B EKOHOMIKA

CHALLENGES OF CHINA’S FOREIGN DIRECT INVESTMENT
UNDER THE “BELT AND ROAD” INITIATIVE IN THE POST-PANDEMIC ERA

BUKMKN NPAMUX IHO3EMHUX IHBECTULIA KUTAIO
B PAMKAX HILIATUBU «O4H NOAC, O4NH LLINAX»
Y NOCTNAHAEMIYHN MNMEPIOA,

UDC 339.9
DOI: https://doi.org/10.32782/bses.88-5

Jianfu Ye

PhD student of the Department of
International Economics,

West Ukrainian National University
Korniyenko Dmytro

PhD student of the Department of
International Economics,

West Ukrainian National University
Romanyuta Eduard

Candidate of Economic Sciences,
Doctoral Student of the Department of
International Economics,

West Ukrainian National University

LU3sHbdy €

acnipaHT kadeapv MXHapoaHOT
€KOHOMIKM,

3axifHoyKpaiHCbKNiA HauioHaIbHNI
yHiBepcuteT

KopHieHko A.B.

acnipaHT kadefpv MKHapoAHOT
€KOHOMIKM,

3axifHOyKpaiHCbKWA HaLiOHabHWIA
yHiBepcuTeT

PomaHtota E.E.

KaHAnaaT eKOHOMIYHUX HayK, [JOKTOpaHT
Kadeapu MixXHapoAHOT EKOHOMIKU,
3axigHOyKpaiHCbKMIA HaLiOHaIbHWIA
yHiBepcuteT

The evolution of China’s foreign direct investment (FDI) in countries along the “Belt and Road”
represents a cornerstone of this ambitious initiative, with far-reaching implications for global
economic dynamics. A comprehensive analysis of this phenomenon is indispensable, not only
for fostering China’s economic expansion but also for elevating the “Belt and Road” initiative to
unprecedented levels of success and influence. Our exhaustive research endeavor commences
with a meticulous deconstruction of the multifaceted “Belt and Road” concept, delving deep into
its historical roots, geopolitical significance, and economic ramifications. We then embark on
a thorough exploration of the intricate challenges confronting China’s FDI across the diverse
tapestry of participating nations and regions, encompassing political, economic, cultural, and
environmental dimensions. This nuanced understanding serves as the foundation for developing
tailored solutions and strategic recommendations designed to address these complex issues
with precision and foresight.

Our study aims to conduct an in-depth analysis and meticulous evaluation of the multifaceted risks
associated with China’s FDI under the “Belt and Road” Initiative in the post-pandemic landscape,
while concurrently formulating robust and effective countermeasures. We endeavor to shed
light on the profound and transformative ways in which the global economic terrain, irrevocably
reshaped by the COVID-19 pandemic, molds and influences China’s international investment
strategies. This includes examining the pandemic’s impact on supply chains, market demands,
and geopolitical relationships, all of which have significant bearing on FDI decisions and outcomes.
Furthermore, we present a comprehensive array of meticulously crafted recommendations, not
only to safeguard China’s economic interests but also to cultivate sustainable and mutually
advantageous development in partner countries along the Belt and Road routes. These
recommendations span various domains, including risk mitigation strategies, enhanced due
diligence processes, and innovative financing models that align with post-pandemic realities.

To execute this study with unparalleled rigor and precision, we employ a diverse and sophisticated
array of cutting-edge research methodologies. Our analytical framework incorporates a
meticulous examination of extensive statistical data pertaining to FDI distribution, enabling us to
identify overarching trends, discern subtle patterns, and pinpoint specific effects with remarkable
accuracy. This includes analyzing historical FDI flows, sector-specific investments, and regional
variations to provide a comprehensive picture of China’s investment landscape. Furthermore, we
leverage advanced econometric modeling techniques to conduct a granular and nuanced analysis
of the impact exerted by a wide spectrum of risk factors on FDI performance. These models
account for various economic indicators, political stability indices, and pandemic-related variables
to provide a holistic view of the investment environment. This approach allows us to rigorously test
and validate the efficacy of our proposed countermeasures, ensuring their practical applicability
and potential for success. By adopting this multifaceted and interdisciplinary approach, we ensure
a truly comprehensive and deeply nuanced understanding of the intricate and dynamic interplay
of factors shaping China’s FDI landscape under the “Belt and Road” Initiative. Our methodology
also incorporates qualitative analyses, including case studies of successful and challenging FDI
projects, interviews with key stakeholders, and comparative analyses with other global investment
initiatives, further enriching our insights and recommendations.

Key words: “Belt and Road” initiative, foreign direct investment, Challenges, sustainable
business models.

P038umok npsimux iHosemHux iHsecmuyiti (Mll) Kumaro 8 kpaiHu y3008 «[1osicy, 00H020 LW/ISIXY»
€ HapPKHUM KaMeHeM Yjei aMbimHOI iHiyiamusu, sika Mae 0asieKoCSHKHI Hac/lioKu 07151 27106a/1bHOI
EeKOHOMIYHOI QuHamiKu. BcebiuHuli aHasli3 Yyb020 sisuya HeobXioHUll He MisibKu 07151 CIPUSIHHSI
EeKOHOMIYHO20 Po3BuUMKy Kumato, ane U 0715 MidHeceHHs iHiyiamusu «OOUH Mosic, 0OUH W/IsIX» 00
6e3npeyedeHMHO20 pisHs ycrixy ma sriugy. Cmammsi MOYUHaEMLCS 3 pemesibHo20 Po3bopy
6azamoepaHHoI KoHYenyii «osicy, 00H020 WIsIXy», 2/IUGOKO20 3a2ubeHHs 8 i icmopuyHe
KOPIHHS1, 2e0M0/IMUYHe 3Ha4YEHHs1 ma eKOHOMIYHI Hac/ioKU. [TomiM MU pO3ro4YUHAEMO Peme/ibHe
00CIOKeHHSI CKnadHux npobsiem, 3 ssikumu cmukaromscst [l Kumaro 8 pis3HoMaHimHux kpaiHax
i pecioHax-y4acHUUsIX, OXOM/I0HU MO/IIMUYHI, €KOHOMIYHI, Ky/IbmypHI ma eKo/02i4Hi acrnekmu.
Lle moHKe po3yMiHHSI C/Ty)Umb OCHOBOI 07151 PO3POBKU IHOUBIOYa/IbHUX PIlUEHb | cmpameaidHuUX
pekomeHoauyil, npu3HadeHuUX 07151 BUPILEHHS YUX CKIa0HUX po6/iem.

Hauwe docioxeHHs1 cripsiMosaHe Ha MpoBeOeHHsI M02/1Ub/1eH020 aHasli3y ma pemesibHOI OUiHKU
b6azamoepaHHUX pusukis, nos’ssaHux 3 Il Kumato 8 pamkax iHiyiamusu «OOUH rMosic, 00UH
wsix» y nocmmnaHoemiyHull 1aHowaghm, 00HOYaCHO ¢hopMykoHU HaodilHi ma eghekmusHi
3axo0u 07151 ix 3anobizaHHs. Mu npazHemo rpoaumu csims10 Ha 2uboki ma mpaHcgopmayitiHi
WI/IsIXU, SIKUMU 2/106a/1bHa eKOHOMIYHA cghepa, 6e3rmoBopomHo 3miHeHa naHoemieto COVID-19,
chopmye ma Bn/uBae Ha MiXHapOOHI iHBecmuyiliHi cmpameeaii Kumaro. Lie BkaYae BUBYEHHS
Br/uBy nMaHoemii Ha naHyto2u NocmasoK, PUHKOBUU ronum i 2eornosimuyHi BIOHOCUHU, SiKi
Matomsb 3Ha4HuUl 8raAUB Ha pilueHHs ma pedynsmamu [ll. Kpim mo2o, Mu npedcmas/isieMo Komi-
niekcHul Habip pemesibHO Po3pob/ieHUX pekomeHoayili He auwe 07151 3axucmy eKOHOMIYHUX
iHmepecis Kumato, ane U 07189 po3sUmKy cmasio2o ma B3aEMOBU2IOHO20 PO3BUMKY B KpaiHax-
napmuepax y3008x mapwpymis «O0uUH Mosic, 00UH W/isix». Lii pekomeHoayii 0Xor/ooms pisHi
cehepu, 30Kkpema cmpameaii SMEHWEeHHS PU3UKIB, BOOCKOHa/IEHI MPOUECU HaslexHOI nepesipku
ma iHHoBayjliHi Mooesi (hiHaHCyBaHHSI, sKi Biorosioarome peanisiv nic/1s1 maHoemil.
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3acmocosyroyu yeli bazamozpaHHul ma MixoucyunaiHapHul nioxio, Mu 3abe3nedyemMo crpasodi scebiyHe ma e/1uboKO HIaHCOBaHe PO3YMIHHS
CK1iadHoI ma duHaMiYHoOI 83aeMo0ii chakmopis, Wwo chopmyroms AaHowagpm Il Kumaro 8 pamkax iHiyiamusu «O0UH rosic, 00UH W/six». Haw nioxio
BK/IOYAE SKICHUU aHa/ti3, BK/I0YarYu memMamuyHi 00C/TIOXeHHS yCMWHUX | CKnaoHux rmpoekmis I, iHmeps’to 3 k/Ilo40BUMU 3ayikas/IeHUMU Cmopo-
Hamu ma MopisHsIbHUL aHasli3 3 IHWUMU 2/106a/1bHUMU IHBECMUYITHUMU [Hiyiamusamu, Wo wje biibwe 36azadye Hawi 3HaHHS ma pekoMeHoauii..
KnrouoBi cnoBa: iHiyiamusa «[losic i wasx», npsiMi iHO3eMHi iHBecmuuyil, BUK/UKU, CMIUKI 6i3HeC-MOoOoesi.

Research problem. In the post-pandemic era,
China’s foreign direct investment (FDI) under the
Belt and Road Initiative (BRI) faces heightened and
evolving risks due to global economic uncertainties,
geopolitical tensions, and shifting market dynamics.
The COVID-19 pandemic has exacerbated vulnerabi-
lities in existing BRI projects and introduced new
challenges, including supply chain disruptions, fluctu-
ating demand, political instability in partner countries,
and changing regulatory environments. Despite these
challenges, China’s FDI continues to play a crucial role
in fostering international cooperation and economic
development along the BRI routes. However, there
is a lack of comprehensive understanding of how
these risks impact China’s FDI and what effective
countermeasures can be implemented to safeguard
investments and ensure sustainable development.

The core problem is to identify, analyze, and
propose strategies to mitigate the risks associated
with China’s FDI under the BRI in the context of a
post-pandemic global economy, ensuring that these
investments remain resilient and beneficial for both
China and its partner countries.

Since China proposed the “Belt and Road”
concept for international cooperation in Asia, Africa,
and Europe in 2013, the country’'s foreign direct
investment in the countries along the “Belt and Road”
has significantly progressed. In the context of the
“Belt and Road”, China’s foreign direct investment not
only drives infrastructure construction and economic
development in these countries, but also benefits
some domestic industries, fostering mutual growth.
However, opportunities often come with challenges.
There are still issues with China’s foreign direct
investment within the “Belt and Road” context that
impede its further development.

Analysis of recent publications. In recent years,
many domestic and foreign scientists have dealt with
the issue of attracting foreign direct investment to the
Chinese economy. A significant contribution to the
research of this problem was made by: I. lvashchuk,
M. Ornat, L. Ukrainets, |. Blank, E. Boyko. It is also
worth noting the works of foreign scientists, such as
I. Alon, J. Anderson, and Z. Kh. Munim.

The impact of Chinese FDI is regularly covered in
the media and analyzed by think tanks and consulting
organizations. Governments, enterprises, workers
and other social groups are also studying the growing
effect of Chinese FDI. Despite the significant interest
in this issue, a humber of issues remain extremely
relevant for the current stage of development of
global economic relations, including at the EU level.
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This is due to a significant list of threats and risks that
foreign direct investment from China carries with it.
These questions are especially acute in the context
of China’s ever-growing influence on the international
economy and trade

The research task. The purpose of this article
is to analyze and evaluate the risks associated with
China’s foreign direct investment (FDI) under the
“Belt and Road” Initiative in the post-pandemic era
and to propose effective countermeasures to mitigate
these risks. The research aims to provide insights into
how the global economic landscape, reshaped by the
COVID-19 pandemic, affects China’s international
investment strategies and to offer recommendations
for safeguarding China’s economic interests while
promoting sustainable development in partner
countries along the Belt and Road routes.

Main material of article. Firstly, the regions where
our country conducts foreign direct investment along
the “Belt and Road” are relatively focused, particularly
in Southeast Asian regions like Indonesia. According
to statistics, by 2020, our country’s direct investment
in Indonesia reached 4 billion US dollars. However,
in Central and Eastern Europe and other developed
regions, the investment has been relatively small due
to their geographical distance and complex political
and economic environments [1].

Secondly, our foreign direct investment is primarily
concentrated in labor-intensive industries along the
route, with a smaller proportion in capital-intensive
industries. This issue of a single investment industry
is not beneficial to the effective transformation
and upgrading of our enterprises. It doesn't fully
leverage our comparative advantages. Additionally,
infrastructure construction has a long construction
period and high cost, leading to low returns on direct
investment and higher risk (fig. 1) [2].

Countries along the “Belt and Road” include some
with frequent political instability, armed conflicts, and
terrorist attacks. This not only risks damaging the
investment projects of our businesses but can also
pose a direct threat to the safety of our staff working in
these countries.

For instance, in Vietham, extremist nationalist
forces incite violence through social organizations,
openly attacking and causing serious damage to our
enterprises. Additionally, cultural differences in various
countries carry a degree of risk to our businesses’
foreign direct investment. Differences in culture can
lead to varying consumer needs, trigger cultural
conflicts, and cause misunderstandings during the
investment process due to differing customs [3].
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Fig. 1. Regional Distribution of China’s Stock of Foreign Direct Investment in 2023

Source: [2]

According to a World Bank report, nearly 50 % of
investment failures can be attributed to overlooking
these cultural differences (table 1, table 2).

Most of our enterprise’s foreign direct investment
(FDI) projects in countries along the Belt and
Road involve infrastructure construction. However,
because many of these developing countries need

to improve their economic development and labor
force levels, infrastructure projects are long-term
commitments. It takes several years to recover costs
and reap benefits [4].

Moreover, the complex political environment and
imperfect economic systems in these countries mean
we cannot guarantee the completion of infrastructure

Table 1
The top 10 countries with the lowest investment risks and their sub-rankings.

Country F?a‘ekr?r:; Political Risk Ec%’;;?'c F'rl'.\f‘igﬁ'al Social Risk R ellaz:llt?ct;?rl\i p
Luxembourg 1 12 1 73 8 69
Singapore 2 14 2 115 2 25
New Zealand 3 1 8 28 1 113
Malta 4 13 11 88 6 59
Austria 5 11 6 135 10 71
Estonia 6 18 17 53 4 67
South Korea 7 32 9 12 9 52
Cyprus 8 15 16 126 13 38
Czech Republic 9 23 18 75 5 65
Slovakia 10 17 33 125 14 43

Source: [5]
Table 2
The top 10 countries with the highest investment risk and their sub-rankings.
Country F?a ﬁ?‘n‘; Political Risk Ec%?gr Ic F";ggﬁ'al Social Risk R‘B(;:::?;zls
1 2 3 4 5 6 7
Venezuela 149 144 149 146 148 91
gggggl'i?f”ca” 148 143 124 51 149 140
Somalia 147 149 54 71 144 132
Congo (Gold) 146 148 95 26 146 133
Syria 145 145 106 144 147 95
Libya 144 141 144 1 145 138
Chad 143 137 131 62 141 128
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1 2 3
South Sudan 142 136
Guinea-Bissau 141 109
Yemen 140 146
Source: [5]

construction. These factors contribute to a relatively low
return on investment (ROI) for our enterprises. Data
indicates that the average ROI of our country’s FDI is
between 3 %5 %, whereas the ROI for some deve-
loped countries’ FDI ranges between 7 %—10 % [6].

Countermeasures and Suggestions to Enhance
China’s Foreign Direct Investment under the “Belt
and Road” Initiative:

1. Construction of sustainable development
projects. To achieve sustainable development, our
country needs to uphold the green and sustainable
concept when promoting foreign direct investment
projects. The government should enhance pre-
investment investigations and feasibility analyses
of these projects. Selecting projects that align with
sustainable development is crucial. We should guide
enterprises towards creating green, sustainable
investment projects. By improving the service
platforms for overseas enterprise investments and
regulating their activities, we can work towards building
sustainable development investment projects [7].

2. Cultivate enterprises’ environmental protection
and ecological awareness. To avoid accusations
from local governments and residents regarding
environmental protection,andtoimproveinternational
recognition, our government should issue policies
and guidelines. These will encourage enterprises to
fulfill their environmental responsibilities.

Our government should mandate the inclusion
of environmental protection clauses in contracts.
This will prevent enterprises from being rejected by
host governments and residents for prioritizing their
interests over the environment.

Additionally, the government should guard against
environmental protectionism to prevent host countries
from using green trade barriers or other excuses to
enforce protective policies [7].

3. Establish a risk assessment system and
information query system. Many of our businesses
face information asymmetry issues during foreign
direct investment, which can increase both investment
and financial risk. To mitigate this, the government
should establish a specialized information query
system. This system would offer consultation services
to help businesses understand the economic situation
and investment feasibility in their host countries prior to
investing, which could prevent uninformed investment
and reduce risk. Additionally, the government should
set up a dedicated risk assessment system to
improve businesses’ understanding of project risks,
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Continuation of table 1

4 5 6 7
134 105 142 122
112 42 140 145
127 124 127 86

determine investment feasibility, and further minimize
investment risk.

4. Vigorously cultivate and introduce foreign talents.
China’s foreign direct investment in various countries
under the “Belt and Road” initiative requires excellent
international talents. Thus, investing enterprises should
increase efforts in talent development and recruitment to
support our country’s foreign direct investment growth.

Companies should adopt unconventional methods
to hire top talents globally, offering attractive benefits
and salaries. Furthermore, they should tap into local
resources and effectively identify local talents in host
countries. This dual approach not only brings high-
quality talent into the enterprises but also helps them
adapt to local customs and cultural habits [7].

By doing so, our enterprises can better integrate
into the local society of the host country. This improves
local residents’ acceptance, reduces resistance, and
in turn, enhances the effectiveness of foreign direct
investment activities.

5. Expand foreign direct investment methods.
Under the “Belt and Road” initiative, our country pri-
marily uses investment and cross-border mergers and
acquisitions for foreign direct investment in various
countries. However, these methods might be rejected
or restricted by host governments and local residents,
increasing investment pressure. Therefore, our enter-
prises should consider expanding their foreign direct
investment strategies to include approaches such as
joint ventures and strategic alliances. These strategies
can diversify investment methods and reduce risk.

Joint ventures and strategic alliances can help our
enterprises integrate better into the host country’s
local society and economy. It allows them to learn
from the advanced experiences and technologies of
foreign enterprises, improving their business level and
competitiveness. Simultaneously, these collaborative
strategies can reduce our enterprises’ investment risk
and effectively prevent investment failures.

6. Strengthen cultural exchange and understan-
ding. In the context of foreign direct investment,
our businesses should focus on cultural exchange
and understanding, respect the host country’s local
customs and habits, and aim to assimilate into the
local society. Businesses can organize regular
cultural exchange events to learn about the host
country’s culture, customs, and habits. This promotes
mutual understanding and camaraderie between our
employees and local residents, helping to reduce
cultural conflicts and misunderstandings [8].
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Conclusion. Under the “Belt and Road” initiative,
country’s foreign direct investment in various
countries along the route is greatly significant for
our economic development and the initiative’'s
implementation. However, challenges persist in
the process of foreign direct investment. Both the
government and businesses should adopt effective
strategies to enhance our foreign direct investment
capability and standards, fostering mutual growth
between our country and those along the route.

China is actively restructuring its investment
strategies to mitigate financial and reputational risks,
especially in response to debt challenges in partner
countries. The integration of environmental, social,
and governance (ESG) standards in BRI projects
indicates a shift towards more sustainable and
socially responsible investments.

China’s ongoing adjustments reflect its efforts to
ensure the viability and resilience of its investments
in a changing global economic environment. These
findings suggest that China’s approach to FDI
under the BRI is evolving to address the complex
challenges of the post-pandemic era, balancing
economic ambitions with a growing emphasis on risk
management and sustainability.
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