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The European Union and the BRIC countries systematically invest in the further 

development of economic relations with countries along the Belt and Road Initiative 

corridors. Upgrading these “arteries” of trade and financial flows comes along with 

geopolitical upheavals in the context of ensuring the countries’ energy security, which came 

to the fore during the war in Ukraine. This study employs the PPML estimator in order to 

assess the factors lying behind outward FDI flows from i) the European Union countries and 

ii) the Russia-India-China group towards the BRI countries during the 2009-2019 period, 

focusing on the nexus between FDI, institutional quality and debt exposure. Robust 

empirical evidence confirms complementarity effects between bilateral trade and FDI when 

controlling for the EU as source economies. The findings indicate “remedial” effects in 

terms of institutional development, as political instability is compensated with higher 

government effectiveness, in order for countries to attract foreign investment. 
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1.  INTRODUCTION 

 
The optimal utilization of domestic natural resources in order to sustain economic 

growth, as well as to enhance energy and food security, has always been a strategic goal 
of all countries worldwide. Especially in the case of the world’s major economies, this 
strategy becomes even more evident by channelling foreign investment towards less 
developed countries with abundant natural resources. Attracting FDI also constitutes a 
strategy for least developed countries (LDCs) or developing countries in order to 
upgrade outdated or substandard infrastructure, making foreign investment a widely 
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accepted strategy for enhancing economic cooperation between states. The BRI initiative 
is considered to be the largest infrastructure investment project in history (Williams et 
al., 2019), focusing to a large extent on the Eurasian “corridor” (Garlick, 2020), even if 
is not the only investment project along the Eurasian axis. The Global Gateway, set out 
by the EU, also focuses on major investments in energy and transport infrastructure, 
among others (European Commission, 2021). Even though the incentives for economic 
penetration in the Eurasian corridor countries may not differ much, however the 
strategies implemented, as well as the framework for cooperation and, ultimately, 
interdependence, may vary between different investing partners. 

In recent years, developing and, in particular, transition economies have emerged 
both as FDI source and host countries (Bulatov, 2017). Some of the major destinations 
of FDI from BRIC countries during the pre-global financial crisis period (2002–2009) 
are tax heavens, as evidenced by the data on cumulative stock of outward investment 
approvals (Andreff, 2015). China’s foreign policy is firmly oriented towards enhancing 
energy security to sustain economic growth, thus strengthening ties with Middle East 
and Central Asia countries (Iran, Saudi Arabia, Kazakhstan), which however are not 
necessarily accompanied by Chinese direct investment in local energy sectors (Garlick 
and Havlová, 2020). Parepa (2020) stresses China’s strategic autonomy policies applied 
in the BRI context, in order to foster asymmetric partnerships and maximize its 
influence over the Central and Southeast Asia routes. Garlick (2020) refers to the 
incentives that may be lying behind the establishment of certain “corridors” under the 
BRI context, such as the China - Pakistan Economic Corridor (CPEC), aiming at 
maintaining a “geopolitical counterweight” to the neighbouring India. 

Being primarily a domestic demand-driven economy, India has been through several 
institutional changes in order to gradually enter the global marketplace. By April 2022, 
the Indian government has signed thirteen free trade agreements and several memoranda 
of understanding (IBEF, 2022). Significant increase in outward foreign investment from 
India has been recorded since the mid-2000s. FDI is mainly directed towards Asian and, 
to a lesser extent, African countries, while by the end of the previous decade, there exists 
a clear convergence between Indian outward FDI in manufacturing and services sector 
(Reji, 2019). Indian outward FDI from high-tech industry is mainly directed to 
developed countries, while FDI in medium-tech industry is directed to developing ones. 

Since Russia’s transition to a market economy, the country’s outward FDI flows 
exceed inward FDI flows (Kalotay, 2008). According to 2014 data, about 90% of 
outward FDI is directed to offshore entities in the Caribbean (Bank of Russia, 2015). 
The recent decline in Russian outward FDI stock from 2014 onwards can be largely 
justified by the sanctions imposed on Russian Federation by the Western countries, the 
relatively low prices mainly for hydrocarbons, the collapse of the ruble exchange rate 
and, lately, the pandemic crisis from 2020 onwards (Kuznetsov, 2021). The literature 
refers to the potential role of Russian SMEs – not being representing political entities or 
state-owned enterprises – in the restoration of diplomatic and economic relations 
between Russia and the EU after the “sanctions war”, suggesting Kaliningrad as a pilot 
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zone for the EU-Russia cooperation (Liuhto, 2015). It becomes evident that the invasion 
in Ukraine in 2022 has further complicated dialogue efforts to resolve bilateral disputes, 
by prolonging the period of energy insecurity in the European Union, but also by 
complicating the management of food insecurity in some of the most populous least 
developed countries worldwide. 

The paper is divided into five sections. Section 2 focuses on the literature related to 
some of the major determinants of FDI. Section 3 presents the formulation of the 
hypotheses and the methodological framework. Section 4 outlines the paper’s main 
empirical findings and Section 5 summarizes the robustness checks. Finally, Section 6 
concludes the research. 

 
 

2.  LITERATURE REVIEW 

 

Foreign Direct Investment expresses the internationalization of production, being 
one of the three components of international economic interdependence, along with 
trade in goods, services and financial assets (Jansen and Stokman, 2004). The benefits of 
FDI in the recipient (host) countries can be extended to the introduction of new 
production processes, as well as to the upgrading the local workforce’s skills (Alfaro et 
al., 2004). FDI is considered to facilitate knowledge and technological spillovers in host 
countries, while accelerating their integration into international trade (OECD, 2002; 
Alfaro et al., 2004). Moreover, the choice of FDI to represent international financial 
flows is evidenced by the fact that the share of FDI in GDP is more important for 
developing countries compared to the developed ones, at the same time being a 
comparatively less volatile index of financial integration (Albuquerque, 2003). 

Bénassy-Quéré et al. (2005) evaluate the effect of institutional quality on FDI stock 
in developing countries, by employing the OECD database. Chenaf-Nicet and Rougier 
(2016) apply the gravity model methodology in order to examine the effect of 
macroeconomic volatility in the source countries on FDI flows from the 
Euro-Mediterranean countries towards the MENA region. Crescenzi et al. (2021) try to 
capture the impact of national and sub-national Investment Promotion Agencies on FDI 
inflows in Europe. The literature also refers to a complementary relationship between 
trade and investment (Brainard, 1997; Pantulu and Poon, 2003), considering the latter as 
an alternative channel for multinational companies to penetrate new consumer markets 
(Cadestin et al., 2018). 

FDI is often directed to less developed or developing countries with an abundance of 
natural resources – such as several African or Eurasian countries – focusing mainly on 
energy resources (OECD, 2002). A major strategic goal of the EU and Chinese FDI 
towards the countries along the Eurasian axis is the acquisition of energy resources. 
Garlick and Havlová (2020) refer to the EU approach of strengthening bilateral relations 
with Saudi Arabia and Iran, in order to secure oil and gas reserves. From the Chinese 
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side, Zhao et al. (2020) suggest that China’s outward FDI, which is oriented to the 
energy sector can enhance the country’s energy security, the effect being more 
pronounced when foreign investment is more oriented towards developing countries, 
rather than the developed ones. In the case of India, Nepal et al. (2021) find a strong 
energy-output-FDI long-run nexus, considering energy-efficient techniques adopted 
through foreign investment essential for reducing carbon emissions. In the BRI context, 
Lu et al. (2021) suggest a unidirectional causal relationship from energy consumption 
towards foreign direct investment. 

The level of corruption in host countries is often employed as a determinant of FDI 
inflows (see, for example, Wei, 2000), but its impact seems rather ambiguous. Part of 
the literature suggests that corruption substitutes the institutional inefficiency of host 
countries, in order to promote and accelerate foreign investment (the “grease the wheels” 
hypothesis), thus capturing a positive relationship between corruption and FDI (Barassi 
and Zhou, 2012; Subasat and Bellos, 2013). Zander (2021) reports on complex 
country-specific effects of corruption on FDI, by the use of relevant data from the World 
Governance Indicators database of the World Bank, highlighting a negative impact on 
foreign investment, on the occasion of the Panama papers revelation. Bénassy-Quéré et 
al. (2005) indicate the positive effect of government efficiency on FDI attraction, when 
studying the role of institutional quality on FDI, by making use of a set of 52 host 
countries. 

The literature has already confirmed an enhancing effect of lower debt levels on the 
countries’ economic growth path (Krugman, 1988; Reinhart et al., 2012). The fiscal 
implications imposed by the governments in order to service debt acts as a repulsive 
force to multinational enterprises (MNEs), which seek safer environments to invest 
(Reinhart, 2012). Tanna and Li (2018) suggest that the FDI-induced growth effect is 
dependent on the external debt constraint. They identify a threshold of external debt of 
61-69%, as a GDP percentage, under which foreign direct investment enhances 
economic growth. As for the link between external debt accumulation and FDI in 
Sub-Saharan Africa, Azolibe (2022) reports on a negative relationship between external 
debt and FDI inflows, which turns to positive when external debt interacts with 
corporate tax, infrastructure, economic growth and military expenditure proxies. 

 
 

3.  MODEL 

 
In our methodological approach, data on inward FDI stock (value) derive from the 

CDI Survey of the International Monetary Fund. The aim is to assess in each case the 
factors lying behind the “cumulative trace” of past FDI flows (stock) during the 
2009-2019 period, whether they come from the EU-27 members or the 
Russia-India-China group, which is hereinafter referred as the RIC countries. The 
aggregate sample includes observations on FDI stock a) regardless of the FDI-source 
economy, b) the second sample is limited to the EU-27 members as source countries, 
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while c) the third is limited to FDI from the RIC group towards the BRI countries. Four 
research hypotheses are formulated here, in order to examine if they are valid for RIC 
and EU countries as FDI source economies. 

 
Hypothesis 1. Bilateral trade between host and source economies is complementary 

to foreign investment. 
Hypothesis 2. The BRI countries’ financial integration process comes along with an 

FDI-energy supply tradeoff between host and source economies. 
Hypothesis 3. Institutional quality in host economies exerts a positive effect on FDI. 
Hypothesis 4. The BRI countries’ debt exposure discourages FDI. 
 
The sample of host countries refers to the majority of the countries included in the 

seven BRI corridors, namely i) Bangladesh - China - India - Myanmar, ii) China - 
Central West Asia, iii) China - Indochina Peninsula, iv) China - Mongolia - Russian 
Federation, v) China - Pakistan, vi) New Eurasian Land Bridge and the vii) 21st-C 
Maritime Silk Road corridor. The full sample of host countries is provided in Appendix 
A. The period under study refers to the years between 2009 and 2019, which is further 
delimited to the most recent period between 2013 and 2019, due to the limited 
availability of data derived from the Heritage Foundation. 

The PPML estimator is considered appropriate in order to examine the determinants 
of FDI according to the relevant literature (Sosa Andrés et al., 2013; Cieślik and Ghodsi, 
2021), even if the share of zero FDI observations is large (Yotov et al., 2016), but also to 
account for heteroscedasticity in the error term (Santos Silva and Tenreyro, 2006). 
Especially in the cases of zero FDI values, we employ the ln( 	 + 	   ) form of the 
dependent variable, which allows its logarithmic form by setting  = 1 
(Bénassy-Quéré et al., 2005). The PPML estimator is considered appropriate to estimate 
theory-consistent general equilibrium effects of trade policies (Larch and Yotov, 2016). 

Exporter-time and importer-time fixed effects aim to control for any unobservable 
multilateral resistances, while pair fixed effects are introduced in order to account for 
endogeneity of trade policy variables (Anderson and van Wincoop, 2003; Baier and 
Bergstrand, 2007; Yotov et al., 2016). The inclusion of observations related to inward 
FDI stock from EU-27 members towards host countries belonging to the BRI corridors 
that are also EU-27 members (e.g. Czechia, Poland) was deemed necessary in order to 
further control for multilateral resistance effects. We take into account eventual deterrent 
effects of intra-EU past capital investment flows on FDI towards the rest of the BRI 
countries, which account for the majority of the host countries in the sample. 

Some of the most common time-invariant covariates are introduced in the model 
(Equation 1), in order to proxy for the bilateral trade cost term. The variable        
refers to the natural logarithm of bilateral distance between FDI host country (ℎ) and 
FDI source country ( ), while          acts as a dummy variable to capture the 
common border effect. Data for both variables derive from the CEPII database (Mayer 
and Zignago, 2011, Table 1). Apart from the geographic determinants, time-variant 
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proxies reflecting the business environment in BRI countries are included in the 
equation, such as the Business Freedom Index (        ) and the corporate tax rate 
(         ), in order to further control for foreign investment costs. Estimations for 
both indexes derive from the Heritage Foundation database. 

 
         	     	     	 = 	 (      ,         ,         ,          ).    (1) 
 
Both economic “masses” for FDI-host and source economies,     and    , 

respectively, are expressed here in US dollars at current prices (UNCTAD). Coefficients 
referring to the sum of the countries’ economic sizes (Equation 2) are calculated when 
taking into account for country-time and country-pair fixed effects, as for example in 
Cieślik and Ghodsi (2021). 

 
        	    		 = 	 (   ,    , (   +	   )).        (2) 
 
The following set of variables is employed to capture any complementarity effects 

between foreign investment and trade flows (Equation 3),        standing for FDI-host 
country’s imports (value) from FDI-source country, while          referring to the 
FDI-host country’s fuel exports (value) to FDI-source country. Especially for the latter 
variable, the aim is, in addition, to assess the economic-energy dependency interplay 
between FDI partners. The trade openness variable          is a common proxy in 
order to capture trade integration effects, and, finally, the        dummy controls for 
the impact of partners’ bilateral WTO membership on FDI. 

 
     	           	 = 	 (      ,       ,         ,         ).     (3) 
 
The set of the six World Governance Indicators (WGI) is also introduced here 

(Equation 4) in order to control for host countries’ institutional quality effects on foreign 
investment. The World Bank’s measurements assess the level of freedom of the Press 
and free expression of citizens (Voice and Accountability,      ), political stability and 
absence of violence (     ), government effectiveness (     ), the level of regulatory 
quality (     ), rule of law (     ) and corruption levels (     ). Typically, their 
corresponding scores range between -2.5 and 2.5. 

 
             	       	 = 	 (     ,      ,      ,      ,      ,      ).    (4) 
 
Finally, we introduce several host-specific variables reflecting the levels of the BRI 

countries’ exposure to public (       ) and, especially, external debt (        ). 
Relevant data on the share of host countries’ public debt-to-GDP ratio are available from 
the Heritage Foundation database (Equation 5), while data on external debt stocks (% of 
GNI) derive from the World Bank (World Development Indicators). The whole set of 
data sources is further explained in Table 1. 
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    	        	 = 	 (       ,         ).         (5) 
 
 

Table 1.  Variable Definitions and Data Sources 

Variable Definition Source Mean Std. Dev. Min Max 

     
      (log) Inward FDI stock by 

host & source country 
IMF CDIS 217.7 2526.2 0 183275.9 

disths (log) Bilateral distance CEPII 7114.6 4456.9 47.8 19644.6 

contighs Common border CEPII 0 0.2 0 1 

yht (log) GDP (h), billions of 
constant (2015) US dollars 

UNCTAD 212.9 396.8 1.3 2891.6 

yst (log) GDP (s), billions of 
constant (2015) US dollars 

UNCTAD 298.7 1027.9 0.03 14342.9 

imphst (log) (h) imports from (s), 
millions of current US dollars 

UNCTAD 343.8 2147.3 0 81867.7 

wtohst Dummy variable (0,1) for 
both WTO members 

WTO 0.7 0.5 0 1 

tradopht Sum of exports and imports 
(% of GDP) 

UNCTAD 91.3 40.6 27.4 211.2 

flexphst (log) (h) fuel exports to (s), 
millions of current US dollars 

UNCTAD 100.3 1107.8 0 73233.5 

vacht Voice & Accountability (h) WGI -0.4 0.9 -2.2 1.6 

pstht Political Stability (h) WGI -0.3 0.9 -2.8 1.6 

gefht Governm. Effectiveness (h) WGI 0.0 0.7 -1.8 1.9 

corht Control of Corruption (h) WGI -0.3 0.8 -1.7 2.4 

reqht Regulatory quality (h) WGI 0.0 0.8 -2.2 2.1 

lawht Rule of Law (h) WGI -0.2 0.7 -1.8 2.0 

bsfreeht Business Freedom Index (h) Heritage F. 67.2 11.9 20.0 99.9 

corptaxht Corporate tax rate (h) Heritage F. 19.2 9.3 0.0 45.0 

pdebtht Public debt (% of GDP) (h) Heritage F. 45.4 25.3 1.6 139.7 

exdebtht External debt stocks (% of 
GNI) (h) 

World 
Bank 

6.4 3.6 -1.7 15.6 

Note: Authors’ elaboration. 

 
 
The methodological choice of the log-log form is a common practice in econometric 

models that examine the link between FDI and other factors (Bénassy-Quéré et al., 2005; 
Arif-Ur-Rahman and Inaba, 2020; Nepal et al., 2021). The generalized form of the 
equation to be estimated is as follows: 
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     =   +         +           +      +      +           

+	        +           +           +        +           

+	        +         +         +         +             

+	            +           +            +    +     

+	   +      

(6) 

 
Controlling for multilateral resistance implies the estimation of FDI host-time and 

FDI source-time fixed effects (Head and Mayer, 2014; Yotov et al., 2016). Pair fixed 
effects are also taken into account in the models, as they are considered to carry 
systematic information about trade costs (Egger and Nigai, 2015). In Equation 6, we also 
included country-pair (   ) and country-time (    and    ) fixed effects, while      
being the robust error term. Summary statistics with regard to our dependent and 
explanatory variables are reported in Table 1. 

The methodological inclusion of Russian Federation, India, and China as the second 
group of FDI-source countries can be justified by the fact that all three belong to the 
developing economies’ group, based on the UN classification. They are also 
geographically located – mainly or entirely – in the Asian part of the BRI corridors and, 
finally, they belong to the BRICS group. At the same time, including these economies in 
a single sample facilitates obtaining statistically significant results, which would be less 
feasible if we would examine their outward FDI orientation separately. 

 
 

4.  EMPIRICAL RESULTS 

 

Our findings confirm the first hypothesis, namely the complementarity relationship 
between FDI and bilateral trade in the context of the BRI countries as FDI-host 
economies (Tables 2-7), but this is not always confirmed for the RICs as FDI-source 
partners (Tables 3 and 4, 6 and 7). In this case, the coefficients remain positive, even 
though insignificant in most models. And while foreign investment is mainly directed to 
the most open BRI economies (aggregate model), robust estimations on the trade 
openness coefficients (Table 4) show that this is not the case for EU or RIC foreign 
investment to the BRI. With regard to the hypothesis of an FDI-energy supply tradeoff, 
the results are largely statistically insignificant for the          coefficients. It could be 
argued that, at least for the entire period (2009-2019), this tradeoff does not exist for EU 
source partners, to the extent that EU foreign investment seems to be mainly oriented 
towards non-fuel exporter BRI countries. 

As for the WTO effect, it seems that the context of economic interdependence is 
gradually formed regardless of whether FDI recipients are WTO members or merely 
WTO observers. The geopolitical importance of the BRI corridors is what attracts the 
investment interest of major economies such as the EU and RIC countries, without being 
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so important whether source countries are already WTO members. It should be noted 
that, apart from the Russian Federation’s WTO accession in 2012, all other FDI-source 
countries under study are already WTO members prior to 2009. It could be inferred that 
the Russian Federation’s late entry certainly biases our estimates on the impact of 
FDI-host countries’ WTO accession on FDI, at least for the 2009-19 period (Tables 2-4). 

 
 

Table 2.  PPML Models on Amount of FDI (stock): 2009-2019 

Dep. variable:      
      Aggregate EU RIC 

Bilateral distance -0.383*** (37.78) -0.181*** (9.62) -0.737*** (10.92) 

Common border -0.248*** (11.15) -0.171*** (6.08) 0.198*** (3.23) 

(log) Host country’s GDP 0.190*** (24.13) 0.214*** (16.15) 0.185*** (5.07) 

(log) Source country’s GDP 0.183*** (32.02) 0.111*** (9.78) 0.312*** (6.41) 

(log) Host country’s imports (b) 0.164*** (41.64) 0.152*** (13.67) 0.082*** (2.91) 

Both WTO members 0.066*** (3.26) -0.124*** (3.43) 0.084 (1.38) 

Trade openness (h) 0.001*** (2.95) 0.001** (1.93) -0.000 (0.42) 

(log) Host country’s fuel exports (b) 0.020*** (9.90) 0.009*** (3.21) 0.003 (0.56) 

Voice & Accountability (h) 0.516*** (35.16) 0.646*** (29.88) 0.387*** (7.40) 

Political Stability (h) 0.042*** (3.43) 0.063*** (3.94) 0.213*** (5.36) 

Governm. effectiveness (h) 0.151*** (4.60) 0.320*** (7.85) -0.012 (0.11) 

Regulatory quality (h) 0.862*** (29.20) 0.665*** (17.42) 1.010*** (9.04) 

Rule of Law (h) -0.882*** (23.15) -1.041 (21.58) -1.102*** (8.67) 

Control of Corruption (h) -0.606*** (17.38) -0.431*** (10.35) -0.370*** (3.58) 

External debt stocks (h) -0.038*** (12.79) -0.047*** (12.35) -0.031*** (3.54) 

Constant -3.142*** (30.62) -3.318*** (22.35) -0.999** (2.08) 

Observations 90127 12612 1722 

Adjusted R-squared 0.476 0.558 0.429 

AIC 171389.4 44003.2 7262.319 

BIC 171540 44122.28 7349.539 

Hausman test 0.000*** 0.000*** 0.000*** 

Fixed effects No No No 

Notes: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively.  

Source: Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 
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Table 3.  PPML Models on Amount of FDI (stock): Bilateral & Year FE, 2009-19 

Dep. variable:      
      Aggregate EU RIC 

(log) Host country’s GDP 0.113*** (2.99) 0.195*** (3.66) -0.057 (0.48) 

(log) Source country’s GDP 0.154*** (3.52) 0.377*** (4.52) 0.292** (2.25) 

(log) Host country’s imports (b) 0.012*** (2.76) 0.024** (2.05) 0.003 (0.40) 

Both WTO members -0.074** (2.40) -0.062 (1.59) -0.040 (0.48) 

Trade openness (h) 0.003*** (4.89) 0.001 (1.36) 0.003 (1.34) 

(log) Host country’s fuel exports (b) 0.003 (1.56) -0.004 (1.51) 0.012 (1.00) 

Voice & Accountability (h) 0.109*** (2.50) 0.035 (0.54) 0.208 (1.27) 

Political Stability (h) 0.223*** (10.58) 0.151*** (6.50) 0.290*** (3.10) 

Governm. effectiveness (h) -0.107** (2.23) -0.112** (1.97) -0.452** (2.24) 

Regulatory quality (h) 0.490*** (7.59) 0.306*** (4.34) 0.815*** (3.19) 

Rule of Law (h) -0.226*** (4.62) -0.088 (1.46) -0.457** (1.96) 

Control of Corruption (h) -0.070* (1.79) -0.012 (0.25) -0.344** (2.25) 

External debt stocks (h) 0.200*** (6.86) 0.204*** (5.39) 0.152 (1.24) 

Constant -5.495*** (6.65) -4.939*** (4.62) -4.527* (1.73) 

Observations 20492 6529 1189 

Adjusted R-squared 0.883 0.912 0.809 

AIC 59778.56 21683.35 4071.048 

BIC 59960.9 21839.39 4187.908 

Hausman test 0.000*** 0.000*** 0.000*** 

Year FE Yes Yes Yes 

Bilateral FE Yes Yes Yes 

Notes: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively.  

Source: Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 
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Table 4.  PPML Models on Amount of FDI: Country-time & Country-pair FE, 2009-19 

Dep. variable:      
      Aggregate EU RIC 

Bilateral distance 1.309*** (16.50) -0.391*** (3.65) -1.088*** (15.20) 

Common border  0.349*** (2.78) 1.071*** (12.74) 

(log) Host country’s GDP 0.113*** (2.99) 0.190** (2.41) 0.636*** (8.61) 

(log) Source country’s GDP 0.154*** (3.52) 0.804*** (19.64) -0.292*** (2.76) 

(log) Host country’s imports (b) 0.012*** (2.76) 0.005 (0.95) 0.021 (1.16) 

Both WTO members -0.074** (2.40) 1.561*** (9.76) -0.084 (0.56) 

Trade openness (h) 0.003*** (4.89) -0.013*** (5.81) -0.004*** (2.62) 

(log) Host country’s fuel exports (b) 0.003 (1.56) -0.003** (1.93) 0.008 (0.89) 

Voice & Accountability (h) 0.109*** (2.50) -0.284 (1.19) -0.621*** (11.97) 

Political Stability (h) 0.223*** (10.58) 0.426*** (2.62) 0.523*** (7.50) 

Governm. effectiveness (h) -0.107** (2.23) -0.247 (0.41) 2.301*** (10.60) 

Regulatory quality (h) 0.490*** (7.59) 1.720*** (8.69) 0.442*** (3.96) 

Rule of Law (h) -0.226*** (4.62) 0.664 (0.68) -2.511*** (7.67) 

Control of Corruption (h) -0.070* (1.79) -1.327*** (2.80) -0.039 (0.25) 

External debt stocks (h) 0.200*** (6.86) -0.013 (0.24) 0.141*** (7.74) 

Constant -16.33*** (18.80) -5.482*** (4.48) 5.794*** (4.15) 

Observations 20492 6220 1071 

Adjusted R-squared 0.883 0.953 0.924 

AIC 59778.56 21553.29 3602.621 

BIC 59960.9 25762.99 4055.469 

Hausman test 0.000*** 0.000*** 0.000*** 

Year FE Yes Yes Yes 

Bilateral FE Yes Yes Yes 

Note: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively. 

Source: Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 
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Table 5.  PPML Models on Amount of FDI Reported by Host Country: 2013-19 

Dep. variable:      
      Aggregate EU RIC 

(log) Host country’s imports (b) 0.279*** (95.32) 0.271*** (50.38) 0.245*** (15.71) 

Voice & Accountability (h) 0.717*** (50.81) 0.722*** (35.64) 0.518*** (10.81) 

Political Stability (h) 0.054*** (3.33) 0.018 (0.89) 0.201*** (3.63) 

Governm. effectiveness (h) 0.209*** (6.06) 0.128*** (2.73) -0.203* (1.87) 

Control of Corruption (h) -0.887*** (30.57) -0.763*** (20.50) -0.534*** (5.66) 

Business Freedom Index (h) 0.021*** (20.47) 0.018*** (12.99) 0.017*** (4.46) 

Corporate tax rate (h) 0.005*** (4.37) 0.006*** (3.40) 0.010*** (2.91) 

Public debt (h) -0.005*** (13.76) -0.004*** (8.70) -0.005*** (3.91) 

Constant -4.131*** (45.12) -3.561*** (24.86) -3.503*** (8.33) 

AIC 125690.1 30856.01 4885.6 

BIC 125770.7 30919.32 4930.096 

Observations 57549 8386 1037 

Adjusted R-squared 0.445 0.546 0.330 

Note: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively. 

Source: Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 

 

 

The fourth hypothesis is also confirmed in the BRI context. Higher public debt 
exposure threatens macroeconomic and, subsequently, political stability in FDI recipient 
countries with a clear strategic orientation to attract foreign investment. The lower the 
FDI-source countries’ public debt, as a percentage of national GDP, the higher the 
inward FDI intensity, and this is confirmed by the corresponding negative coefficients 
presented in Tables 5-7. BRI countries’ high debt exposure acts indeed as a deterrent to 
attracting foreign investment from both the EU and RIC countries, based on the 
assumption of the beneficial role of macroeconomic stability in FDI attraction (OECD, 
2002). The need to attract foreign investment becomes more imperative when FDI-host 
countries remain exposed to high external debt. Robust coefficient signs become 
positive in all three models (aggregate, EU, and RIC models), suggesting that the higher 
the external debt of the FDI-host countries, all others remain constant, the more 
pronounced the FDI from EU and RIC to the BRI countries (Tables 3-4). 
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Table 6.  PPML Models on Amount of FDI: Country-time & Country-pair FE, 2013-19 

Dep. variable:      
      Aggregate EU RIC 

(log) Host country’s imports (b) 0.009** (2.45) 0.054*** (3.27) 0.018 (0.22) 

Voice & Accountability (h) -2.254*** (12.97) 0.728*** (3.44) -1.670*** (14.91) 

Political Stability (h) 0.817*** (6.25) -0.447*** (3.10) -0.218* (1.75) 

Governm. effectiveness (h) 4.040*** (17.85) 0.500*** (3.60) 4.882*** (18.72) 

Control of Corruption (h) 0.225 (0.68) -0.644*** (3.66) -1.563*** (10.03) 

Business Freedom Index (h) -0.187*** (16.84) 0.031*** (7.88) -0.104*** (31.77) 

Corporate tax rate (h) 0.114*** (10.32) 0.023*** (3.71) 0.022*** (3.51) 

Public debt (h) -0.005*** (4.38) -0.022*** (18.53) -0.030*** (10.07) 

Constant 7.531*** (8.91) -1.245*** (2.94) 4.649*** (6.01) 

Observations 12345 4172 672 

Adjusted R-squared 0.949 0.962 0.950 

AIC 37830.55 14381.56 2328.034 

BIC 44531.72 16884.34 2666.303 

Hausman test 0.000*** 0.000*** 0.000*** 

Host-time FE Yes Yes Yes 

Source-time FE Yes Yes Yes 

Country-pair FE Yes Yes Yes 

Note: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively. Source: 

Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 

 
 
The introduction of proxies associated with trade costs (distance, common border) 

and trade integration seems to be associated with the reversal of signs – if we compare 
the results between Tables 6 and 7 – in the coefficients on political stability and 
government effectiveness. This is true for both EU and RIC source partners. The greater 
the distance between the host and source country, ceteris paribus, the more decisive 
becomes the consolidation of economic interdependence with greater foreign investment 
flows from source to host countries. It could be argued that the remote host countries’ 
low performance, in terms of government effectiveness, is offset by a greater need to 
enhance political stability, so as to attract international capital flows. 
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Table 7.  PPML Models on Amount of FDI: Country-time & Country-pair FE, 2013-19 

Dep. variable:      
      Aggregate EU RIC 

Bilateral distance 0.643** (6.57) -0.158** (2.33) 2.781*** (2.90) 

Common border 4.067*** (14.82) 0.524*** (4.47) 5.327*** (3.98) 

Log of (yht + yst) 0.076 (0.77) 0.178 (1.54) -0.962 (1.48) 

(log) Host country’s imports (b) 0.010** (2.25) 0.046*** (2.81) 0.021 (0.26) 

Both WTO members 0.094 (0.84) 0.369 (1.37) 0.055 (0.08) 

Trade openness (h) 0.048*** (16.40) 0.006* (1.62) 0.038*** (2.65) 

(log) Host country’s fuel exports (b) -0.000 (0.22) -0.001 (0.81) -0.005 (0.60) 

Voice & Accountability (h) 1.261*** (5.13) 0.660*** (5.74) -1.655*** (4.82) 

Political Stability (h) -0.246** (1.99) 0.324 (1.15) 1.080*** (18.90) 

Governm. effectiveness (h) -2.191*** (5.84) -1.267*** (3.68) -4.975*** (6.58) 

Regulatory quality (h) -0.431* (1.73) 0.916*** (4.96) -1.461*** (6.81) 

Rule of Law (h) 3.556*** (10.77) 0.703* (1.87) 4.673*** (4.00) 

Control of Corruption (h) 0.130 (0.70) -0.892** (2.01) -0.394 (0.99) 

Business Freedom Index (h) -0.088*** (14.73) 0.009*** (2.96) 0.108*** (3.66) 

Corporate tax rate (h) 0.010 (0.65) 0.027*** (3.17) 0.103*** (3.68) 

Public debt (h) 0.003* (1.90) -0.009*** (2.71) -0.029*** (4.63) 

Constant -7.997*** (5.16) -2.845* (1.73) 4.932*** (4.30) 

Observations 11659 4047 672 

Adjusted R-squared 0.950 0.965 0.950 

AIC 35575.39 13998.51 2331.585 

BIC 42026.11 16438.83 2678.875 

Hausman test 0.000*** 0.000*** 0.005*** 

Host-time FE Yes Yes Yes 

Source-time FE Yes Yes Yes 

Country-pair FE Yes Yes Yes 

Note: *, **, and *** indicate statistical significance at the 10%, 5%, and 1% level, respectively. Source: 

Authors’ calculations. (h) stands for host countries, (b) stands for bilateral trade. 

 
 
The voice and accountability index (     ) captures perceptions of the extent to 

which a country's citizens are able to participate in selecting their government, as well as 
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freedom of expression, freedom of association, and a free media (World Bank, 2022). 
The coefficients take mixed signs during the 2009-2019 period (Tables 2-4), however 
safer conclusions can be drawn during the most recent time interval (Tables 5-7). The 
robust results in Tables 6 and 7 reveal the most significant difference in the orientation 
pattern of EU and RIC foreign investment towards the BRI countries: the higher the 
voice and accountability scores in the FDI-host countries, ceteris paribus, the greater the 
intensity of FDI from the EU and, at the same time, the lower the intensity of FDI from 
RIC countries. This can be at least partially justified if taking into account that a 
significant share of EU foreign investment is also directed to EU member states with 
relatively higher       scores which belong, at the same time, to the BRI corridors. 

FDI orientation towards host destinations with relatively lower corporate tax rates 
could be expected as an appropriate strategy of MNEs, in order to increase profitability, 
and this is confirmed for both EU and RIC countries. Higher business freedom indexes 
are generally considered critical for attracting FDI. However, the mixed signs (Tables 6 
and 7) in the case of RIC countries may suggest that the above assumption may not be 
always valid, as long as MNEs can more effectively cope with the prevailing corporate 
tax rates in host countries, as opposed to the generally small-size domestic companies. In 
the EU case, higher business freedom scores in FDI recipients prove to be significant for 
the European MNEs’ penetration. Given the reversal of signs, between Tables 6 and 7, 
for political stability, government effectiveness, and business freedom coefficients in the 
RIC-FDI model, it could be inferred that the national governments’ strategies to attract 
FDI – that is, higher government effectiveness scores – can become crucial in times of 
political instability or in cases of less business-friendly environments. 

 
 

5.  ROBUSTNESS CHECKS 

 
In the BRI context, FDI acts rather as a complementary to bilateral imports, in order 

to accelerate BRI economies’ financial integration, without a similar complementarity 
relationship being confirmed when controlling for the host countries’ trade openness 
(Tables 4 and 8). Once more, no sign of a tradeoff between energy supply and foreign 
investment is detected. As a final component of trade integration, bilateral WTO 
membership does not exert a clear effect on FDI intensity, which may be justified that a 
non-negligible share of BRI countries are not WTO members or merely WTO observers. 

The negative link between public debt levels and FDI attraction, shown in Tables 5-7, 
is also confirmed in Table 9. Ceteris paribus, FDI attracting performance is associated 
with lower public debt exposure, a finding that advocates that unsustainable debt can put 
the countries’ macroeconomic stability at risk (IMF, 2022). Robust results suggest a 
tradeoff between foreign capital investment and external debt, showing that foreign 
investment is generally directed towards BRI countries with higher external debt 
exposure, a finding which is confirmed once again for the Russia-India-China FDI 
source countries. No firm conclusions can be finally drawn about the EU partners. 
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Table 8.  PPML Models for FDI from the EU: Trade Integration Effects, 2013-19 

Trade integration EU RIC 

 Coeff. P > | z | Coeff. P > | z | 

(log) Host country’s imports (b) 0.047 (2.87) 0.004 0.024 (0.29) 0.770 

WTO membership -1.75 (18.77) 0.000 -0.149 (0.51) 0.612 

Trade openness 0.002 (1.49) 0.137 -0.006 (5.04) 0.000 

(log) Host country’s fuel exports (b) -0.001 (0.81) 0.417 -0.004 (0.55) 0.586 

Constant -4.981 (20.64) 0.000 2.416 (2.16) 0.031 

Observations 4047  672  

Adjusted R-squared 0.965  0.950  

AIC 14004.84  2329.987  

BIC 16464.07  2672.767  

Hausman test 0.000***  0.005***  

Note: Authors’ calculations, (b) stands for bilateral trade. 

 
 

Table 9.  PPML Models for FDI from the EU: Debt Exposure Effects, 2013-19 

Trade integration EU RIC 

 Coeff. P > | z | Coeff. P > | z | 

Public debt -0.016 (3.24) 0.001 -0.006 (2.85) 0.004 

External debt stocks 0.071 (1.20) 0.232 0.270 (22.59) 0.000 

Constant 0.552 (1.14) 0.253 0.773 (5.07) 0.000 

Observations 4047  672  

Adjusted R-squared 0.965  0.950  

AIC 14000.58  2326.045  

BIC 16440.9  2659.804  

Hausman test 0.000***  0.000***  

Note: Authors’ calculations. 

 
 

The regressions covering the decade between 2009 and 2019 (Tables 2-4) 
highlighted the crucial role of political stability in attracting foreign investment during 
the financial crisis period. With regard to the same time interval, the “greasing the 
wheels” hypothesis seems to be also confirmed, highlighting the impact of higher 
corruption levels in facilitating investment flows. High levels of corruption in FDI host 
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countries may act, to some extent, as a “Trojan horse” in order to facilitate investment 
penetration processes, to the extent that the developing countries’ path to institutional 
development turns out to be time-consuming. During the most recent period 
(2013-2019), we reported on a “remedial” effect between lower political stability scores 
with higher government effectiveness scores, and vice versa (Tables 6-7). It could be 
argued that regressions in Table 10 suggest different patterns of FDI orientation, 
depending on whether source countries are the EU or RIC countries: With regard to EU 
FDI, higher political stability levels compensate higher corruption levels, while as 
regards the RIC foreign investment, lower political stability levels compensate with 
lower corruption levels. 

 
 

Table 10.  PPML Models for FDI from the EU: Institutional Quality Effects, 2013-19 

Trade integration EU RIC 

 Coeff. P > | z | Coeff. P > | z | 

Voice & Accountability (h) 0.273 (3.25) 0.001 -1.358 (22.51) 0.000 

Political Stability (h) 0.224 (1.53) 0.126 -0.447 (7.77) 0.000 

Governm. effectiveness (h) -0.807 (2.06) 0.039 -1.834 (14.86) 0.000 

Regulatory quality (h) 0.932 (4.06) 0.000 -0.416 (6.06) 0.000 

Rule of Law (h) 1.681 (2.12) 0.034 3.569 (33.09) 0.000 

Control of Corruption (h) -2.464 (3.05) 0.002 0.961 (18.14) 0.000 

Constant 1.515 (13.29) 0.000 0.241 (4.08) 0.000 

Observations 4047  672  

Adjusted R-squared 0.965  0.950  

AIC 13996.58  2326.045  

BIC 16424.29  2659.804  

Hausman test 0.000***  0.02**  

Note: Authors’ calculations. 

 
 

The BRI countries’ higher voice and accountability scores matter more in attracting 
FDI from the European Union than from the RIC group, as confirmed in all three pairs 
of regressions by the differentiated coefficient signs (Tables 6, 7, and 10) during the 
latest period. Foreign investment from the RIC countries is clearly oriented towards 
recipient countries with relatively poor performance on indicators related to citizens’ 
participation in elections, freedom of expression and association, free media, among 
others.  
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6.  CONCLUSION 

 

Three of the four hypotheses have been at least partially confirmed in the present 
study. Complementarity effects between bilateral trade and FDI were identified when 
controlling for the EU FDI-source countries, but the results with regard to the RIC 
countries are consistently insignificant. No FDI-energy supply tradeoffs were detected 
during the period under study. As regards our third hypothesis, the findings indicated 
“compensating” effects in terms of institutional development during the recent period 
(2013-2019), as lower/higher political stability scores are compensated with 
higher/lower government effectiveness scores, respectively, in order for BRI countries to 
attract foreign investment. As for the entire period (2009-2019), it appears that political 
stability becomes crucial for FDI attraction in times of global financial instability. 
Finally, the fourth hypothesis is also partially confirmed. High public debt exposure acts 
indeed as a deterrent to attracting international capital flows, but this is not the case 
when it comes to the BRI countries’ external debt. 

The methodological choice of grouping three FDI-source countries such as the 
Russian Federation, India and China, certainly does not mean to suggest the existence of 
a single pole at the eastern end of the Eurasian axis. The distinction between EU and 
Russia-India-China groups is done exclusively by geographical and income criteria, the 
latter as defined by the UN classification. There exist obvious differences between the 
aforementioned developing countries, both in terms of their production model and 
demographic structure, but also in terms of institutional, socio-political and historical 
context. For example, voice and accountability scores for the Russian Federation change 
from -0.90 to -1.12, for India from 0.46 to 0.27, and for China from -1.70 to -1.60 
between 2009 and 2019 (World Bank, 2022). The study does not underestimate the 
gradual formation of a multipolar global economic system under way, which is expected 
to alter the balance of economic power at the international level and is certainly 
accelerating in the current wartime situation. 

The current energy crisis, as a result of the war in Ukraine, has highlighted in the 
most emphatic way the current energy efficiency issues, as well as the geostrategic 
importance of natural gas pipelines, especially along the Eurasian axis, given that the 
natural gas is considered a key transitional fuel towards the transformation of the global 
energy sector. The prospects of the EU strategy for the gradual decoupling from Russian 
natural gas can eventually imply a resurgence of coal demand for power generation. This 
becomes a setback towards the achievement of the environmental goals set by the Paris 
agreement, unless more modern and ecologically friendly techniques are applied. In any 
case, we consider that financial integration and energy interdependence issues will 
become increasingly intertwined, even though this is not confirmed in the present study. 
Economic interdependence between countries, despite any “thrombotic” incidents in 
flows of energy resources – borrowing the Greek medical term of “hampering the flows” 
– during wartime, can be the only way in a world where absolute resource 
self-sufficiency of states seems rather an ideal situation. International economic 
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cooperation is one way forward, giving rise to mutual understanding and cooperation 
between the states. 

 

 

 

APPENDIX 

 
Table A1.  The sample of FDI host countries by BRI corridor 

Country name Corridor name Country name Corridor name 

Bangladesh 

Bangladesh-China-India-Myanmar 

Belarus 

China-Mongolia-Russian 
Federation 

Bhutan Estonia 

India Latvia 

Myanmar Lithuania 

Nepal Mongolia 

Sri Lanka 
Russian 
Federation 

Albania 

China-Central West Asia 

Pakistan 

China-Pakistan 

Armenia Bahrain 

Azerbaijan Kuwait 
Bosnia and 
Herzegovina 

Oman 

Bulgaria Qatar 

Croatia Saudi Arabia 

Georgia 
United Arab 
Emirates 

Islamic Republic of 
Iran 

Yemen 

Iraq Czech Republic 

New Eurasian Land 
Bridge 

Israel Hungary 

Jordan Slovak Republic 

Kyrgyzstan Slovenia 

Lebanon Poland 

North Macedonia Kazakhstan 

Romania Ukraine 

Syrian Arab Republic Egypt 

21st-C Maritime Silk 
Road 

Tajikistan Ethiopia 

Turkey Indonesia 

Turkmenistan Kenya 

Uzbekistan Maldives 

Brunei Darussalam 

China-Indochina Peninsula 

Morocco 

Cambodia New Zealand 

Lao PDR Panama 

Malaysia South Africa 

Philippines 

Singapore 

Thailand 

Viet Nam     
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