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Political Risk Aversion and OFDI
Strategy Choice of Chinese Enterprises

Li Lili, Qi Jianhong

(School of Economics s Shandong University s Ji’nan 250100, China)

Abstract: The political risks have become one of the most important reasons for OFDI
losses Chinese firms suffer. However, firms can avoid risks and reduce losses by choosing
a reasonable investment strategy. This paper employs the OFDI firm-level data from Direc-
tory of Overseas Investment Enterprises (Institutions) from 2004 to 2013 to investigate
the strategy choice of Chinese firms facing the host countries’ political risks, and the mod-
erating effect of investment experience on political risks, by using binary choice model,
propensity score matching method and conditional Logit fixed effect model. Our findings
suggest the higher the host countries”’ political risks are, the more the firms tend to adopt
sequential investment, and investment experience can help firms to avoid and reduce some
political risks, and improves the OFDI probability of firms in the host countries with high
political risks; additionally, marketing OFDI firms have larger reaction flexibility to the
host countries’ political risks than production OFDI firms, and with investment experi-
ence, the former is less sensitive to the political risks. It provides useful idea and reference
for how to effectively avoid the host countries’ political risks and raise the probability of
successful M& A in the going-out process of Chinese enterprises.

Key words: political risk; sequential investment; investment experience; propensity
score matching; conditional Logit model (FriEs% = 47
(E#&% 109 )
structure, in the depreciation scenario, the output of China’s agriculture and industry will
ultimately decrease after expansion for several years; by contrast, the output of service
sector will keep decreasing. In a word, none of these two scenarios is conducive to China’s
economic development in the long term. In contrast, the world’s major economies like
ASEAN, Japan, and the United States will benefit from RMB depreciation a lot in the long
term. Therefore, Chinese government should formulate reasonable policies to strengthen
expectation management, implement differentiated trade policies, improve multilateral co-
operation and respond to the risks resulting from international exchange rate fluctuations
actively.

Key words: RMB exchange rate; CGE model; macro-economy; international impact
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