]. Jing Li found that bilateral political rela-
tions are significantly positively related to foreign investment [12]. Gupta also
pointed out that foreign investors will consider the impact of bilateral relations
when making cross-border investments [13]. The deterioration of bilateral rela-
tions between the two countries will seriously reduce the foreign investment in

domestic enterprises.

2.3. Current Research Situation at Home and Abroad

Zhang Jianhong discusses the factors that determine the success or failure of

Chinese companies’ overseas mergers and acquisitions from all angles. They be-
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lieve that the main reasons for the failure of overseas acquisitions are politics
and economy [14]. Jiang Guanhong analyzes the influence of institutional dif-
ferences and cultural distances on China’s foreign investment risk. It is found
that the more stable the host country’s politics, the higher the legal system qual-
ity, the better the corruption control and the higher the government efficiency,
the lower the risk of foreign investment [15]. Pan Zhen and Jin Zhongkun ex-
amined the mechanisms and effects of bilateral political relations and host
country system risks affecting foreign investment. They found that in a host
country with high institutional risk, good bilateral diplomatic relations can
promote foreign investment [16]. Yang Lianxing et al. found that friendly bila-
teral diplomatic relations can promote the development of foreign investment
[17]. Zhang Jianhong and Jiang Jiangang found that diplomatic relations can ef-
fectively promote the development of foreign investment, and bilateral diplo-
matic activities can also protect sensitive industries while overcoming the ad-
verse effects of imperfect host country systems [18].

In recent years, the analysis of the reasons for the failure of Chinese enterpris-
es’ foreign direct investment has become a hot topic for domestic scholars. Yan
Daying believes that the formal and informal institutional distance has a signifi-
cant negative impact on the success of Chinese companies’ overseas mergers and
acquisitions, and the accumulation of international experience can significantly
weaken the adverse impact of institutional distance on the success rate of over-
seas mergers and acquisitions [19]. Jia Jingyu and Li Wen studied the impact of
distance, strategic motivation and the success or failure of foreign investment
[20]. It was found that the formal institutional distance significantly reduced the
success rate of M&A and was positively regulated by the natural resource seeking
motivation. Li Shi and Wu Chaopeng analyzed the influencing factors of the
success of Chinese companies’ cross-border mergers and acquisitions based on
political and cultural perspectives. They found that the success rate of mergers
and acquisitions involving politically sensitive industries is low, and the diplo-
matic relations between China and the host countries [21]. The more intimate
and the higher the level of mutual trust, the more likely it is to complete the
completion of the M&A transaction. Chen Yan and Guo Wenbo found that the
relationship between institutional risk and cross-border M&A success rate has a
significant negative correlation between institutional risk and transnational suc-
cession [22]. Good bilateral diplomacy can weaken the negative impact of insti-
tutional risk. Compared with non-state-owned enterprises, state-owned enter-
prises have more political influence from their home countries. Yang Lianxing et
al. believe that good bilateral relations have complementary effects on the insti-
tutional environment of the host country, both formal and informal, which can
promote foreign investment and significantly increase the success rate of foreign
direct investment [17].

The existing literature has studied the relationship between institutional dis-
tance and foreign investment. It is found that the larger the institutional dis-

tance, the more difficult it is for enterprises to adapt to the investment environ-
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ment of the host country, resulting in the decrease in foreign investment [23].
Based on current research, scholars also analyze the impact of different bilateral
relations on corporate foreign investment from the perspective of bilateral polit-
ical relations. Good bilateral political relations can promote foreign investment,
while deteriorating bilateral relations will reduce foreign investment. At present,
Chinese companies’ overseas investment has been frustrated repeatedly, and a
large amount of research has focused on analyzing the failure of enterprises’ for-
eign investment [24]. From the perspective of the existing investment success
and failure literature, most scholars analyze the impact of different dimensions
on the success or failure of the company’s foreign investment from the perspec-
tive of transaction costs and “outsider disadvantages”, pointing out that both
formal institutional distance and cultural distance will reduce the enterprise and
the success rate of foreign investment [10]. At the same time, scholars study the
reasons for the failure of Chinese enterprises’ foreign investment from political
relations, institutional risks, international experience and other factors, and also
specifically study the relationship between institutional distance and the success
or failure of foreign investment, that is, the institutional distance will reduce the
success rate of corporate investment. However, there are few documents that
combine bilateral relations with institutional distances, and analyze the reasons
for the failure of foreign investment from the two main perspectives of politics

and institutions.

3. Research Hypothesis

3.1. Institutional Distance and the Success or Failure of Chinese
Enterprises’ Foreign Investment

North believes that the way and results of transactions are closely related to the
institutional environment [4], so institutional differences in different countries
will affect the outcome of foreign investment. This paper chooses the definition
of Kostova and believes that the bilateral institutional distance is the environ-
mental difference between the home country and the host country [9]. Yan
Daying pointed out the relationship between institutional distance and overseas
mergers and acquisitions: the larger the distance between bilateral institutions,
the more difficult it is for foreign investors to adapt to and comply with local
laws and regulations, which will reduce the unpredictability of transactions and
greatly increase mergers and acquisitions. It will have a significant negative im-
pact on the success of overseas mergers and acquisitions [19]. Jia Jingyu and Li
Wen studied the distance and the success of Chinese enterprises’ cross-border
mergers and acquisitions. It was found that the large bilateral system distance
makes it difficult for M&A companies to correctly interpret the political envi-
ronment, M&A procedures and economic rules of the host country [20]. The
difficulty for the host country to obtain “legality” is more likely for home coun-
try investors to be resisted by host country stakeholders, so as to reduce the like-

lihood of successful M&A. Therefore, in cross-border investment, if there are big
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differences in the political system, legal norms and economic policies between
the host country and the home country, it is difficult for investors to adapt to the
local institutional environment in the short term, which will lead to greater un-
certainty in the transaction, and increase in transaction costs. At the same time,
the huge institutional distance makes transnational transactions highly complex
and unpredictable, resulting in information asymmetry between the two sides,
which increases the difficulty of foreign investment [25]. Based on the above
analysis, we propose the following assumptions:

Hypothesis 1: Bilateral institutional distance has a negative impact on the
success rate of foreign investment, that is, the larger the distance between bila-

teral systems, the lower the success rate of foreign investment.

3.2. Bilateral Political Relations and the Success or Failure of
Chinese Enterprises’ Foreign Investment

In essence, political relations are a specific initiative between countries, out of
strategic considerations for national security, economic exchanges, and interna-
tional influence [16], a political relationship with other countries. Although bi-
lateral political relations are relatively stable, they will change with changes in
government power, political instability or some extreme events.

In international investment, the host government will provide a certain degree
of preferential policies and diplomatic assistance for investment from countries
with good relations. On the one hand, the longer the bilateral diplomatic rela-
tions are established, the more it helps the home country enterprises to under-
stand the investment environment and policies of the host country, which is
conducive to investors’ foreign investment; on the other hand, through political
exchanges and the construction of friendly cities [1], bilateral countries have es-
tablished close and equal cooperative relations, increased the availability of in-
formation, reduced the political pressure of host governments on Chinese in-
vestors, and greatly improved the probability of successful investment by Chi-
nese enterprises. From a network perspective of diplomatic relations, Jing Li
proposed that for a close-knit national investor, the enterprise has considerable
legitimacy or status, reducing the political concerns of the host country, while
the host country’s people friendly attitude [12]. Xiang Hongjin and others be-
lieve that due to the political conflict caused by the collision of interests between
countries, the host government will transfer the cost of political conflict with the
home country to the domestic home enterprises, using selective Laws, contracts
and other means to obtain the rights of the home business, resulting in invalid or
fajlure of foreign investment [26]. Therefore, changes in host country policies
have a major impact on corporate foreign investment. When there is a political
conflict between the two countries, it will worsen the investment environment of
enterprises and increase the rate of investment failure. It can be seen that differ-
ent bilateral political relations have different effects on the success or failure of
Chinese enterprises’ foreign investment. Based on the above analysis, we pro-

pose the following assumptions:
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Hypothesis 2: Bilateral political relations have a positive impact on the suc-
cess rate of foreign investment, that is, the closer the bilateral political relations

are, the higher the success rate of foreign investment.

3.3. The Role of Bilateral Political Relations

Bilateral political relations serve as an institutional link, and friendly bilateral
relations can promote diplomatic and economic exchanges between the two
countries. When the formal institutional distance between the two countries is
small, that is, the laws and regulations are not much different, the success rate of
foreign investment will increase. If the bilateral political relations between the
two countries are friendly at this time, the host government will provide certain
preferential policies and diplomatic assistance to the home country investment
enterprises [27]. This helps investment companies overcome institutional dif-
ferences in policy and legal system, and adapt to the investment environment as
soon as possible, thereby enhancing investor confidence and increasing invest-
ment success rate [17]. When the formal systems of the two countries are far
apart, there is a big gap between the legal norms between the two countries, and
investment companies face more challenges and greater communication costs. If
the bilateral political relations are alienated at this time, it will be difficult for in-
vestment enterprises to adapt to the investment environment of the host country
and increase the complexity and uncertainty of investment. In addition, if bila-
teral political relations are not good, conflicts in the investment process are in-
evitable, and the success rate of investment will be greatly reduced. Political con-
flicts can also create tensions between the two sides [28], increasing the instabil-
ity of investment on the basis of institutional mismatches and increasing the po-
litical pressure on home-based enterprises. Therefore, good bilateral political re-
lations can weaken the negative relationship between institutional distance and
the success rate of foreign direct investment, while alienated bilateral political
relations will aggravate the negative impact of formal institutional distance and
the success or failure of foreign investment. Based on the above analysis, we
propose the following assumptions:

Hypothesis 3: Bilateral political relations have a negative adjustment effect on
the influence of bilateral institutional distance and the success or failure of for-
eign investment. The closer the bilateral political relationship is, the more it can
alleviate the negative impact of the bilateral system on the success rate of foreign

investment.

3.4. Re-Adjustment of Politically Sensitive Industries

As China replaces the United States as the world’s largest overseas asset pur-
chaser, the European and American markets are increasingly cautious about the
M&A invitations of Chinese companies. National security and government in-
terests have frequently become the reasons for the M&A countries to strengthen

their censorship and rejection. In 2016, Midea’s acquisition of the German robot
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manufacturer KUKA caused more public attention and the vigilance of some
German politicians. It tried to restrict the acquisition of Chinese enterprises in
Germany, and even took action to lobby the EU to launch a merger review sys-
tem to boycott Chinese companies. According to the Financial Times, 20 Euro-
pean transactions worth $16.3 billion in 2016 were cancelled.

Globerman and others believe that when Chinese multinational corporations
conduct overseas mergers and acquisitions [29], due to the host country’s con-
cerns about the corporate background and political goals of the home country,
there is often opposition from political forces. The foreign-funded mergers and
acquisitions security review system involving sensitive industries has become the
main factor restricting the success of foreign investment. In recent years, while
most countries have established sound trade protection measures, they have also
revised the foreign M&A laws of various countries, and foreign investment in-
volving sensitive industries has been difficult. Therefore, if the investment in-
volves sensitive industries, the host government will adopt a conservative or
even defensive attitude to face foreign-invested enterprises, reduce the availabil-
ity of information, and increase the risks and difficulties of foreign-invested en-
terprises. At this time, the closer bilateral political relations between the host
country and the home country, the higher the purchase rate of foreign invest-
ment will be compared to the countries where bilateral political relations are
generally unfriendly, and the negative adjustment effect of bilateral political re-
lations will be strengthened. Based on the above analysis, we propose the fol-
lowing assumptions:

Hypothesis 4: The politically sensitive industry plays a regulatory role in the
negative adjustment of bilateral institutional distance and the success or failure
of foreign direct investment. If the foreign direct investment involves a political-
ly sensitive industry, it will strengthen the negative adjustment of bilateral polit-

ical relations.

3.5. Re-Adjustment of the Nature of Property Rights

Institutional economics refers to the nature of property rights as an important
aspect of social economic systems. Therefore, the form of ownership is consi-
dered to be an important institutional feature based on the social system of the
home country. Globerman et al argue that because of host country concerns
about the state-owned enterprise background and political goals of Chinese in-
vestment companies [29], Chinese companies face greater barriers to entry into
host countries than other countries. Due to the special corporate governance
structure of state-owned enterprises, the reasons for the failure of cross-border
mergers and acquisitions of large state-owned enterprises in China are mainly
concentrated on the characteristics of high political risk and resource-based in-
dustries. China’s national conditions determine that most of the natural re-
sources involved in oil, hydropower and other state-owned enterprises are cha-

racterized by this. Therefore, when Chinese enterprises invest abroad, they are
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often restricted by the host country. In addition, if a private company conducts
an overseas merger, it is usually considered a commercial activity. When
state-owned enterprises make commercial acquisitions or overseas investments,
it is likely that the government will be resisted by the host country. Although the
success or failure of foreign investment is affected by the economic strength of
the home country’s enterprises, the state-owned nature of the enterprise will
bring invisible political and economic pressure to the host government. The
Chinese government’s support for state-owned enterprises’ foreign investment
will also cause the host country’s approval department to refuse approval for
reasons of national security or trade protection. As the object of foreign trade of
the home country government, the state-owned nature of the investment enter-
prise will bring certain political pressure to the host government. Therefore,
compared with non-state-owned enterprises, the adjustment role of bilateral po-
litical relations will be strengthened to some extent. Based on the above analysis,
we propose the following assumptions:

Hypothesis 5: The nature of property rights plays a regulatory role in the
negative adjustment of institutional distance and the success or failure of foreign
direct investment in bilateral political relations. When investment enterprises
are state-owned enterprises, they can strengthen the negative adjustment of bi-

lateral political relations.

4. Empirical Analysis

4.1. Data Sources

This paper selects the US Heritage Foundation’s 2005-2016 China Global In-
vestment Tracker data on Chinese companies’ external investment as an initial
sample. As of 2016, Chinese companies have invested in 166 countries or regions
around the world. After removing data-deficit countries and tax haven coun-
tries, as well as special political relations such as Hong Kong , Macao and Tai-

wan, they have received samples of 142 host countries.

4.2. Variable Selection and Measurement

The dependent variable of this paper is the success of the company’s foreign in-
vestment (Completion), if the enterprise’s foreign investment is successful, it is
1, otherwise 0. The explanatory variables in this paper include the following va-
riables:

1) Institutional distance

According to the existing literature on institutional distance, this paper uses
the World Bank’s World Governance Indicators (WGI) to WGI Index: Freedom
of Expression And government responsibility, political stability, government ef-
ficiency, regulatory quality, legal rules, control, and corruption. This paper ob-
tains the quality of the host country system through six special indexes. Based on
the WGI index, the absolute distance between the two countries is established,

that is, the distance (id) of the host country system.
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2) Bilateral political relations

We use the results of the two countries’ vote in the United Nations to meas-
ure. The voting data mainly comes from Strezhnev and Voeten (Bailey, Strezh-
nev, & Voeten, 2017). The consistency formula for United Nations voting: dip-
lomatic relations P = 1 - 2 x d/d_,,, dis the metric distance between the votes of
the total binary members, d,,, is the maximum possible distance of these votes
in a given year, and the bilateral political relationship (pov) is calculated.

3) Politically sensitive industries

This article refers to Li Shi et al on the definition of politically sensitive assets
[21], and codes the politically sensitive industries of each country in turn: re-
source-based industries (oil, minerals, natural gas, etc.), transportation industry
(aviation railway), defense security industry (military, nuclear, etc.), communi-
cation high-tech industry (microelectronics, cryptography, biotechnology, etc.).
If an industry is involved, the industry’s dummy variable (psi) takes a value of 1,
otherwise it is zero.

4) Nature of property rights (npr)

The state-owned nature is 1, otherwise it is 0. The data is mainly from
CSMAR database.

5) Control variable selection

Geographical distance (gd), taking the logarithm of the actual distance be-
tween China and the host country’s capital; the host country’s gross national
product (gdp) reflects the market size, and the growth rate of GDP reflects the
growth of the local market. Potential (gdpg), the proportion of import and ex-
port trade to GDP reflects the degree of dependence of a country on the interna-
tional market (open), and the proportion of high-tech exports to total exports
reflects the host country’s high-tech (hightec). The actual interest rate of the host
country reflects the economic level of a country, and the control variables are
processed by natural logarithm. The above data are derived from the World De-
velopment Indicators (WDI).

4.3. Model and Empirical Results Analysis
Completion;; = Zcontrolij_1 +idy ; + povy, +&,
Completion;; = ZcontroIiH +id; ; + povy, +id;, * pov; ,; +&;

Completion;; = " control; , +id;_, + pov;_, + psi;_, +id;_, * pov,

+idy  * psiy_, +idy ; * pov, , * psiy , +&;

Completion;, = Zcontrolij_1 +id; , + povy_, +npr;_ +id;_, * pov;

+idy , *npr;_, +id;, * pov, , *npr ., +&;

Among them, id and pov represent bilateral institutional distance and bilater-
al politics, respectively, psi and npr represent politically sensitive industries and
property rights. Control represents control variables, and 7 and j represent host
countries and years, respectively. Based on the construction of the econometric
model in this paper, Table 1 lists the meanings of each variable and descriptive

statistics. Table 2 is a correlation analysis between variables.
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Table 1. Descriptive statistics.

Variable N Mean SD Min Max
completion 2002 0.9 0.3 0 1
id 1983 0.54 1.01 -1.43 2.39
pov 1548 0.8 0.22 0 1
psi 1999 0.65 0.48 0 1
npr 1999 0.78 0.42 0 1
gd 1999 8.89 0.52 6.86 9.87
gdp 1993 26.25 2.18 19.35 30.53
gdpg 1816 1.36 0.79 -4.26 3.54
hightec 1682 1.74 1.67 —~7.45 4.26
open 1955 4.12 0.67 -1.78 6.09
rate 1245 1.54 0.99 -1.75 6.23

Table 2. Correlation analysis table.

c id pov psi npr gd gdp gdpg H-tec open rate

id  -009 1

pov 011 -0.72 1

psi  -0.07 -017 0.3 1

npr 009 -036 033 0.8 1

gd  -003 018 -028 -0.08 -0.09 1

gdp -008 061 -0.65 -017 -034 0.16 1

gdpg 0.006 -0.39 0397 0.25 023 -021 -039 1

h-tec —0.09 049 —039 -0.03 -024 0063 044 —024 1
open 005 0048 028 —0.03 0085 -024 -037 007 0.6 1

rate  0.07 -0.36 0.36 0.08 0.17 0.06 -035 0.15 -0.13 0.01 1

Table 3 returns the explanatory variables through the logit model, where
model 1 includes only control variables. We can see that the results of foreign
investment are closely related to the degree of trade openness of the host country
and the intensity of resource technology. The bilateral political relationship in
Model 2 is significantly positive for the success or failure of foreign investment,
so bilateral political relations have a significant positive impact on the success or
fajlure of foreign investment. According to the results of Model 3, we can see
that the coefficient of bilateral institutional distance is significant and the sign is
negative for the coefficient of success or failure of enterprises’ foreign invest-
ment, indicating that the bilateral institutional distance has a significant positive
impact on the success or failure of foreign investment. Hypotheses 1 and 2 are

verified. Model 4 tests the regulatory effect of bilateral political relations on
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Table 3. Investment success or failure.

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
—-0.037%* —0.089*** —0.0505 0.0407
id
(0.017) (0.026) (0.042) (0.052)
pov 0.0106*** 0.00494 —0.00580 —0.0001 0.026*
(0.004) (0.004) (0.006) (0.0104) (0.015)
-0.0138
psi
(0.0675)
0.014*%%* 0.0092 -0.004
id*pov
(0.005) (0.008) (0.01)
—0.0448
id* psi
(0.042)
-0.004
pov * psi
(0.011)
0.0044
id * pov * psi
(0.009)
0.299%**
npr
(0.096)
—0.15%**
id *npr
(0.054)
—0.037%*
pov * npr
(0.015)
0.022**
id * pov * npr
(0.011)
0.0115 0.0416* 0.0423% 0.0254 0.0267 0.0219
gd
(0.019) (0.022) (0.022) (0.023) (0.023) (0.023)
0.00038 -0.002 0.0083 0.0146 0.0087 0.0186**
gdp
(0.007) (0.007) (0.008) (0.008) (0.009) (0.009)
-0.0087 -0.0124 —0.0141 —-0.0158 -0.0139 -0.0166
gdpg
(0.016) (0.016) (0.016) (0.016) (0.016) (0.016)
0.057*** 0.055*** 0.075%%* 0.059** 0.052** 0.058**
open
(0.02) (0.02) (0.022) (0.023) (0.023) (0.023)
—0.02%** —0.02%** -0.017** —0.02%** —0.01** -0.019**
hightec
(0.007) (0.0073) (0.007) (0.007) (0.007) (0.007)
0.009 0.004 0.004 0.0035 0.0034 0.0037
rate
(0.012) (0.0117) (0.0117) (0.0116) (0.0116) (0.0116)
0.587* 0.357 0.0430 0.158 0.316 -0.169
Constant
(0.326) (0.337) (0.370) (0.371) (0.384) (0.387)
Observations 964 964 962 962 962 962

o < 0.01, **p < 0.05, *p < 0.1.
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institutional distance and the success or failure of foreign investment. In the fol-
lowing table, we conclude that the negative regulation of bilateral political rela-
tions is significant. Explain that effectively improving bilateral political relations
is good for corporate foreign investment. The model 5 coefficient is not signifi-
cant, indicating that there is no secondary regulation of bilateral political rela-
tions in the politically sensitive industry. The coefficient of Model 6 is signifi-
cantly negative, indicating that the nature of the property rights of enterprises
has a secondary adjustment relationship to the negative adjustment of bilateral
political relations. That is, compared with non-state-owned, when state-owned
enterprises invest abroad, the main effect of bilateral political relations The neg-
ative regulation effect is greater.

First, we choose diplomatic relations as a substitute for bilateral political rela-
tions. This article refers to the classification of Li Shi [30], and assigns bilateral
relations to 0 - 10 according to their affinity. Secondly, because of the use of UN
voting data as an explanatory variable, according to the study of Jing Li [12], we
choose the establishment time as the instrumental variable (IV), and the
two-stage least squares method to solve the potential endogeneity problem (see
Table 4). From the website of the Ministry of Foreign Affairs of the People in
the first phase, the ordinary least squares are used, the dependent variable is the
consistency of the UN vote, and the explanatory variables include the number of
years of diplomatic relations and other bilateral variables. In the second stage,
the relevant fitting values of the United Nations vote and other relevant variables
were brought into the model for analysis, and the results obtained were highly
consistent with Table 3. Model 1 indicates that the institutional distance is sig-
nificantly negatively correlated with the success or failure of foreign investment.
Model 2 indicates that bilateral political relations have a significant negative ad-
justment effect on the main effect, while Model 3 can also see that the nature of
property rights exists in the negative adjustment effect of bilateral political rela-

tions. The relationship of secondary regulation is shown in Table 5.

5. Conclusions

This paper combines institutional theory and political economy, and uses the
empirical analysis of Chinese enterprises’ foreign investment data from 2005 to
2016 to obtain the following conclusions. 1) The distance between bilateral sys-
tems has a significant negative impact on the success or failure of foreign in-
vestment, and bilateral political relations have a significant positive impact on
the success or failure of foreign investment. 2) Bilateral political relations can
regulate the relationship between the distance between the bilateral system and
the success or failure of foreign investment. The close bilateral relationship be-
tween China and the host country can alleviate the adverse effects brought about
by the institutional distance; and the alienated bilateral political relations will
aggravate the negative effects of institutional distance and increase the failure
rate of foreign investment. 3) Politically sensitive industries have no secondary

adjustment effect on bilateral political relations, while the nature of property
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Table 4. Tool variable two-stage least squares.

Variables Pov
time 0.000154***
visits —0.0593*%**
diplomacy 0.0248***
constant 0.736%**
observations 1547
R-squared 0.177
“p < 0.01, ¥ p< 0.05,*p < 0.1
Table 5. Endogenous test.
Variables Model 1 Model 2 Model 3
d —0.190*** —0.249%%* 0.0275
i
(0.0702) (0.0752) (0.145)
—0.0512 -1.377* 2.427
P
(0.446) (0.714) (2.067)
0.782%**
npr
(0.263)
1.229%* —1.403
id*p
(0.505) (1.252)
—0.318%*
id * npr
(0.154)
—4.411**
p * npr
(2.215)
d 3.434**
id * p * npr
(1.379)
0.154 0.130 0.134
gd
(0.0944) (0.0953) (0.0977)
0.0574 0.0737** 0.0866**
gdp
(0.0360) (0.0366) (0.0387)
—0.0924 —-0.0910 -0.123
gdpg
(0.0851) (0.0858) (0.0911)
0.370%** 0.334+* 0.367+*
open
(0.105) (0.106) (0.112)
—0.111%** —0.107%* —0.109**
hightec
(0.0431) (0.0430) (0.0445)
0.0279 0.0234 0.0397
rate
(0.0524) (0.0524) (0.0538)
-3.117% -3.063% —4.200%*
constant
(1.685) (1.688) (1.815)
observations 961 961 961

Hotp < 0.01, **p < 0.05, *p < 0.1.
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rights of enterprises can regulate bilateral political relations twice. The main
performance is: when state-owned enterprises make foreign investment, the host
government will reject Chinese enterprises because of factors such as national
security or political pressure. Therefore, compared with non-state-owned enter-
prises, the adjustment role of bilateral political relations during the investment
of state-owned enterprises will be more significant.

This paper explores whether there is a re-adjustment of the regulation of bila-
teral political relations from the perspectives of politically sensitive industries
and the nature of corporate property rights. This is the innovation of this paper.
The empirical results not only illustrate the necessity of the implementation of
the current “One Belt, One Road” policy, but also have a far-reaching signific-
ance for developing China’s foreign investment. The re-regulation of the nature
of property rights also proves the importance of the nature of the enterprise in
the process of foreign investment. The state-owned nature of the enterprise may
cause the host country to refuse to accept investment due to political pressure
and national security.

However, this article also has certain limitations. On the one hand, whether
there are other relations in the politically sensitive industry needs more scholars
to further explore and distinguish different industries to study the specific im-
pact of political relations on the success or failure of investment. On the other
hand, future scholars can also conduct research from the perspective of industry
and property rights, and explore the sensitivity of bilateral political relations to
the relationship between institutional distance and business operation costs.
Based on the above analysis, how to improve the investment success rate of
Chinese enterprises when investing abroad, the practical guidance of this paper
lies in the following aspects:

On the one hand, correctly grasp the negative impact of institutional distance
on the success or failure of investment. In the process of conducting foreign in-
vestment, enterprises should fully consider the differences between the host
country and China in the legal system and cognition, conduct targeted regional
investment, effectively avoid investment risks, and strive to reduce the invest-
ment cost of investment as much as possible, thereby increasing the success rate
of investment. For areas that differ greatly from our system, we must prepare
before investing, understand the local market and industry conditions, and en-
sure that we can respond to investment uncertainty in a variety of ways, thereby
reducing investment risks.

In addition, make full use of and play an active role in bilateral political rela-
tions. According to the dynamic changes in bilateral political relations, timely
and effective adjustment of investment plans, for countries with good diplomatic
relations with China to make full use of effective resources for regional invest-
ment. With China’s current “One Belt, One Road” policy, enterprises should ac-
tively develop economic partnerships with countries along the line, and integrate
the maximum resources of the country’s political mutual trust, economic inte-

gration, and culturally inclusive interests to conduct effective investment. As
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China’s economic influence in the world is increasingly prominent, enterprises

need to actively improve multilateral cooperation, pay more attention to the role

of property rights in the process of foreign investment, and of course, be good at

using bilateral political relations to increase the success rate of foreign invest-

ment.
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