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Institutional Quality, Investment Motivation and Location
Choice of China’s Outward Foreign Direct Investment

Wang Shuli, Xiang Jiaojiao

(School of Economics, Wuhan University of Technology, Wuhan 430070, China)

Abstract: It has not yet reached a consensus from the empirical perspective on the
effects of the institutional quality of host countries on the location choice of China’s out-
ward foreign direct investment (OFDI). Based on the non-financial OFDI flow data from
142 host countries from 2003 to 2012, this paper employs two-stage Heckman selection
model and modified investment gravity model to investigate the effects of politics, economic
and legal institutional environments in host countries on technology-seeking. market-
seeking and resource-seeking OFDI choices and scales from the dual constraint perspectives
of investment motivation of the home country and institutional quality of the host coun-
tries. It comes to the following results: firstly, the investment choice and scale of China’s
OFDI show distinct institutional preference; particularly, China’s OFDI scale prefers to
advantageous institutional environment, but China’s OFDI choice prefers to disadvanta-
geous institutional environment; secondly, diversified investment motivations of home
countries have differentiated institutional preferences for the location choice of China’s
OFDI; in other word, China’s technology-seeking OFDI scale has the weak dependence on
the advantageous institutional environment and even prefers to poor institutional environ-
ment; while superior political stability, government effectiveness, regulatory quality and
corruption control are the most important institutional factors influencing market-seeking
and resource-seeking OFDI and positively affect investment scale. Under the background of
the adjustment to investment scale in China, this paper has meaningful enlightenments for
the optimization of the location of China’s OFDI and going-out strategy for enterprises.

Key words: institution; investment motivation; investment choice; two-stage Heckman
selection model
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