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INSTITUTIONAL DIFFERENCES, “THE BELT AND ROAD INITIATIVE”
AND CHINA’S LARGE-SCALE OUTWARD FOREIGN INVESTMENT

——Based on a Perspective of Investment Margins, Modes and Failure

SHEN Kun-rong JIN Gang

(School of Economics, Nanjing University)

Abstract: Based on the 2440 large-scale foreign investment samples of 609 enterprises in China from
2005 to 2016, this paper examines the impact of formal and informal institutional difference on the outward
foreign investment margins, modes and performance. The results show as follows. Formal institutional
difference has little influence on the scale of investment, but it has a significant impact on the diversifica-
tion of investment. In order to avoid the management risk brought by formal institutional difference, en-
terprises prefer to choose full ownership structure. However, whether enterprises choose greenfield in-
vestment or cross-border mergers and acquisitions is not affected by formal institutional difference. In con-
trast, the impact of informal institutional difference is more extensive. Both formal and informal institu-
tional difference will significantly increase the probability of failure of outward foreign investment. This
paper also finds that “the Belt and Road Initiative” can mitigate the risks brought by formal institutional
difference. The conclusion shows that it is necessary to deepen “the Belt and Road Initiative”, especially to
develop the cultural exchanges with the countries along the Belt and Road, to help enterprises to go out-
ward faster and better.

Key words: formal institutional difference; informal institutional difference; “the Belt and Road Initi-

ative”; large-scale outward foreign investment

33



