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Abstract
Purpose – The purpose of this paper is to comprehensively examine the influence of formal and informal
institutional differences on enterprise investment margin, mode and result.
Design/methodology/approach – This paper is based on 2,440 micro samples of large-scale outbound
investment from 609 Chinese enterprises from the years 2005 to 2016.
Findings – The study has found that formal institutional differences have little impact on investment
scale, but significantly affect investment diversification. In order to avoid the management risks
brought by formal institutional differences, enterprises tend to a full ownership structure. However, the
choice between greenfield investment and cross-border mergers and acquisitions is not affected by formal
institutional differences. In contrast, the impact of informal institutional differences is more extensive.
Both formal and informal institutional differences significantly increase the probability of
investment failure. Further research found that the Belt and Road Initiative (BRI) bridges the formal
institutional differences.
Originality/value – The study concludes that developing the BRI, especially cultural exchanges with
countries alongside the Belt and Road, will help enterprises to “go global” faster and better.
Keywords Formal institutional differences, Informal institutional differences, Belt and Road Initiative,
Large-scale outbound investment
Paper type Research paper

1. Introduction
Despite the late start of Chinese enterprises’ outbound investment, in recent years, under the
initiative and guidance of the Chinese Government, the pace of “going global” of Chinese
enterprises has accelerated rapidly. According to the 2016 World Investment Report of the
United Nations Conference on Trade and Development (UNCTAD), China’s outbound
investment ranked second in the world for the first time in 2015, which exceeded the amount
of inward foreign investment of the same year for the first time, thus becoming a net
exporter of capital. Better enterprises outbound investment will not only meet the
investment needs of other countries in the world, especially developing countries, but is also
conducive to China’s overcapacity reduction and industrial upgrading. However, at present,
international protectionism characterized by anti-globalization prevails, and Chinese
enterprises are facing challenges relating to host country’s legal regulations and social
culture in further deepening outbound investment cooperation. Therefore, it is of great
significance to examine the institutional factors behind the decision making and result of
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enterprise outbound investment from the micro perspective of enterprise large-scale
outbound investment.

Unlike global outbound investment, which mainly takes place between developed
countries, China’s outbound investment not only goes into developed countries, but also
flows to many developing economies ( Jiang and Jiang, 2012a). The diversification of
investment targets determines that in outbound investment, Chinese enterprises not only
face the challenges of formal institutional differences such as property rights protection,
legal norms and judicial systems, they are also challenged by differences in culture,
psychology, customs and other informal institutional differences. Moreover, Chinese
outbound investments are mainly carried out by state-owned enterprises, which often enjoy
ownership advantages such as soft budgetary constraints. They also have certain non-
market-driven motives, so a single investment often amounts to hundreds of millions of
dollars or even billions of dollars. Compared with small-scale outbound investment, these
large-scale investments are more likely to induce discriminatory policies in the host country.
Consequently, their investment scale, scope, model and result are special. The existing
literature mostly studies from the perspective of Chinese enterprises’ total investment and
lacks a focused discussion on this issue. Moreover, after China announced the Belt and Road
Initiative (BRI), whether the impact of institutional differences between the countries
alongside the Belt and Road and China on the decision making and result of large-scale
investment will change is vital to the implementation of the BRI in the future. Since few
papers have discussed this issue, this paper tries to fill the gap. Specifically, this paper uses
2,440 micro samples of 609 Chinese enterprises outbound investment from 2005 to 2016 to
discuss the effects of formal and informal institutional differences on the decision making
and result of enterprise investment. The paper shall also discuss whether the impact varies
due to the host country’s participation in the BRI.

This study has discovered that, first, formal institutional differences significantly hinder the
scope of large-scale outbound investment by enterprises but have no significant impact on the
scale of investment. At the same time, formal institutional differences drive enterprises to adopt
a full ownership structure but have no impact on the investment establishment model. Second,
in contrast, the informal institutional differences have more extensive influence on large-scale
outbound investment decision-making: expanding the scale of enterprise investment, reducing
the scope of enterprise investment and driving the enterprise to adopt a full ownership
structure and merger and acquisition mode. Third, both formal and informal institutional
differences significantly increase the probability of failure for enterprise large-scale outward
investment. Fourth, the complementarities created by the BRI on institutional differences are
mainly reflected in formal institutions, while the Initiative’s function of bridging the gap
between different cultures is relatively inadequate.

The contributions of this paper are as follows: first, this paper provides a
comprehensive framework to study the outbound investment by enterprises. Most of the
existing literature that discussed the decision making of enterprises’ outbound investment
focuses on the location choice of enterprises’ investment ( Jiang and Jiang, 2012b;
Wang et al., 2014; Qi and Yang, 2012). The author believes that the outbound investment
by enterprises is a systematic process, which includes the decisions of investment scale,
investment scope, ownership structure and establishment mode besides location selection.
It is of great significance to analyze these aspects of decision-making into a unified
research framework for a comprehensive understanding of enterprises’ outbound
investment behavior.

Second, this paper expands the study of the BRI. Most of the existing literature uses
qualitative methods to analyze the effect of the BRI on the countries alongside the Belt and
Road (Zhang and Liu, 2015). Only few literatures use a quantitative method, but they fail to
analyze the complementation of the BRI and institutional differences (Sun et al., 2017).
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This study provides reliable empirical evidence to understand the policy effects of the BRI and
its relevant conclusions provide guidance for further implementation of the BRI.

Finally, this paper analyzes detailed micro data of large-scale investment. The existing
studies mostly use the data of the total amount of Chinese enterprises’ outbound investment,
and it is difficult to reveal the structural characteristics of the outbound investment (Chen,
2014). The use of microdata on large enterprises’ outbound investment (over US$100m) helps
to analyze the structural characteristics of the enterprises’ outbound investment. In addition,
compares with small scale investment, large outbound investments are more susceptible to
institutional differences between home and host countries, then the use of micro data allow for
a more accurate estimation of the relationship between the two.

The rest of this paper is arranged as follows: the second part is literature review and
research hypothesis, the third part is research design, the fourth part is the results
analysis, the fifth part is further discussion and the sixth part is the conclusions and
policy implications.

2. Literature review and research hypothesis
2.1 Literature review
The research on Chinese enterprises’ outbound investment is mainly carried out from three
aspects. First, some literature has demonstrated the motivation of Chinese enterprises’
outbound investment from the perspective of enterprises’ individual characteristics. These
studies generally believe that companies with stronger competitive advantages and higher
productivity are more likely to invest abroad and are more likely to make larger investments
(Tian and Yu, 2012; Ge and Luo, 2013). Second, some literature has studied the impact of
enterprise outbound investment. Li and Jin (2011) found that Chinese enterprises’ outbound
investment creates reverse technology spillover in the regions where the enterprises are
located. Yu and Yang (2014) and Jiang and Jiang (2014) studied the export effects of outbound
investment, but due to the differences in research perspectives, the conclusions were different.
Furthermore, some literature studies the influencing factors of Chinese enterprises’ outbound
investment from the institutional environment of the host country and the institutional
differences between the home country and the host country (Habib and Zurawicki, 2002; Zong
et al., 2012). Among them, how the institutional differences affect the location choice of
enterprises’ outbound investment has received the most attention ( Jiang and Jiang, 2012b;
Wang et al., 2014). And, both formal and informal institutional environment and their
differences are seen as important factors influencing enterprises’ outbound investment ( Jiang
and Jiang, 2012a; Qi and Yang, 2012).

While the existing literature mostly focused on location selection, the process of enterprises’
outbound investment involves not only location selection, but also the selection on investment
scale and scope, ownership structure and investment modes. Although some papers have
analyzed the investment decisions of enterprises from different perspectives, they lack a unified
framework in discussing investment scale and scope, as well as the ownership structure and
investment mode (Liu and Yang, 2016; Zhou and Zhang, 2014). Furthermore, the ultimate goal
of enterprises’ outbound investment decision making is to improve the investment performance,
so it is necessary to examine the enterprises’ investment decision making and performance at
the same time (Liu and Yang, 2016; Yang et al., 2016). In view of this, this paper attempts to
construct a complete research framework in order to comprehensively examine the impact of
institutional differences on enterprises’ outbound investment decisions and results.

2.2 Theoretical analysis and research hypotheses
Generally speaking, to avoid risks, enterprises tend to choose a host country with a formal
institutional environment that is similar to that of its home country. Therefore, the smaller the
formal institutional differences between the home country and the host country, the large the
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scale of outbound investment (Habib and Zurawicki, 2002). A number of studies have pointed
out that this theory is only applicable to international investment between developed
countries, while Chinese enterprises are special in their outbound investment. Specifically,
since China’s outbound investment is mainly carried out by state-owned enterprises, they
have “two motives” and ownership advantages in outbound investment and may prefer to
invest in host countries whose formal institutions are very different from China (such as
African countries) ( Jiang and Jiang, 2012a; Morck et al., 2008). However, when investing in
host countries with similar formal institutions, Chinese enterprises can replace formal
institutions with “connections” to enjoy many conveniences brought by “non-market skills”,
thus greatly reducing the costs of institutional adaptation and organizational coordination
(Kolstad and Wiig, 2012). For multinational enterprises, the external environment is far more
complex than that of domestic operations, and the similarity of formal institutions makes it
easier for Chinese enterprises to understand the environments in both countries, which is
crucial for both market and non-market investment incentives. Therefore, when the formal
institutions of the host country and China differ greatly, the possibility of Chinese enterprises’
outbound investment is reduced. Enterprises’ foreign investment involves not only the scope
of investment, but also the scale of investment. For large enterprises, once they decide to enter
a certain host country, then the decision is a dominant strategy, and the impact of formal
institutional differences on investment scale may be extremely limited.

Similar to formal institutional differences, informal institutional differences such as
culture differences between home country and host country are also important factors
affecting enterprises’ outbound investment. Peretiatko and D’Souza (2005) pointed out that
cultural similarity can promote enterprises’ outbound investment. For example, similar
cultural backgrounds allow Australia to receive more outbound investment from US
companies than any other countries in the Asia-Pacific region. Chang and Rosenzweig
(2001) found that cultural differences can prevent firms from entering a host market. The
influence of cultural differences stems from the fact that different cultures contain different
business philosophy. Enterprises that have experienced the cultural influence of their home
country may face cultural conflicts when investing abroad, and their original internal
management model and organization strategy may not adapt to the cultural background of
the host country. Even large enterprises with a good management system and strong
adaptability cannot fully avoid such influence. Therefore, when the cultural and other
informal institutions between the host country and China differ greatly, the possibility of
large-scale outbound investment by Chinese enterprises will also decrease. However,
informal institutional differences such as cultural difference are different from formal
institutional differences. Compared with formal institutions, which is displayed through
explicit knowledge, the informal institutional differences such as cultural difference are
more hidden. Even when the home country and the host country share great similarities in
the formal institutions, the social culture of the host country may still hide resistance to
transnational corporations. Therefore, when enterprises decide to invest in a host country, in
order to avoid the cultural divergence, they tend to make a large investment in order to
strengthen the cultural attributes of the home country (Cui and Jiang, 2009).

Based on the above analysis, this paper proposes the following hypothesis:

H1. Formal institutional differences significantly reduce large-scale outbound
investment scope but have no significant impact on investment scale. Informal
institutional differences such as cultural differences significantly reduce the scope of
investment and help to expand the scale of outbound investment.

As for outbound investment, enterprises not only need to decide the scope and scale of
investment, but also need to choose an appropriate ownership structure and establishment
mode. According to the transaction cost theory, both formal institutional difference, such as
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law, and informal institutional difference, such as cultural difference, will significantly increase
the cost of information exchange and technology transfer between the home country and the
host country. Therefore, when there is a large institutional difference between the home
country and the host country, the enterprise tends to adopt a prudent investment strategy to
reduce the intensity and control of investment in the host country, resulting in the joint venture
model in the ownership structure (Pan and Lu, 2006). However, the institutional differences
between the home country and the host country may also make it difficult to effectively
transplant internal regulations and corporate culture into the joint venture, which could incur
risk for outbound investment. Therefore, enterprises may choose to gain absolute control of the
host country subsidiaries and to reduce the potential risk of internal management when faced
with institutional differences (Brouthers and Brouthers, 2000). For enterprises making large
outbound investments, risk aversion is clearly a higher priority than reducing the cost through
share transfer. Moreover, factors such as sufficient funding and bargaining power often drive
enterprises to favor the wholly-owned equity mode.

Enterprises choose the mode of cross-border merger and acquisition can also reduce the
intensity of outbound investment. In cross-border merger and acquisition, the parent
company directly acquires or merges foreign companies. While another important mode,
greenfield investment, means that the parent company establishes a brand-new enterprise in
the host country (Zhang et al., 2012). Through cross-border mergers and acquisitions, the
parent company can obtain the resources of the acquired company. Through greenfield
investment, the parent company can gain absolute control over the new company. But, of
course, it also needs to bear more fixed investment costs ( Jiang and Jiang, 2017).
For enterprises that make large-scale outbound investments, fixed costs are not the main
constraint, and companies tend to grasp control in order to maximize the company’s
unique advantages. Due to the existence of control claims, the positive relationship
between institutional differences and corporate bias toward cross-border M&A entry
patterns may be greatly weakened. However, when multinational companies invest in other
countries’ markets, compared with formal institutional differences, cultural and other
informal institutional differences are more prominent sources of risk at the national
level and cannot be eliminated in a short period of time. For large multinational
corporations, operating risks caused by cultural differences are especially serious.
Therefore, when faced with huge cultural differences, these corporations are more inclined
to choose the entry mode of cross-border mergers and acquisitions. Therefore, this paper
proposes the following hypothesis:

H2. Formal institutional differences drive companies to adopt a full ownership structure, but
doesn’t induce them choose cross-border M&A mode more. Informal institutional
differences such as culture not only increase the probability of companies adopting a
full ownership structure, but also make them choose cross-border mergers and
acquisitions rather than greenfield investment.

Institutional differences not only affect the enterprises outbound investment decision making
in many aspects, they ultimately will also increase the risk of investment failure. Formal
institutional differences between the home country and the host country can easily trigger
political conflicts between the two countries. Although the risks of direct confiscation,
expropriation and nationalization of enterprises’ outbound investment assets by the host
country have been significantly reduced, the host country government may transfer the
cost of political conflict caused by formal institutional differences to the enterprises through
discriminatory policies and other means and increase the probability of failure of outbound
investment (Yang et al., 2016; Yang, 2012). Moreover, when the cultural differences between
the home country and the host country are relatively large, in the context of counter-
globalization and increasing national sentiment, multinational corporations with the cultural
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imprint of the home country may become the target of public criticism and bear high
operational risks. In case of an outbreak of national sentiment, enterprise outbound
investment projects are likely to fall victim to the cultural gap. Especially in cases of large-
scale outbound investment, the impact on the host country’s economy, employment and
culture will be enormous, so these enterprises often bear the brunt in the conflict. Therefore,
this paper proposes the following hypothesis:

H3. Both formal and informal institutional differences will significantly increase the
probability of failure of large-scale enterprise outbound investment.

The impact of institutional differences on enterprises outbound investment is not static.
It may depend on the bilateral investment agreements and political relations
between the home country and the host country (Zong et al., 2012; Liu and Yang, 2016;
Yang et al., 2016). China launched the BRI at the end of 2013, which is conducive to achieving
connectivity and expanding exchanges and cooperation among the governments of countries
alongside the Belt and Road. As of August 2016, as many as 34 countries and international
organizations have signed intergovernmental cooperation agreements with China. One of the
priorities of the BRI is to speed up the implementation of the bilateral national free trade zone
strategy, which will promote the improvement of investment rules between China and the
countries alongside the Belt and Road, overcome the investment risks brought about by
formal institutional differences and create a formal institutional environment conducive to
outbound investments. However, in addition to the formal institutional environment, cultural
factors such as social customs, religious beliefs and social credit in countries alongside the Belt
and Road are also important factors that determine whether foreign capital can be recognized
by the host country. At present, the BRI still mainly focus on intergovernmental cooperation
and exchanges and lacks functional arrangements of informal institutions. Therefore, this
paper proposes the following hypothesis:

H4. The complementarities created by the BRI are mainly shown in formal institutional
differences. However, the Initiative still lacks functional arrangements to bridge
cultural differences.

3. Research design
3.1 Regression method
First, in order to analyze the influence of institutional difference between China and host
countries on the dual margin of large-scale outbound investment, the following model is
proposed:

of diijt ¼ a0þa1dif f jtþyXjtþliþmtþeijt : (1)

In this model, i, j and t represent the enterprise, the host country and year, respectively, and
ofdi represents the dual margin of outbound investment, which is decomposed into intensive
(investment scale) and extensive margin (investment scope). diff denotes the institutional
difference between China and the host country, including both formal and informal
institutional difference. Control variables on the national level are expressed as X, industry
fixed effect of investing enterprises as λi, time fixed effects as mt and the residual as εijt.

Second, the following model is created to demonstrate the influence of institutional
difference between China and the host country on enterprises’ investment mode:

Prob mod eijt ¼ 1
� � ¼ a0þa1dif f jtþyXjtþliþmtþeijt (2)

Outbound investment mode by enterprises is investigated from two perspectives, ownership
structure and mode of entry. In Equation (2), mode represents, on the one hand, different
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ownership structures. The value of this variable is 1 for wholly owned subsidiaries and 0 for
joint ventures. On the other hand, it also represents different modes of entry. The value of
mode is 1 for greenfield investment and 0 for mergers and acquisitions.

Third, the following model is constructed to analyze the influence of institutional
difference between China and the host country on investment result:

Prob troubleijt ¼ 1
� � ¼ a0þa1dif f jtþyXjtþliþmtþeijt (3)

In this equation, trouble represents the investment result. The value is 1 when the outbound
investment failed and 0 when succeeded.

Finally, to explore whether the BRI has changed the influence of institutional difference
between China and countries along the Belt and Road on outbound investment by
enterprises, the following model is constructed:

of diijt ¼ a0þa1dif f jtþa2dif f jt � barjtþa3barjtþyXjtþliþmtþeijt ; (4)

Prob modeijt ¼ 1
� � ¼ a0þa1dif f jtþa2dif f jt � barjtþa3barjtþyXjtþliþmtþeijt ; (5)

Prob troubleijt ¼ 1
� � ¼ a0þa1dif f jtþa2dif f jt � barjtþa3barjtþyXjtþliþmtþeijt : (6)

In this model, barjt represents whether the host country j has been influenced by BRI in year t.
As President Xi Jinping proposed the BRI at the end of 2013, for countries along the
Belt and Road, when t⩾ 2014, barjt is 1. Otherwise, the value is 0. diffjt and diffjt× barjt are two
core explanatory variables to pay attention to. If α2 and α1 are both positive or negative,
it indicates that BRI has reinforced institutional difference’s influence on outbound
investment. If the signs of α2 and α1 are opposite, it indicates that BRI has weakened
institutional difference’s influence on outbound investment.

3.2 Variables and data
3.2.1 Dependent variables. There are three types of variables: investment margin,
investment mode and investment result.

3.2.1.1 Investment margin. Referring to Liu and Yang (2016) and Yang et al. (2016),
this paper divides large-scale outbound investment margin into intensive and extensive
margins. Intensive margin refers to the average outbound investment by enterprises to
country–industry pairs in one year, and extensive margin refers to the quantity of
country-industry pairs of outbound investment by enterprises in one year. The equation is
as follows:

of diit ¼
X

j¼1;h¼1

of diijht ¼ of divalueitð Þ|fflfflfflfflfflfflfflffl{zfflfflfflfflfflfflfflffl}
int ensive

�
X
j¼1

of dinumijt

 !
|fflfflfflfflfflfflfflfflfflfflfflfflfflffl{zfflfflfflfflfflfflfflfflfflfflfflfflfflffl}

extensive

; (7)

where ofdiit stands for the total outbound investment by enterprise i in year t, and ofdiijht
stands for the investment by enterprise i in year t to industry h of country j. ofdivalueit
represents the average investment made by enterprise i in year t to the country–industry
pair, i.e. the intensive margin. ofdinumijt represents the number of industries in
country j that enterprise i has invested in year t, and the total sum on national level is the
extensive margin.

3.2.1.2 Investment mode. The outbound investment mode is investigated from two
perspectives: the ownership structure and the mode of entry. First, in terms of ownership
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structure, enterprises have two options: fully owned subsidiaries and joint ventures.
According to Zhou and Zhang (2014), a subsidiary is considered wholly owned by its parent
company if over 95 percent of its share is held by the parent company. Otherwise, it is a joint
venture. Thus a dummy variable sharemode is introduced to represent the ownership
structure of the outbound investment. The value of this variable is 1 for wholly owned
subsidiaries and 0 for joint ventures. Second, in terms of mode of entry, two options are
available: greenfield investment and mergers and acquisitions. Thus, a dummy variable
greenmode is introduced to represent the mode of entry. The value of this variable is 1 for
greenfield investment and 0 for mergers and acquisitions.

3.2.1.3 Investment result. A dummy variable trouble is introduced to denote the result of
the investment made to host country j by enterprise i in year t. The value is 1 if the
investment failed and 0 if succeeded.

3.2.2 Independent variables. Institutional difference variables are classified into formal
and informal institutions variables.

3.2.2.1 Formal institutional difference (Idiff ). Referring to Jiang and Jiang (2012a),
Wang et al. (2014) and Kolstad and Wiig (2012), this paper intends to evaluate the
quality of formal institutions of different countries based on World Bank’s Worldwide
Governance Indicators The indicators includes six dimensions, i.e. Political Stability,
Government Effectiveness, Regulatory Quality, Rule of Law, Voice and Accountability
and Control of Corruption. The average of the six indicators is taken as each country’s
final score of formal institutions. Formal institutional difference is calculated by the
score difference between China and the other countries. When the direction is not
considered, then the absolute difference of the two is taken. When the direction is
considered, if the host country’s formal institution is better than China, then there is
a positive difference; if the host country’s formal institution is worse than China, there is a
negative difference.

3.2.2.2 Informal institutional difference (Cdiff ). The most important aspect of the
informal institution of a country is the culture; therefore, this paper adopts culture
difference as the indicator to measure informal institutional difference between countries.
According to Hofstede (2005), cultural difference index incorporates four dimensions,
namely, power distance, uncertainty avoidance, individualism vs collectivism and
masculinity vs femininity. Considering states visits and cultural exchange activities
after the establishment of diplomatic relations will help narrow down the culture
difference, this study includes the history of diplomatic relations to the cultural difference
index. The equation for evaluating the informal institutional difference between countries
is as follows:

Cdif f j ¼

P4
i¼1

I ij�I icð Þ2
Vi

� �
4

þ 1
Tj

; (8)

where Cdiffj denotes the informal institutional difference between China and country i. Iij
is the value of the ith dimension of cultural indicator of country j, and Iic is the value of
the ith dimension of cultural indicator of China. Vi denotes the variance of the ith
dimension of cultural indicator. Tj is the years of diplomatic relation between China and
country j. 1/Tj shows that the longer the diplomatic relation, the smaller the informal
institutional difference.

3.2.3 Control variables. Referring to previous studies, this paper adds a series of control
variables in the regression model (Buckley et al., 2007; Qi andWang, 2012): labor standard of
the host country (Labor), measured by natural logarithm of tuberculosis incidence (per
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100,000 persons); natural resource of the host country (Resource), measured by the
percentage of ores and metals export to the total export; signing of Avoidance of Double
Taxation Agreement (sign): if agreement was signed between China and the host country in
that year, the value is 1, otherwise the value is 0; host country being a member of GATT or
WTO (Gatt): if so, the value is 1, otherwise the value is 0; economic development level of the
host country (InGdp), measured by natural logarithm of total GDP of the country or region;
years of diplomatic relationship (time), calculated based on the establishment year of
diplomatic relationship between China and the host country; geographic distance (Distance),
the natural logarithm of the geographic distance between China’s capital city and that of the
host country.

3.2.4 Sample and data. The data of outbound investment by enterprises are from China
Global Investment Tracker 2005–1016 created by American Enterprise Institute and the
Heritage Foundation. The data set documented all outbound investment over US$100m
(including verifiable investment and construction contracts) made by Chinese enterprises,
which can be used to study large-scale investment decisions by Chinese enterprises. The
data set provides detailed information about the volume, industry, country and result of
each investment, based on which the dual margin, investment mode and investment result
can be obtained. Data of formal institution quality are retrieved from Worldwide
Governance Indicator of World Bank; data of culture distance is from Hofstede’s website;
and the establishment year of diplomatic relationship is inquired from website of Ministry of
Foreign Affairs, the People’s Republic of China. Countries along the Belt and Road are listed
in the Statistical Communiqué on China’s Foreign Investment. Development indicators
including host country’s total GDP, GDP deflator, tuberculosis incidence, ratio of ores and
metals export to the total export are from the database of World Bank. Information of
Avoidance of Double Taxation Agreement between China and the host country is from the
website of State Administration of Taxation. The list of GATT and WTO members and
geographic distance between China and the host country is inquired from CEPII. Partially
missing values are filled with linear interpolation. Table I summarized descriptive statistics
of major variables.

4. Results
4.1 Baseline regression
4.1.1 Influence of institutional difference on investment margin. Table II presents the
regression result of the impact of institutional difference and the BRI on outbound
investment dual margins. Based on columns (1)–(4), formal institutional difference exerts a
positive influence on the intensive margin of outbound investment, but the influence does
not prove a statistical significance. While informal institutional difference has a significant
positive influence on the intensive margin of outbound investment, that is, the greater the
informal institutional difference, the larger the outbound investment scale. The results show
that cultural difference could bring about “Benefit of Foreignness.” Neither the estimated
cross-term between BRI and the formal institutional difference nor that between BRI and
informal institutional difference is significant, showing that in terms of an outbound
investment scale, BRI fails to be complementary to institutional difference.

Based on columns (5)–(8), both formal and informal institutional differences exert
significant negative influence on the extensive margin of outbound investment. This
means that similar institution is significantly preferred by large-scale outbound
investment enterprises. The more institutional similarities China and the host country
share, the lower the cost of policy adaptation and organizational coordination, so that the
more likely Chinese enterprises are to invest in the host country. Furthermore, compared
with formal institutional difference, informal institutional difference exerts greater
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negative influence on the extensive margin, which means it is more difficult to bridge
informal institutional difference including cultural and psychological gaps than to
adapt to policies, laws and other formal institutional difference. It takes time to better
understand the condition of host countries and effectively replicate the recessive
knowledge of enterprises when faced with wide cultural gaps. The estimated cross-term
between BRI and formal institutional difference is significantly positive and that between
BRI and informal institutional difference failed the test of significance, showing that BRI
helps to overcome formal institutional difference and expand investment scope, yet lacks
the function of bridging cultural and psychological gaps. The abovementioned results
proved H1 and H4.

4.1.2 Influence of institutional difference on investment mode. Table III shows the
regression result of the impact of institutional difference and the BRI on outbound
investment mode. From columns (1) to (4), estimated coefficients of formal institutional
difference are positive; the value in column (1) is not significant, and the value in column
(2) is significant at the 5 percent level. This means that the greater the institutional
difference between China and the host country, the more likely the enterprises are to
invest through wholly-owned subsidiaries. Estimated coefficients of informal institutional
difference are also positive, and the value in columns (3) and (4) are significant. This also
indicates that the greater the cultural difference, the more likely the enterprises invest
through wholly owned subsidies. When faced with great institutional difference, for the
purpose of risk aversion, having absolute control of overseas subsidiaries to reduce
potential risks of internal management overweighs the consideration of reducing
information transaction costs through equity transfer (Brouthers and Brouthers, 2000).

Variables Connotation
Sample
size

Mean
value SD Minimum Maximum

Intensive Natural logarithm of intensive margin of
outbound investment 2,440 6.213 0.841 4.605 9.680

Extensive Extensive margin of outbound investment 2,440 6.784 7.494 1 28
Sharemode Ownership structure (wholly-owned¼ 1, joint

venture¼ 0) 709 0.230 0.421 0 1
Greenmode Mode of entry (Greenfield¼ 1, M&A¼ 0) 2,440 0.134 0.340 0 1
trouble Investment result ( fail¼ 1, success¼ 0) 2,440 0.083 0.276 0 1
Idiff Natural logarithm of formal institutional

difference 2,440 −0.607 1.248 −7.711 0.866
Cdiff Informal institutional difference 1,806 2.211 1.382 0.322 5.626
bar Influenced by the Belt and Road Initiative or

not 2,440 0.134 0.341 0 1
Labor Natural logarithm of tuberculosis incidence

(per 100,000 persons) 2,440 3.288 2.073 0.470 6.884
Resource Natural logarithm of percentage of ores and

metals export to total export 2,440 0.949 1.589 −8.756 4.459
Sign Signed Avoidance of Double Taxation

Agreements with China or not 2,440 0.792 0.406 0 1
Gatt Whether the host country is a member of

GATT or WTO 2,440 0.716 0.451 0 1
Gdp Natural logarithm of host country’s economic

development level 2,440 25.980 4.057 19.223 30.460
Time Years of diplomatic relation 2,440 42.680 13.230 0 68
Distance Natural logarithm of geographic distance

between the host country and China 2,440 8.825 0.997 6.696 9.868

Table I.
Descriptive statistics
of main variables
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When carrying out a large-scale outbound investment, well-funded parent enterprises
pursuing discourse power are inclined to invest through wholly owned subsidiaries.
The estimated coefficient between BRI and formal institutional difference is significantly
negative and that between BRI and informal institutional difference failed the test of
significance. It shows that BRI can be a complement to the formal institution and reduce
risks of joint ventures, yet still lacks the function of bridging cultural gaps.

Based on columns (5)–(8), in terms of investment mode, estimated coefficients of formal
institutional difference in columns (5)–(6) failed the test of significance, while the estimated
coefficients of informal institutional difference in columns (7) and (8) are significantly
negative. This means that the formal institutional difference does not promote cross-border
M&A, while the larger the cultural difference is, the more likely the company is to adopt
cross-border M&A. The parent company obtains the technology, brand, marketing network
and other resources of the acquired enterprise through cross-border M&A; through
greenfield investment, the parent company obtains more control but has to bear more fixed
costs. For a parent company carrying out a large-scale outbound investment, its investment
decision is less likely to be constrained by fixed costs, but it is more difficult to manage
operational risk brought up by cultural difference than institutional difference. Therefore,
enterprises tend to acquire cultural identity through cross-border M&A. The estimated
cross terms between BRI and formal and informal institutional difference both failed the test
of significance, showing that the general tendency of going global at a rapid pace is not
influenced by BRI. Chinese enterprises tend to invest through cross-border M&A rather
than greenfield investment in the pursuit of high-speed internalization. The abovementioned
results proved H2 and H4.

4.1.3 Influence of institutional difference on investment results. Table IV shows the
regression result of the impact of institutional difference and the BRI on investment
performance. Based on columns (1)–(4), estimated coefficients of formal and informal
institutional difference are significantly positive, meaning that the possibility of outbound
investment failure grows with institutional difference. Compared with the research of Liu
and Yang (2016), this result further proves that informal institutional difference can also
enlarge risk of investment failure. The estimated coefficient between BRI and formal
institutional difference is significantly negative, while that between BRI and informal
institutional difference failed the test of significance. Thus, BRI can effectively reduce risk of
investment failure due to BRI as a complement to formal institutional difference, yet it is
not complementary to informal institutional difference. The abovementioned results proved
H3 and H4.

trouble
Variables (1) (2) (3) (4)

Idiff 0.112** (0.047) 0.174*** (0.051) – –
Idifff× bar – −0.248** (0.099) – –
Cdiff – – 0.134*** (0.050) 0.136** (0.058)
Cdifff× bar – – – 0.011 (0.108)
bar – −0.105 (0.179) – 0.216 (0.283)
Constant term −0.924 (0.602) −0.973 (0.610) −1.325* (0.776) −1.496* (0.803)
Control variable Y Y Y Y
Industry fixed effect Y Y Y Y
Time fixed effect Y Y Y Y
Sample size 2,391 2,391 1,753 1,806
Notes: *,**,***Significant at the 10, 5 and 1 percent significant levels, respectively

Table IV.
Institutional

difference, BRI and
investment result
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4.2 Robustness checks
Table V shows the results of robustness checks carried out with different variables and
different estimation methods. First, the formal and informal institutional difference used in the
baseline regression was the average value of various sub-parameters; thus, it is necessary to
verify the robustness with the sub-parameters. The parameter of “judicial effectiveness” is used
in columns (1) and (3) to measure the formal institutional difference, and the results are basically
the same as that of the baseline regression. The parameter of “individualism and collectivism” is
used in columns (2) and (4) to measure informal institutional difference, and the results are
basically the same as that of the baseline regression. Second, when explaining variables are
dummy variables, the Probit model was adopted in this paper; thus, it is necessary to verify the
robustness by Logit model. Results in column (5)–(10) demonstrate that the conclusions are still
valid under a different estimation method.

4.3 Endogeneity
The core explaining variables of the paper are institutional difference and BRI, which are less
threatened by endogeneity. Because, on the one hand, the institution of a country, which is a
result of long-term evolution, is unlikely to change in a short term; on the other hand, shock
from BRI comes up randomly, since the time when China proposes the initiative depends on if
consensus has been reached with other countries. Hardly can any country predict when China
will reach the equilibrium with other countries during the dynamic process of gaming
(Sun et al., 2017). Besides, nations are included into the BRI span because of their geographical
locations and historical backgrounds, which are exogenous in nature. However, errors may
exist in the measurement of institutional difference, and in order to ensure a certain level of
freedom, the author did not control fixed effect of country. Therefore, it is still necessary to test
the endogeneity that may exist in institutional difference. The lagged variable of institutional
difference after one year is adopted as the instrumental variable for TSLS regression. F-value is
larger than 10 in the first stage, indicating little problems exist in weak instruments. A detailed
report is omitted on account of space limitation. Table VI shows the results in the second stage,
demonstrating that the main conclusions of the paper are still valid considering endogeneity.

5. Further discussion
5.1 Estimates of different industries
The above analysis shows that the institutional differences between China and the host country
have an impact on the large-scale outbound investment by enterprises, and the BRI also bridges
institution difference to some extent. The next question is whether the conclusion still holds for
different industries. To answer this question, the author analyzes the heterogeneity between
manufacturing and service industries, and the results are showed in Table VII[1].

Panel A in Table VII shows estimates based on samples of the manufacturing
sector. It shows that the formal institutional differences between the host country and
China have significantly hindered the diversification of enterprises’ outbound investment
in the manufacturing industry, increased the probability of enterprises adopting a full
ownership structure and raised the possibility of enterprises’ failure in outbound
investment in the manufacturing industry. Similarly, informal institutional differences
also significantly hinder the diversification of enterprises’ outbound investment in the
manufacturing industry and increase the probability of failure of enterprises’ outbound
investment in the manufacturing industry. What is different is that informal institutional
differences also significantly reduce the probability that enterprises will adopt
the greenfield investment when investing in the manufacturing industry. In addition,
the complementarities created by the BRI are more conspicuous in formal institutional
differences than in informal institutional differences.
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Panel B in Table VII shows the estimates based on the service industry samples. It can be
seen that both formal and informal institutional differences have significantly expanded the
scale of enterprises’ outbound investment in the service industry. However, formal
institutional differences have significantly reduced the scope of enterprises’ outbound
investment in service industries. This supports the fact that China’s outbound investment in
service industry is mainly concentrated in a few developed countries. In addition, the bigger
the difference between the formal and the informal institutions, the more likely for
enterprises to adopt a full ownership structure when investing in the service industry.
It is worth mentioning that the differences between formal and informal institutions have
not significantly affected the results of enterprises’ outbound investment in service industry.
This shows that the receiving countries of Chinese enterprises’ service industry investment
have effective market mechanisms and strict institutional norms, which, to some extent,
alleviates the risks brought about by institutional differences.

5.2 Estimates of positive and negative institutional differences.
The above analysis does not distinguish positive and negative institutional differences
when examining formal institutional differences. Therefore, the author further studies
whether the above conclusion still holds true in countries with superior and inferior
institutions compared with China, and the results are shown in Table VIII.

Panel A in Table VIII reports the estimates based on positive institutional difference
samples. It showed that the enterprises’ outbound investment scale did not increase as the
institutional differences for the host country whose formal system is superior to China. This
shows that the escape response theory cannot effectively explain the outbound investment
behavior of Chinese enterprises (Zong et al., 2012). Formal institutional differences have not
significantly hindered the diversification of enterprises’ outbound investment, indicating
that a strong institutional environment has a moderating effect on formal institutional
differences. In sharp contrast to this, informal institutional differences still significantly
hinder the diversification of enterprises’ outbound investment, indicating that the strong
institutional environment has failed to effectively bridge cultural differences.

Panel B in Table VIII reports the estimates based on samples of negative institutional
differences. It can be found that for the host country whose formal system is inferior to China,
the formal system differences have not significantly increased the scale of enterprises’
outbound investment, but have significantly reduced the scope of enterprises’ outbound
investment. This shows that Chinese enterprises prefer a good market economy system for
outbound investment. Although a host country whose formal institution is inferior to China
may have a large market and rich natural resources, Chinese enterprises still favor a good
institutional environment (Wang et al., 2014). It is worth noting that neither formal nor
informal institutional differences have significantly affected the ownership structure and
establishment of enterprises’ outbound investment. The possible reason is that Chinese
enterprises have a strong unique advantage when investing in a host country whose formal
system is inferior to China; therefore, the host country’s environmental factors have limited
influence on the decision-making of investment.

6. Main conclusions and policy implications
The report of the 19th National Congress of CPC clearly pointed out that “We should pursue
the Belt and Road Initiative as a priority, give equal emphasis to ‘bringing in’ and ‘going
global’; We will develop new ways of making outbound investments, promote international
cooperation on production capacity.” Optimizing outbound investment concerns not only
location decisions, but also the investment structure, equity mode, establishment pattern and
investment performance. However, most of the existing studies are focused on one aspect of
outbound investment; they lack a global vision and a unified framework. Moreover, among
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quantitative analyses of the BRI, few studies have been carried out on the relationship
between the BRI and institutional differences. Based on the micro data of 2,440 large-scale
outbound investments of 609 enterprises in China from 2005 to 2016, this paper examines the
institutional factors affecting large-scale outbound investment decision-making and result, as
well as the functional arrangement of the BRI from the perspective of formal and informal
institutional differences, thus filling the gap in the existing research field.

The study shows that formal and informal institutional differences have different
impacts on large-scale outbound investment decisions of enterprises. Formal institutional
differences have significantly hindered the scope of large-scale outbound investment by
enterprises, but have no significant impact on the scale of investment. At the same time,
with formal system differences in place, enterprises are more likely to adopt a full ownership
structure, yet their choose greenfield investment or not remain unaffected. In contrast,
informal institutional differences have a wider impact on large-scale outbound investment
decisions of enterprises: they expand the scale of enterprise investment, hinder the scope of
enterprise investment and are more likely to give rise to a full ownership structure and a
merger and acquisition mode. As for the performance of large-scale outbound investment by
enterprises, both formal and informal institutional differences have significantly increased
the probability of failure. The complementarities created by the BRI is mainly reflected in
formal institutions, and its function of bridging cultural differences is still insufficient.

There is heterogeneity among different industries and institutions about the above
conclusions: on the one hand, unlike the manufacturing industry, formal institutional
differences have significantly expanded the scale of enterprises’ outbound investment in
service industry, and none of the institutional differences has significantly increased the
probability of enterprises’ investment failure in service industry. On the other hand, the
negative impact of formal institutional differences on the diversification of investment by
Chinese enterprises is only reflected in cases where the formal institution is inferior to that of
China, reflecting that Chinese enterprises tend not to invest in countries with inferior
institutions. Compared with the host country whose institution is superior to China, the
outbound investment mode and performance of Chinese enterprises are less related to the
institution difference when investing in a country with an inferior institution, which may be
due to the ownership advantage of state-owned enterprises.

The policy implication of this paper is that in helping enterprises to make better and
faster outbound investment, the government should accurately assess the risks that may be
brought about by institutional differences, and put in place relevant preventive measures
and risk guarantees. Based on the institutional environment of the host country and the
specific attributes of industry of the enterprise's investment, government can guide
enterprises in decision-making regarding a reasonable investment scale, an appropriate
investment scope, a suitable percentage of ownership and an establishment mode. In
addition, deepening the BRI and building closer regional cooperation is one of the key
strategies to be considered in the top-level design to help Chinese enterprises’ large
scale outbound investment. We should not only strengthen the interconnection with the
official institutions of the countries along the Belt and Road through exchange of visits
between political leaders and building sister cities, but also carry out functional
arrangements to bridge cultural differences such as establishing Confucius Institute and
holding cultural festivals.

Note

1. In this paper, the number of outbound investment in agriculture is only 26; therefore, the sample
size is too small to be taken in to consideration.
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