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Abstract

This paper tests whether Chinese FDI disproportionately flows to poorly governed African countries, compared to those of the
West. It also explores whether UN voting alignment between home and host countries, development loans from the former to
the latter, and host countries’ market size, natural resource wealth, and per capita income impact Chinese and Western FDI
flows differently. It finds that governance quality among African countries plays a positive role in predicting their FDI inflows —
from both Western countries and China. The only governance indicator that has a significantly lower impact on Chinese FDI
than that of the West is corruption controls, and only when South Africa is excluded from the models. Even then, however,
the relationship between corruption controls and Chinese FDI flows is positive in absolute terms. Beyond governance, this
paper finds that UN voting alignment and development loans have a significantly larger impact on Chinese FDI than that of
the West and that the opposite is true with regard to market size and per capita income.

Policy Implications

e This paper’s findings suggest that good governance impacts western investors activities in Africa, but only insofar as it
relates to their bottom line. If they care about ethical behavior — or wish to appear to do so — they should avoid directly
or indirectly participating in human rights abuses or authoritarian policies.

e Western governments should craft policies to — at a minimum — prevent their firms from contributing to or profiting from
human rights abuses or authoritarian policies.

e Beijing should enforce the Eight Amendment to the Criminal Law, which would underscore the seriousness of its drive to
uproot corruption both domestically and internationally and counter the popular narrative that ‘corruption is China’s
friend’.

e Given the positive link between good governance among African countries and their FDI inflows — from both China and

the West — African governments that want to attract FDI should prioritize the good governance agenda.

1. What do we not know about Chinese FDI, and
what does this paper answer?

In recent decades, China has risen to prominence in the
global economy with breakneck speed. For example, its
foreign direct investment (FDI) outflows have increased
more than 250-fold since 1990 (World Bank, 2017). This
came as Western investors, pushed by new policies imple-
mented in their own countries, began to pay increasing
attention to the quality of governance in developing
countries. Much of the conventional thinking on the mat-
ter views Chinese investors as either indifferent to gover-
nance issues or disproportionately attracted to poorly
governed countries. Headlines like ‘Corruption Is China’s
Friend in Its Quest to Dominate Africa’ (The National Inter-
est) are common. Despite these widespread notions, little
is known about the drivers of Chinese foreign direct
investment. While this is partly due to a dearth of data
on Chinese FDI, the academic research on this question
remains severely limited.

© 2021 University of Durham and John Wiley & Sons, Ltd.

This paper helps fill the gap in the research on the deter-
minants of Chinese investment in Africa. It explores the
impact of African countries’ governance quality on their FDI
inflows to explicitly test the narrative that Chinese firms —
compared to their Western counterparts — disproportionately
invest in African countries that suffer from poor governance
outcomes. It also explores whether African countries’ market
size, natural resource wealth, and per capita income impact
Chinese and Western FDI differently. Finally, it tests whether
the investment patterns of Chinese and Western firms in
Africa are impacted differently by the political ties between
their own governments and those of the countries where
they might invest, as well as the development loans pro-
vided from the former to the latter.

This paper differentiates itself from the existing literature
on the determinants of Chinese FDI in important ways.
Much of the existing analysis on Chinese investment implic-
itly compares it to that of Western countries, but this paper
is the first to present models built to make the comparison
explicit. The models presented in this paper compare
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China’s FDI with that of the four Western countries that
have the largest investment stocks in Africa: France, Ger-
many, the United Kingdom, and the United States. It is also
the first paper to test the impact of bilateral political ties
and government lending on Chinese FDI. Finally, this paper
tests how FDI responds to a broader array of governance
quality indicators than its predecessors. It explores the
impacts on FDI of four distinct host country governance
indicators that reflect both the extent and quality of gover-
nance — political stability, corruption controls, democratic
development, and respect for human rights.

The sample of host countries included in this paper is
restricted to Africa for a few key reasons. First, Chinese
engagement on the African continent has captured the
attention of Western policy makers and pundits in a
unique way. Furthermore, as Chinese officials and state
media sources are wont to point out, China’s engagement
in Africa — though it dates back at least to the days of
the eunuch admiral Zheng He in the 14th Century (Zhong
et al, 2018) — is at its zenith. Chinese foreign ministers
have visited the African continent every single year since
1991 (Zhu, 2020). Africa is also singled out for this
research because of data considerations. More specifically,
the paper employs the development finance data pro-
duced by the China Africa Research Initiative at Johns
Hopkins University (CARI) as an independent variable
(China Africa Research Initiative, 2016). Finally, the analysis
is limited to Africa due to space concerns. Exploring the
impacts of all the factors explored in this paper on Chi-
nese and Western investments worldwide would not be
possible without sacrificing analytical depth.

This paper finds that, as opposed to some of the wide-
spread notions on the matter, the difference between how
Chinese and Western FDI flows to Africa respond to African
countries’ governance levels is generally not significant. In
fact, the only governance indicator that impacts Chinese
and Western FDI flows differently to a statistically signifi-
cant extent is corruption control. Even then, the absolute
relationship between corruption controls and Chinese FDI
is positive. The other three governance indicators explored
in this paper — political stability, democratic development,
and respect for human rights — do not impact Chinese
and the Western FDI flows differently. Political stability has
a positive association with FDI across the board while
democratic development and respect for human rights sim-
ply do not matter. This suggests that profitability concerns
— not ethical considerations — drive decision-making among
Chinese and Western investors alike. This is also evinced
through a case study of Sudan’s Greater Nile Oil Project.
Beyond governance, this paper finds that natural resource
wealth does not impact Chinese and Western FDI patterns
much differently. However, the other economic variables
tested in this paper do. The paper finds that Chinese FDI
in Africa is significantly less market-seeking, in terms of
both GDP and GDP per capita, than that of the West.
Finally, it finds that UN voting alignment and development
loans have a significantly larger impact on Chinese FDI
than that of the West. These findings have critical policy
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implications, which are addressed in the paper’s conclusion
section.

2. What do we already know about Chinese FDI?

The existing scholarship unequivocally shows that countries
with better governance levels are more successful at attract-
ing FDI from Western countries (Alesina and Dollar, 2000;
Asiedu, 2006; Chakrabarti, 2001; Cuervo-Cazzura, 2006; Hak-
kala et al., 2008; Lambsdorff, 2003; Wei, 2000). Until recently,
however, few studies investigated how governance impacts
the FDI of firms headquartered in non-Western countries. A
recent body of literature sheds some light on that question
when it comes to China, but yields strikingly inconsistent
findings. Buckley et al. (2007) and Kolstad and Wiig (2012)
find that Chinese firms invest more in poorly governed
countries. Ramasamy et al. (2012) reaches the same conclu-
sion with regard to Chinese state-owned enterprises (SOEs)
but find no relationship between governance and the FDI
patterns of private Chinese firms. Finally, Cheung and Qian
(2009) and Quer et al. (2011) find that governance does not
have a significant relationship with Chinese FDI outflows.
The research focusing on Chinese FDI in Africa paints a simi-
larly abstract picture. Cheung et al. (2011) and Kolstad and
Wiig (2011) find that Chinese investment flows dispropor-
tionately to African countries with poor governance out-
comes. Ross (2015) finds the opposite. And, finally, Chen
et al. (2015) find that African countries’ governance quality
simply has no impact on their FDI inflows from China.

The literature on the determinants of Chinese FDI
explores three broad sets of economic indicators: natural
resource wealth, market size, and trade with China. As
opposed to the inconsistent findings presented in the previ-
ous paragraph, the literature linking natural resource wealth
and Chinese FDI unequivocally finds a strong association
between the two, both worldwide (Buckley et al., 2007; Che-
ung and Qian, 2009; Kolstad and Wiig, 2012; Quer et al.,
2011; Ramasamy et al, 2012) and with regard to Africa
(Chen et al, 2015; Cheung et al, 2011; Kolstad and Wiig,
2011; Ross, 2015). That said, Chen et al. (2015) point out that
Chinese FDI's attraction to African natural resources is no
different from the West's. The literature is also quite consis-
tent in terms of how market size relates to Chinese FDI.
Much of it finds that market size is positively correlated with
Chinese FDI flows worldwide (Buckley et al, 2007; Cheung
and Qian, 2009; Kolstad and Wiig, 2012; Ramasamy et al,,
2012) and in Africa (Chen et al.,, 2015; Cheung et al,, 2011;
Kolstad and Wiig, 2011). The only two exceptions are Quer
et al. (2011), who find that Chinese FDI around the world is
not particularly market-seeking, and Ross (2015), who
reaches the same conclusion regarding Chinese FDI in
Africa.

None of the empirical works discussed above explore
how bilateral political ties relate to Chinese FDI flows. Given
the fact that state-owned enterprises represent a substantial
share of Chinese FDI — 73 per cent of the firms comprised
in Ramasamy et al.'s (2012) FDI data are state-owned - this
is particularly surprising. Kolstad and Wiig (2011, p. 29) state:
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‘Chinese multinationals are predominantly state-owned
whose activities reflect political objectives’ but do not
explore these political objectives in their models. Similarly,
Buckley et al. (2007) allude to the potential role of political
ties in promoting Chinese FDI but do not test them.

While much of the literature on the drivers of Chinese FDI
implicitly compares it to that of the West, none of it has an
explicitly comparative outlook. None of the papers discussed
in this section test whether the drivers of Chinese and Wes-
tern FDI differ. Some papers, by Kolstad and Wiig (2011)
and Chen et al. (2015), compare Chinese and Western
investments in Africa, but do not explicitly test how they dif-
fer. The models presented in this paper do just that.

3. Hypotheses

This paper explores the link between African countries’ gov-
ernance quality and their FDI inflows to test whether Chi-
nese firms — compared to their Western counterparts —
disproportionately invest in African countries that suffer
from poor governance outcomes. Of the four governance
indicators explored as part of this paper, only corruption
controls are expected to impact Chinese and Western FDI
differently. For Western countries, only the aspects of gover-
nance that directly impact the bottom line of foreign inves-
tors — political stability and corruption controls — are
expected to have a positive association with FDI. Western
foreign investors’ ethical considerations are not expected to
drive their investment decisions. Therefore, democratic
development and respect for human rights, which do not
directly impact profits, are not expected to impact their
investment patterns. The same relationship, or lack thereof,
is expected with regard to democratic development and
respect for human rights and Chinese FDI. Furthermore, like
their Western counterparts, Chinese investors are expected
to take political stability into consideration in making invest-
ment decisions because of its potential bottom-line implica-
tions. Finally, unlike for the West, no relationship is expected
between corruption controls and Chinese FDI. This could be
due to four factors. First, the four Western countries sam-
pled in this paper, as members of the OECD, enforce legisla-
tion that aims to curb the potentially corrupt activities of
their firms abroad. China has similar legislation in place (Yin
et al, 2011), but it is largely symbolic (Bu, 2018). Second,
Chinese firms have historically had much less exposure to
foreign jurisdictions than their Western counterparts and
may have the same aversion to corruption risks as they
have. Third, because of Western firms’ long history of invest-
ment in Africa, they might have secured a disproportionate
share of the continent’s viable investment opportunities —
leaving Chinese firms with leftover investments in politically
risky — or corrupt — settings. Finally, it could be the case
that, as some papers posit, Chinese companies simply have
a comparative advantage when operating in high corruption
settings (Kolstad and Wiig, 2011; Morck et al., 2008; Yeung
and Liu, 2008).

Beyond governance, this paper explores the role of five
key variables in predicting Chinese and Western FDI flows
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to Africa — host countries’ market size, natural resource
wealth, and per capita income, UN voting alignment
between home and host countries, and development loans
from the former to the latter. In line with the literature
explored in the previous section, the former three are all
expected to positively correlate with both Chinese and Wes-
tern FDI. However, the latter two are expected to impact
Chinese and Western FDI flows to Africa in markedly differ-
ent ways. First, while UN voting alignment is not expected
to impact Western investment flows significantly, it is
expected to have a strong and positive relationship with
Chinese FDI. Similarly, while no relationship between Wes-
tern governments’ development loans to African countries
and the investment activities of their firms is expected, Chi-
nese firms are expected to disproportionately invest in
countries that are at the receiving end of credit from Bei-
jing. These two differences are expected because of the
important share of Chinese FDI undertaken by SOEs (Rama-
samy et al.,, 2012) and the nature of Chinese economic state-
craft. Beijing, predominantly through the China Export-
Import Bank (CEIB) and the China Development Bank (CBD),
is @ major provider of bilateral loans for countries around
the world, and the majority of these loans support Chinese
commercial interests. CEIB’s primary mission is ‘to bolster
opportunities for national companies seeking business
opportunities overseas’ (Brautigam, 2019). While CEIB does
not differ much from its Western counterparts in terms of
its objectives, its size does. In 2016, CEIB had CNY 3.34 tril-
lion (US$523 billion) in assets (Jin et al., 2018). Meanwhile,
the US Export-Import Bank’s 2016 Annual Report reported
US$28 billion in total assets. China’s policy banks also sup-
port Chinese FDI activities directly. CBD — China’s largest
policy bank, with CNY 14.34 trillion (US$2.24 trillion) in
assets in 2016 — began doing so in 2005 (Downs, 2011). In
addition to promoting Chinese FDI, Beijing also appears to,
at least in some cases, block it. The three latest African
countries to adopt Beijing’s One-China Policy were the Gam-
bia (in 2013), Sao Tome and Principe (in 2017), and Burkina
Faso (in 2018). They received US$12.19 million, US$90,000,
and US$13.12 million in Chinese FDI, respectively, in the
time period covered in this paper. These figures represented
the lowest FDI totals besides Eswatini, which continues to
maintain diplomatic ties with Taipei, and Somalia.

4. Model

The testing of how Chinese and Western FDI differ takes
place through enhanced gravity models controlling for colo-
nial ties, language ties, and the geographic distance of
country pairs, and various fixed effects. The results of two
distinct models are included in the paper — the Poisson
pseudo-maximum-likelihood (PPML) estimation (Santos Silva
and Tenreyro, 2006) and the standard ordinary least square
(OLS) model. The former is preferred because it naturally
deals with the multiple zeros in the dependent variable,
essentially combining aspects of the extensive and intensive
margin models in a single specification (Mityakov et al.,
2013). In other words, it captures whether commercial
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activity will take place between countries (the extensive
margin) and their intensity (the intensive margin). Another
advantage of the PPML estimation is that, unlike OLS, it is
consistent even in the presence of heteroskedasticity. The
results of the PPML model are thus preferred — and get pre-
sented and explored in the body of the paper (The OLS
model results can be found in the supplemental file).

The models presented in the main text of the paper com-
prise all African countries as destinations of FDI, though
some models exclude South Africa. South Africa is excluded
from the models presented in the paper, in line with Kolstad
and Wiig (2011), because it receives a huge share of Africa’s
FDI inflows (more than 22 per cent of Chinese FDI and 30
per cent of the total FDI of the Western countries sampled
in the paper) and consistently ranks among the best-
governed African countries. As such, the inclusion of South
Africa in the models could skew the paper’s results. All the
paper’s models include China, France, Germany, the United
Kingdom, and the United States — the West’s largest econo-
mies, which account for most of its FDI — as home countries.
Including more Western countries in the models would have
resulted in a dramatic increase in the number of zeros in
the data, which may have reduced the efficiency of the OLS
models. Using aggregate Organization for Economic Devel-
opment and Cooperation (OECD) figures was considered as
an alternative but decided against because many OECD
countries are not in the West. Home country dummy vari-
ables are included in the model and the China dummy is
interacted with the variables of interest in order to explicitly
test whether the impact of that variable on FDI differs
between China and Western countries. Setting up the model
this way comes at the expense of being able to specifically
identify the link between governance and FDI for each Wes-
tern country in the sample. That said, this approach enables
a direct and precise comparison of Chinese and Western
FDI, which is the aim of this paper. Equation (1) presents
the basic version of the model:

Yije = Xjjt—1 +PZje—1 +yNje1 +06Cit—1 +{C*Njeq + ndye +€,-1,-‘2,
(1

where, y;; is the total FDI flows from home country i to Afri-
can host country j in year t. X, is a vector of development
loans from home country i to African host country j, their
UN voting alignment, the distance (log) between their
respective capital cities, and dummy variables reflecting
their colonial and language ties, in year t-1. z;, is a vector
of variables reflecting African host countries’ economic char-
acteristics — GDP (log), GDP per capita (log), and natural
resource rents as a percentage of GDP — in year t-1. nj.; is a
vector of variables reflecting the governance quality of Afri-
can host countries — political stability, corruption controls,
democratic development, respect for human rights, and an
aggregate indicator generated through principal component
analysis — in year t-1. ¢i¢ is a dummy variable that captures
whether home country i in year t-1 is China. c*nj. is a vec-
tor of interaction terms capturing whether home country i is
China and the variable of interest in year t-1. In other words,
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the coefficient { captures whether the relationship between
the variable of interest in question and FDI changes when
home country i is China. dj represents home country, host
country, and year fixed effects. ¢;; is the error term.

5. Data

As part of this paper, governance implicitly refers to both
the extent of governance, which is conceptualized as a
state monopoly on violence, in line with a long history of
scholarship dating back to Weber (1978), and good gover-
nance, which is defined as governance administered in a
way that protects the near universal norms of human
rights, democracy, and the rule of law. These cardinal
aspects of good governance are explicitly mentioned in
official documents of both the United Nations and the Afri-
can Union. Statements like the following: ‘human rights,
the rule of law and democracy are interlinked and mutu-
ally reinforcing and that they belong to the universal and
indivisible core values and principles of the United Nations’
and ‘The [African] Union shall function in accordance with
the following principles (...) respect for democratic princi-
ples, human rights, the rule of law and good governance’
are common (see Hausler et al, 2016). The paper's gover-
nance indicators are compiled using data produced by the
Center for Systemic Peace (2016), Cingranelli et al. (2016),
Freedom House (2016), and the World Bank (2016).2 While
these indicators do not exhaustively capture the depth of
governance quality in specific countries, they offer enough
breadth to capture the variance in governance outcomes
in different settings, which is what this work aims to do.
Furthermore, most of these indicators are generated from
the informed opinions of experts. However, no better gov-
ernance indicators exist for the purpose of this research,
and the very mechanisms through which governance is
expected to affect economic activities as part of this work
are perception-driven.

The political alignment variable measuring the voting
alignment of country pairs at the United Nations in a
given year, in terms of their respective ideal point esti-
mates, and is compiled by Voeten. The variable reduces a
highly complex phenomenon that takes place over the
span of a year into a single digit indicator and should
thus be interpreted with caution. This limitation is particu-
larly relevant when analyzing short time-periods, though
this is not the case in this paper. The data reflecting host
country characteristics — GDP, GDP per capita, and
resource rents as a per centage of GDP - are from the
World Bank. The dummy variables capturing country-pairs’
colonial and linguistic ties as well as the data reflecting
the distance between country-pairs’ respective capital
cities are compiled by the Centre d’Etudes Prospectives et
d’Informations Internationales.

The International Monetary Fund’s (1993) definition of FDI
is as follows: ‘investment made to acquire lasting interest in
enterprises operating outside of the economy of the inves-
tor'. The paper employs FDI panel data from three sources.
For the Western sample, it employs FDI flows data published
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by the OECD for the years 2003 to 2013. The paper uses
Chinese ‘Outward Foreign Direct Investment’ (OFDI) flows
data from both the China Statistical Yearbooks (CSY) and
Statistical Bulletins of China’s Outward Foreign Direct Invest-
ment (SB) for the years 2003 to 2012. The data was com-
piled by the China Africa Research Initiative (2021). A
previous Chinese FDI dataset captured ‘Approved Overseas
Investment’ for the years 1998 to 2005, but it was not con-
sistent with the data published by the OECD (Cheung and
Qian, 2009). Table 1 provides summary statistics of the
paper's data, Figure 1 presents total yearly FDI flows to
Africa by home country, and Figure 2 presents China’s total
FDI stock in individual African countries.

It is important to note some key limitations to the data
employed in this paper. While many reports on Chinese FDI
likely overestimate it by conflating press announcements
and actual investments, the official figures used in this
paper likely represent underestimates. Many large Chinese
investments flow through offshore financial centers like
Hong Kong. While this issue also impacts Western countries’
aggregate FDI flows data, it is particularly salient in the case
of China. For instance, Hong Kong accounted for 60 per
cent of outward FDI from the mainland in 2015 (HKTDC,
2016). Furthermore, Chinese FDI figures exclude many small
investments by individual investors (HKTDC, 2016). This issue
likely impacts Western FDI figures too but is almost certainly
more pronounced in the case of China, as investments by
individual Chinese entrepreneurs are common (see Landry
and Chen, 2016). Other limitations in the data apply to Wes-
tern and Chinese FDI alike, including the fact that it does
not accurately record acquisitions that take place in third-
party countries. For instance, in 2009, Sinopec made what
was then the largest overseas acquisition in China’s history
by purchasing Addax Petroleum for CAD 8.27 billion (Grocer,
2009). While Addax was a Canadian firm, and had multiple
substantial investments in Africa, Sinopec’s investment is

simply listed as ‘Switzerland’, where Addax was domiciled
(China Africa Research Initiative, 2021).

6. Results

Model 2 of Table 2 demonstrates that a standard deviation
change in political stability among African countries, except
South Africa, is associated with a 102 per cent increase in
Western FDI inflows (statistically significant at the 1 per
cent level).* As expected, the relationship between political
stability and Chinese FDI does not differ much from the
West's. A standard deviation increase in political stability is
associated with an 80 per cent increase in Chinese FDI
(with a coefficient that does not differ significantly from
that of the West).>In other words, both Chinese and Wes-
tern firms appear to shy away from politically unstable Afri-
can countries when making investment decisions. This
finding is consistent with the hypothesis presented in Sec-
tion 3 and with Chen et al.'s (2015) findings. It also aligns
with the World Bank Enterprise Surveys (WBES), which
show that political instability is viewed by investors as the
greatest obstacle holding back the private sector world-
wide.

For the Western countries sample, the only individual
governance indicator with a larger coefficient than political
stability is corruption controls — the second most important
obstacle to the private sector, according to the WBES. Model
3 of Table 2 shows that a standard deviation increase in the
quality of corruption controls among African countries,
excluding South Africa, is associated with a 117 per cent
increase in Western FDI (though the coefficient lacks statisti-
cal significance). As expected, model 3 of Table 2 demon-
strates that the relationship between corruption controls
and FDI differs significantly between Chinese and Western
investors. A standard deviation increase in the quality of cor-
ruption controls among African countries is associated with

Table 1. Summary statistics of the data

Variables N Mean S.D. Minimum Maximum Source(s)

1. FDI flows 1,691 118 M 563 M 0 13 B OECD, CSY, and SB
2. Resources (% of GDP) 3,030 16 16 0 81 WB

3. GDP (PPP) 3,390 31 B 69 B 96 M 568 B WB

4. GDP per capita (PPP) 3,465 5,188 6,946 423 48,711 WB

5. Political alignment 3,194 0 1 —2.45 1.84 Bailey et al.

6. Loans 3,111 82 M 230 M 0 4B OECD and CARI

7. Common language (dum.) 3,240 0.27 0.44 0 1 CEPII

8. Colonial ties (dum.) 3,240 0.17 0.38 0 1 CEPII

9. Geographic distance 3,240 7,597 2,968 1,340 14,928 CEPII

10. Governance (ind.) 3,140 0 1 —2.06 237 PCl Index

11. Political stability (ind.) 3,200 0 1 -2.19 1.94 WGI

12. Corruption controls (Ind.) 3,200 0 1 -2.71 2.71 WGI

13. Democratic development (ind.) 3,200 0 1 —2.04 1.93 CSP, Freedom House
14. Respect for human rights (ind.) 3,140 0 1 -2.11 1.84 Cingranelli et al.
Notes: The total sample size for each variable reflects the fact that some host country-specific indicators are repeated for each home country
sampled. For example, Ethiopia’s GDP per capita for 2010 is counted five times in total — once for each home country. On the other hand,
variables that reflect country pair-specific factors are unique. For example, the political alignment variable has 3,194 unique observations.
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Figure 1. Total FDI flows to Africa, by home country (2003-2012) (China Africa Research Initiative, 2021; Organization for Economic

Co-operation and Development, 2016)
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a 40 per cent increase in Chinese FDI (the difference
between the west and China’s respective coefficients being
statistically significant at the one per cent level). Despite the
difference between the Chinese and Western coefficients,
the relationship between corruption controls and Chinese
FDI flows to Africa is positive in absolute terms. This finding
contradicts this paper’s hypothesis and much of the litera-
ture on this topic, which finds that Chinese FDI is dispropor-
tionately attracted to more corrupt countries (Kolstad and
Wiig, 2011, 2012; Ramasamy et al., 2012).

Model 4 of Table 2 shows that democratic development
among African countries, except South Africa, is more posi-
tively correlated with Chinese FDI flows than those of Wes-
tern countries. While a standard deviation improvement in
democratic development is associated with a (not statisti-
cally significant) 29 per cent decrease in Western FDI flows,
it is associated with 3 per cent increase in Chinese FDI (with
a coefficient that differs from that of the West at a 10 per
cent level of statistical significance). The lack of a significant
relationship between democratic development and both
Chinese and Western FDI confirms the paper’s hypothesis.
That said, the fact that democratic development’s associa-
tion with Chinese FDI is significantly stronger than that of
the West is quite surprising, especially given the fact that
Western governments stress the importance of democracy
in their foreign policy while Beijing makes it clear that it
does not concern itself with other countries’ internal affairs.

As expected, model 5 of Table 2 shows that respect for
human rights among African countries, with the exclusion of
South Africa, does not have a meaningful association with
their FDI inflows — from Western countries and China alike.
A standard deviation improvement in respect for human
rights is associated with a (non-statistically significant) 31
per cent increase in Western FDI flows and a 21 per cent
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increase in Chinese FDI (a coefficient that does not differ
significantly from that of the West).

Finally, model 6 of Table 3 demonstrates that aggregate
governance levels among African countries, except South
Africa, which are compiled using a principal component
analysis of these four individual governance indicators, are
positively associated with both Western and Chinese FDI
flows. A standard deviation improvement in governance
quality (roughly the difference between Sierra Leone and
Senegal in 2015) is associated with a 145 per cent increase
in FDI inflows from the west (statistically significant at the
one per cent level) and a 125 per cent increase in Chinese
FDI inflows (a coefficient that does not differ significantly
from that of Western countries). While this is not surprising
in light of the findings presented in the previous para-
graphs, it does contradict much of the literature on the
determinants of Chinese FDI presented in the literature
review. The sole exception is Ross (2015), which is also the
only paper discussed in Section 2 that explores Chinese FDI
flows over an extended period — as this paper does.

The vast difference in the impact on Western FDI of politi-
cal stability and corruption controls, which directly affect the
bottom line, and democratic development and respect for
human rights, which do not, suggest that the positive rela-
tionship between FDI flows and governance is largely a
function of firms’ profit motive rather than ethical concerns.
This confirms the hypothesis presented in Section 3.

Model 3 of Table 4 indicates that Chinese FDI is not more
resource-seeking than that of Western countries. While a
one per cent increase in natural resource rents as a share of
GDP among African host countries, South Africa excluded, is
associated with a roughly one per cent increase in FDI flows
from both the West and China, the relationship between the
two is slightly weaker for the latter (though the difference
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Figure 2. Total FDI stock by African country, China (2014) (China Africa Research Initiative, 2021)

380,000 2 5,954,020,000

between the two lacks statistical significance). The fact that
neither Chinese nor Western FDI appear to correlate signifi-
cantly with natural resource wealth contradicts the paper’s
hypothesis. It is particularly surprising in the case of China,
as it contradicts the ensemble of the literature presented in
Section 2.

The way in which Chinese investment in Africa differs
most starkly from that of Western countries is probably with
regard to how it relates to bilateral political alignment and
development loans. While both variables have a negative
relationship with Western FDI, they relate positively to Chi-
nese FDI flows. According to model 2 of Table 4, a standard
deviation improvement in bilateral political ties between the
West and African countries, aside from South Africa, is asso-
ciated with a 227 per cent decrease in FDI flows from the

© 2021 University of Durham and John Wiley & Sons, Ltd.

former to the latter (statistically significant at the 10 per
cent level). The same change in UN voting alignment with
Beijing is associated with a 55 per cent increase in Chinese
investment flows (and the difference between the Chinese
and Western coefficients is statistically significant at the one
per cent level). Model 3 of Table 4 indicates that a one per
cent increase in Western development loans to African
countries, except South Africa, is associated with a two per
cent drop in FDI (statistically significant at the five per cent
level) while the same change in Chinese development loans
is accompanied by a three per cent increase in Chinese FDI
(the difference from that of the West being statistically sig-
nificant at the one per cent level). The strong positive link
between bilateral political ties and Chinese FDI is hardly sur-
prising given the aspects of Chinese economic statecraft
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Table 2. Dependent variable: African countries’ FDI inflows
Variables 1 2 3 4 5 6
Stability (Index) 0.230 0.203
(0.333) (0.416)
China X stability (Index) 0.208
(0.144)
Corruption controls (index) 0.183 0514
(0.508) (0.440)
China X corruption controls (index) 0.0136
(0.147)
Democracy (index) 0.450 0.389
(0.449) (0.580)
China x democracy (index) 0.616***
(0.230)
Human rights (index) 0.391 0.438
(0.353) (0.328)
China x human rights (index) 0.291
(0.269)
Governance (index) 0.966***
(0.223)
China x governance (index) 0.323
(0.247)
Resources (% of GDP) 0.00888 0.0173 0.0224 0.0224 0.00912 0.0111
(0.0157) (0.0182) (0.0161) (0.0173) (0.0150) (0.0155)
UN voting alignment (index) -1.016* —0.958 —1.108* —0.854 —0.982 —0.901
(0.573) (0.637) (0.611) (0.663) (0.605) (0.641)
Development loans (log) —0.00836 —0.00901 —0.00928 —0.00875 —0.00778 —0.00773
(0.00898) (0.00907) (0.00847) (0.0108) (0.0101) (0.00966)
GDP, PPP (log) 1.090 1.320 1.168 1.298* 1.270* 1.150
(0.715) (0.816) (0.798) (0.759) (0.717) (0.701)
GDP per capita, PPP (log) —0.973 —1.583 —1.384 —1.094 —1.001 —1.340
(1.462) (1.521) (1.547) (1.534) (1.431) (1.580)
Language 0.519 0.551 0.533 0.897 0.644 0.659
(0.830) (0.817) (0.827) (0.768) (0.866) (0.844)
Colony 0.659 0.623 0.625 0.366 0.596 0.580
(0.567) (0.563) (0.559) (0.504) (0.581) (0.577)
Distance (log) 0.675 0.730 0.673 1.059 0.872 0.892
(0.862) (0.825) (0.877) (0.778) (0.909) (0.870)
Observations 1,396 1,396 1,396 1,396 1,396 1,396
R-squared 0.424 0412 0413 0.442 0.433 0.431
Notes: Models include home country, host country, and year fixed effects.
Robust standard errors (clustered by home country) in parentheses.
***p < 0.01, *p < 0.1.

discussed in Section 3. However, the negative relationship
between political alignment and development loans on the
one hand and Western FDI flows on the other contradicts
the paper’s hypothesis.

Chinese FDI also differs markedly from that of the West in
terms of how it responds to African host countries’ eco-
nomic conditions. First, market size, as captured by adjusted
gross domestic product (GDP) adjusted for purchasing
power parity (PPP) has a markedly stronger relationship with
Western FDI than that of China. According to model 5 of
Table 4, a one per cent increase in PPP-adjusted GDP
among African countries, besides South Africa, is associated
with an increase in Western investment of more than one
per cent (statistically significant at the five per cent level).
The same change in market size is associated with a roughly
0.5 per cent increase in Chinese FDI (the coefficient being
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different from that of the West at a five per cent level of
statistical significance). Chinese investment also appears to
respond more weakly than that of Western countries to
changes in PPP-adjusted per capita income. But, in this case,
the relationship is negative across the board. On the one
hand, a one per cent increase in GDP per capita in the sam-
ple that excludes South Afirca is associated with a decrease
in Western FDI of roughly 0.75 per cent (though the coeffi-
cient lacks statistical significance). On the other, the same
increase in per capita GDP is associated with a decrease in
Chinese FDI of about 2.5 per cent (and the difference in Chi-
na’s coefficient vis-g-vis that of Western countries is statisti-
cally significant at the one per cent level). This negative
association between market size and Chinese FDI contradicts
the paper’s hypothesis and much of the literature presented
in Section 2 — with the exception of Quer et al. (2011) and
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Ross (2015), which find that Chinese FDI is not particularly
market-seeking (Table 5).

While the models presented in this section address the
paper's hypotheses, they provide little in the way of how
the tested relationships play out. To do so, the following
section addresses a comparative case study of two compa-
nies — one Canadian and the other Chinese - that invested
in Sudan in the 1990s.

7. Sudan’s greater Nile oil project: a tale of two
companies

Late in the morning of 5 March 1998, Sudanese government
aircrafts dropped 13 bombs on the southern rebel-held
town of Yei (British Broadcasting Corporation, 1998). Five of

them hit their target — a hospital run by Norwegian People’s
Aid (British Broadcasting Corporation, 1998). Sudan was one
of the worst-governed countries in the world throughout
the 1990s. Omar al-Bashir, who seized power through a
coup d'état in 1989 (Cowell, 1989), ruled Sudan with an
iron-fist and rewarded loyal cronies with the spoils of a vast
networks of corruption, from which he reportedly personally
‘stashed’ US$9 billion (Hirsh, 2010). In 1998, Sudan’s corrup-
tion controls were ranked 10th worst in the world by the
WGI (2016). The same year, it was singled out, alongside
Saddam Hussein'’s Iraq and Kim Jung II's North Korea, as one
of the four least free countries in the world by Freedom
House (1998).

On 17 August 1998, Canadian oil producer Talisman
Energy reached an agreement to acquire a 25 per cent

Table 3. Dependent variable: African countries’ FDI inflows (excluding South Africa)
Variables 1 2 3 4 5 6
Stability (index) 0.602* 0.7071%**
(0.321) (0.244)
China X stability (index) —0.111
(0.0991)
Corruption controls (index) 0411 0.776
(0.444) (0.498)
China x corruption controls (index) —0.337%%%*
(0.0556)
Democracy (index) -0.313 —0.252
(0.595) (0.490)
China x democracy (index) 0.281*
(0.146)
Human rights (index) 0.108 0.271
(0.178) (0.221)
China x human rights (index) —0.00822
(0.131)
Governance (index) 0.895%+*
(0.192)
China x governance index) —0.0842
(0.115)
Resources (% of GDP) 0.0144 0.0151 0.0229 0.0228 0.0173 0.0134
(0.0188) (0.0167) (0.0160) (0.0179) (0.0196) (0.0187)
UN voting alignment (index) —0.984** —0.899* —1.237%* —1.152%* —1.217%* —1.105%*
(0.390) (0.492) (0.523) (0.579) (0.548) (0.566)
Development loans (log) —0.00795 —0.00683 —0.0105 —0.00833 —0.00653 —0.00725
(0.0125) (0.0123) (0.0122) (0.0140) (0.0141) (0.0131)
GDP, PPP (log) 0.632** 0.611** 0.540* 0.736** 0.742** 0.639**
(0.321) (0.300) (0.285) (0.353) (0.317) (0.276)
GDP per capita, PPP (log) —-1.616 —-1.322 —0.771 —0.904 —0.639 —0.777
(1.359) (1.131) (0.842) (1.072) (0.946) (0.905)
Language 0.234 0.229 0.203 0.395 0.236 0.211
(0.354) (0.367) (0.394) (0.383) (0.435) (0.416)
Colony 0.253 0.232 0.243 0.121 0.235 0.254
(0.173) (0.173) (0.173) (0.225) (0.217) (0.202)
Distance (log) —0.0168 —0.0666 —0.129 0.0929 —0.0234 —0.0631
(0.207) (0.236) (0.292) (0.259) (0.270) (0.271)
Observations 1,355 1,355 1,355 1,355 1,355 1,355
R-squared 0.449 0.450 0.434 0.435 0.434 0.442
Notes: Models include home country, host country, and year fixed effects.
Robust standard errors (clustered by home country) in parentheses.
**¥p < 0.01, **p < 0.05, *p < 0.1.
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interest in a US$1.4 billion oil venture (Kobrin, 2004). By
pouring millions into Sudan in the first place, Talisman had
clearly demonstrated that it was not preoccupied by gover-
nance quality in the markets where it invested. However,
even in the face of a widespread backlash against its eco-
nomic engagement in Sudan, it doubled down. After being
accused of fueling the Sudanese government’s atrocities
through the massive royalties it paid to Khartoum — US$306
million in 2000 alone (Carmody, 2001) — Talisman’s chief
executive officer Jim Buckee said: ‘| don't think we can be
held responsible for things that are beyond our power and
for the acts of other people.’ (Bakx, 2015). An investigation
prepared for the Canadian Ministry of Foreign Affairs in
2000 reached a different conclusion: Talisman’s Sudanese
operations were in fact contributing to the civil war (Bakx,
2015).

Over time, however, the perceived risks associated with
the Sudan investment, paired with pressure campaigns by
human rights campaigners, investors, and the Canadian
Government itself, proved too much. Activists would protest
outside the firm’s investor meetings (Bakx, 2015). At one

a resolution ‘to establish independent monitoring of its [Tal-
isman’s] compliance with the Canadian Business Code of
Ethics and to ensure that revenues that are derived from
the oil operation in Sudan are not being used by the gov-
ernment of Sudan to further its war efforts’ (Bakx, 2015).
Finally, Lloyd Axworthy, Canada’s then-Minister of Foreign
Affairs, extensively lobbied Talisman to ‘clean up its act and
stop contributing to the brutal violence’ in Sudan (Bakx,
2015). On 30 October 2002, the multi-pronged campaign
reached its goal, as the Canadian firm agreed sold its stake
in GNOP to a unit of the India’s state-owned Oil & Natural
Gas Corp for CAD 1.2 billion (Oil and Gas Journal, 2002). Eth-
ical concerns did not appear to be part of the decision. Buc-
kee commented the following regarding the sale: Talisman’s
shares have continued to be discounted based on perceived
political risk in-country and in North America to a degree
that was unacceptable for 12 percent of our production’
(Bakx, 2015).

It is important to note that Talisman Energy only owned a
quarter of the rights to GNOP. With a 40 per cent stake in
the project, Chinese state-owned enterprise Sinopec was the

such meeting, a group of institutional investors pushed forth venture’s largest shareholder. Unlike Talisman Energy,
Table 4. Dependent variable: African countries’ FDI inflows
Variables 1 2 3 4 5 6
Resources (% of GDP) 0.0105 0.0121 0.0109 0.00843 0.00921 0.00912
(0.0151) (0.0161) (0.0142) (0.0142) (0.0146) (0.0152)
China x resources (% of GDP) —0.0184*
(0.0102)
UN voting alignment (index) —0.985 —0.949 —1.148* —0.955 —-0.919 —0.834
(0.627) (0.665) (0.598) (0.619) (0.609) (0.611)
China x UN voting alignment (idex) 2.514%**
(0.508)
Development loans (log) —0.00853 —0.00685 —0.0130 —0.0161 —0.0109 —0.0101
(0.00931) (0.00969) (0.00997) (0.00982) (0.00839) (0.00968)
China x development loans (log) 0.0368***
(0.00980)
GDP, PPP (log) 1.075 1.067 1.230* 0.970 1.160 1.061
(0.709) (0.720) (0.719) (0.723) (0.722) (0.739)
China x GDP, PPP (log) —0.257**
(0.103)
GDP per capita, PPP (log) —-1.217 —1.215 —1.572 —1.027 —1.225 —1.007
(1.567) (1.600) (1.684) (1.536) (1.495) (1.551)
China x GDP per capita, PPP (log) —0.793%**
(0.194)
Governance (Index) 1.013%** 1.076%** 0.921%** 1.077%** 0.926*** 0.958***
(0.217) (0.230) (0.226) (0.217) (0.198) (0.211)
Language 0.522 0.590 0.846 0.605 0.572 0.698
(0.836) (0.778) (0.737) (0.817) (0.850) (0.870)
Colony 0.655 0.612 0.445 0.604 0.694 0.527
(0.573) (0.511) (0.452) (0.566) (0.600) (0.530)
Distance (log) 0.677 0.808 0.883 0.715 0.765 0.840
(0.859) (0.830) (0.782) (0.888) (0.804) (0.903)
Observations 1,396 1,396 1,396 1,396 1,396 1,396
R-squared 0.420 0.425 0.447 0.422 0.421 0.430
Notes: Models include home country, host country, and year fixed effects.
Robust standard errors (clustered by home country) in parentheses.
*Ep < 0,01, ¥¥p < 0.05, *p < 0.1.
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Table 5. Dependent variable: African countries’ FDI inflows (excluding South Africa)
Variables 1 2 3 4 5 6
Resources (% of GDP) 0.0131 0.0132 0.0146 0.0131 0.0105 0.00987
(0.0183) (0.0183) (0.0184) (0.0181) (0.0172) (0.0173)
China x resources (% of GDP) —0.00204
(0.00531)
UN voting alignment (Index) —1.090* —1.085* —1.184* —1.100** -0.910 —0.951*
(0.584) (0.594) (0.643) (0.532) (0.609) (0.576)
China x UN voting alignment (index) 1.621%%*
(0.249)
Development loans (log) —0.00743 —0.00721 —0.0144 —0.0228** —0.00937 —0.00911
(0.0129) (0.0126) (0.0109) (0.0100) (0.0121) (0.0124)
China x development loans (log) 0.0510%**
(0.0118)
GDP, PPP (log) 0.660** 0.660** 0.732** 0.520* 0.832** 0.595**
(0.297) (0.298) (0.315) (0.315) (0.337) (0.302)
China x GDP, PPP (log) —0.400%**
(0.0450)
GDP per capita, PPP (log) —0.816 —0.815 —1.051 —0.641 —0.841 —0.537
(0.947) (0.952) (1.078) (0.948) (0.923) (0.898)
China x GDP per capita, PPP (log) —0.715%**
(0.116)
Governance (index) 0.883*** 0.890*** 0.812%** 0.866*** 0.784*** 0.828*+*
(0.199) (0.214) (0.188) (0.175) (0.203) (0.163)
Language 0.238 0.246 0.462* 0.426 0.380 0.341
(0.368) (0.373) (0.272) (0.308) (0.327) (0.377)
Colony 0.243 0.237 0.132 0.181 0.262 0.177
(0.189) (0.198) (0.153) (0.143) (0.203) (0.184)
Distance (log) —0.0246 —0.0103 0.0134 0.0431 0.273 0.0128
(0.220) (0.212) (0.239) (0.235) (0.241) (0.264)
Observations 1,355 1,355 1,355 1,355 1,355 1,355
R-squared 0.443 0.442 0.453 0.447 0.444 0.447
Notes: Models include home country, host country, and year fixed effects.
Robust standard errors (clustered by home country) in parentheses.
***p < 0.01, **p < 0.05, *p < 0.1.

however, Sinopec never sold its stake in GNOP — it holds it
to this day. Furthermore, Chinese investors have continued
to pour money into Sudan. As Figure 2 demonstrates, in
2014, Sudan held the sixth largest stock of Chinese OFDI in
Africa. Beyond the commercial interests of its firms in Sudan,
Beijing has invested extensive political capital in the country.
For instance, in 2013, it began to play a mediator role in the
disputes between Sudan and newly independent South
Sudan (Large, 2016).

Though it precedes the time period analysed in this
paper's models, the GNOP case is illustrative of the findings
presented above. FDI flows is largely a function of firms'
profit motive rather than ethical concerns among investors
— among both Chinese and Western investors. This senti-
ment is echoed by the Talisman’s CEO’s various remarks on
his firm’s Sudan investment, including his common use of
the phrase ‘if the rock makes sense’ to justify it. The GNOP
case also highlights ways in which Chinese and Western FDI
flows to Africa differ in terms of how they respond to politi-
cal ties. Sudan’s relationship with the West took a turn for
the worst in 1989, when al-Bashir seized power in a coup. It
further deteriorated in 1991, when Osama bin Laden was
allowed to live in a riverfront property in Khartoum.

© 2021 University of Durham and John Wiley & Sons, Ltd.

This translated in a 28 per cent increase in the UN voting
distance between the Sudanese and Canadian governments
between 1989 and 1998 (Bailey et al.,, 2015). This increasing
political distance did not stop Talisman Energy from invest-
ing in Sudan. Furthermore, once Talisman Energy had
invested, the Canadian government had no easy means of
compelling it to divest. On the other hand, as discussed in
Section 3, Beijing has substantial leverage over where Chi-
nese firms invest, which explains the positive link between
political alignment and Chinese FDI flows.

8. Conclusions

This paper makes a few important contributions to the liter-
ature on the determinants of Chinese FDI. It is the first
paper to explicitly compare the determinants of Chinese
and Western commercial engagement using quantitative
models conducive to doing so. It is also the first to empiri-
cally test the relationship between political ties — instrumen-
talized through UN voting alignment and development
loans — and Chinese FDI flows. Finally, it explores the impli-
cations for FDI of a broader range of governance indicators
than the existing literature, as it disaggregates governance
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into political stability, corruption controls, democratic devel-
opment, and respect for human rights.

Unlike the existing literature, this paper finds no statisti-
cally significant relationship between natural resources and
Chinese FDI. It also finds that Chinese and Western FDI pat-
terns do not differ in that regard. The other economic vari-
ables tested in this paper, however, do impact Chinese and
Western FDI flows to Africa differently. Chinese FDI in Africa
is significantly less market-seeking, in terms of both GDP
and GDP per capita, than that of the West. In fact, while
GDP and GDP per capita relate positively to Western FDI,
the opposite is true with regard to China’s. Finally, this
paper finds that UN voting alignment and development
loans have positive impact on Chinese FDI flows to Africa —
and one that is significantly larger than that of the West.

When comparing Chinese and Western FDI to African
countries (besides South Africa), this paper finds that corrup-
tion controls have a significantly more positive association
with Western FDI than that of China, though the relationship
is positive for both in absolute terms. In other words, Chi-
nese firms invest more in countries with robust corruption
controls, though less so than their Western counterparts.
This is crucially different from the view that Chinese inves-
tors disproportionately flock to countries faced with high
corruption levels. With the exception of corruption controls,
this paper does not find that governance quality’s associa-
tion with Chinese FDI flows differ from the West's. This may
be due to the fact that this paper employs data spanning a
longer time period than the ones reviewed in Section 2,
which could suggest that Chinese firms are becoming more
averse to countries with poor governance outcomes over
time. It could also be because of the fact that it employs
aggregate FDI figures instead of project-level data, which
would suggest that small Chinese investments dispropor-
tionately flow to poorly governed countries. In any case, this
finding reveals the need for actors in academia, the media,
the private sector, and government, to re-evaluate their
notions regarding the forces that drive Chinese FDI.

This paper has key policy implications. First, if Western
countries are serious about good governance, they should
enforce policies to — at a minimum - prevent their firms
from contributing to or profiting from human rights abuses
or authoritarian policies. The fact that corruption controls
and respect for human rights have virtually no impact on
FDI is likely due to the fact that firms do not perceive these
issues will impact their bottom line. Most Western countries
enforce laws aimed at curbing corruption in the countries
where their firms invest — and some so with stiff financial
penalties. These laws work. As Cuervo-Cazurra (2006)
demonstrates, higher corruption levels are associated with
reduced FDI from countries that have signed the OECD Con-
vention on Combating Bribery of Foreign Public Officials in
International Business Transactions. Beyond the immediate
costs of operating in corrupt countries — in the form of bribe
payments — firms to which these laws apply have to con-
sider the potential costs of being caught. Five firms have
been forced to pay more than US$1 billion to US authorities
on penalties and disgorgements for their bribe payments
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abroad since 2017 (Cassin, 2021). The largest such penalty
ever, levied against Goldman Sachs in 2020, totaled US$3.3
billion. However, no laws aimed at curbing the potential
negative impacts of Western firms on human rights and
democracy worldwide are enforced in this way. As the Talis-
man case demonstrates, Western investors can contribute to
human rights violations abroad without having to worry
about such consequences.

Indifference to other countries’ governance outcomes is a
core feature of Chinese foreign policy. That said, Beijing
does appear to care about corruption — or at least the per-
ception that its firms engage in corrupt activities — enough
to pass legislation aimed at curbing it. In 2011 — a year
before President Xi took power and announced controversial
domestic anti-corruption reforms with great fanfare — China
quietly passed legislation to deter corrupt activities among
its firms operating abroad. The ‘Eight Amendment to the
Criminal Law’ is similar to initiatives implemented in recent
decades in the West, including the FCPA (Yin et al, 2011).
But it is largely symbolic (Bu, 2018). Enforcing this anti-
corruption law would underscore the seriousness of Beijing’s
drive to uproot corruption both domestically and interna-
tionally and counter the popular narrative that ‘corruption is
China’s friend'. Furthermore, as Chinese firms do not appear
to target corruption-ridden countries for investment, enforc-
ing the law might not hamstring the ability of Chinese firms
to compete abroad.

Finally, this paper unequivocally demonstrates the posi-
tive link between good governance and FDI inflows from
both China and the West among African countries. This
finding underlines the need for African governments that
want to attract FDI to continue pursuing a good gover-
nance agenda. The paper’s findings demonstrate that mea-
sures to improve political stability and curb corruption
would be particularly impactful in terms of attracting FDI.
The perceptions that Chinese investment dollars would
flow to countries with poor governance outcomes might
have slowed reforms, but this paper shows that these per-
ceptions are wrong.

Notes

1. Wooldridge's (2002) serial autocorrelation test for panel data models
was run for each model. The null hypothesis of no serial autocorrela-
tion was rejected in some models. Therefore, the dependent variable
was lagged in all the paper’s models. Doing so also helps address
the potential issue of reverse causality, which could arise, for exam-
ple, if FDI flows contributed to better governance or improved bilat-
eral political ties.

2. A variance inflation factor (VIF) test was run for this specification of
the model (in OLS) and the highest factor among the predictor vari-
ables was 2.23 (for language). Therefore, multicollinearity is not
deemed to be an issue.

3. The ‘political stability’ variable captures the World Bank Worldwide
Governance Indicator reflecting ‘perceptions of the likelihood of
political instability and/or politically-motivated violence, including ter-
rorism’ (World Bank, 2016) It is then indexed and converted to a
scale of 0 to 5, as follows: Political Stability and Absence of Violence
+ 2.5; The “corruption controls” variable indexes two distinct World
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Bank Worldwide Governance Indicators reflecting (1) “perceptions of
the extent to which agents have confidence in and abide by the
rules of society, and in particular the quality of contract enforcement,
property rights, the police, and the courts, as well as the likelihood
of crime and violence” and (2) “perceptions of the extent to which
public power is exercised for private gain, including both petty and
grand forms of corruption, as well as "capture" of the state by elites
and private interests” (World Bank, 2016). The resulting variable is
converted to a value between 0 and 5, as follows: [(Rule of Law +
Control of Corruption)/2] + 2.5; The ‘democratic development’ vari-
able indexes two sources of data: (1) the Center for Systemic Peace’s
Polity Project Data, which is based on electoral openness and com-
petitiveness, political participation, and checks and balances to con-
strain individuals in power and results in a score is on a scale of —10
to +10, where autocracies score between —10 and —6, democracies
between 6 and 10 and ‘Anocracies’ — regimes that fall somewhere
between democracy and autocracy — between —5 and 5 and (2) the
Freedom House data, which evaluates political rights, based on indi-
cators covering the electoral process, political participation, and the
functioning of government, as well as civil liberties, based on indica-
tors of freedom of expression, rights to association, rule of law, and
individual rights, which results in a score ranging between 1.0 and
7.0, where those considered free can score between 1.0 and 2.5,
those partly free between 3.0 and 5.0, and those not free between
5.5 and 7.0. Each dataset is indexed and converted to a scale ranging
between 0 and 5, as follows: [(Polity + 10)/4 + (7 - Freedom House)
*0.831/2; The ‘respect for human rights’ variable reflects the data on
human rights collected by Cingranelli, Richards, and Klay. Their data-
set — CIRI for short — contains quantitative indicators on respect for a
set of 15 human rights in 202 countries. It captures the years 1981
to 2011. The indicators are indexed and converted to a scale of 0 to
5, as follows: [Human Rights/14] * 5; Finally, the aggregate gover-
nance indicator is generated using a principal component analysis of
these same four governance indicators. In order to facilitate the
interpretation of the results, each of the variables outlined below, as
well as the aggregate governance indicator, are standardized as fol-
lows: (Score;; — Score,)/Score,

4. The implied response to changes in governance quality is computed
as emsrabiliry) -1

5. The implied response to changes in governance quality is computed
as e(/3Sr'abilir'y - pStability*China) _ 1
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