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Foreign Trade Flows between China’s OFDI and

Host Countries: Balance or Imbalance
Li Guangqin, Zhou Shanshan

Abstract: Based on the data of China’s outbound foreign direct investment (OFDI) and the trade
flow characteristic data of other countries from 2003 to 2018, this paper empirically investigates
the impact of China’s OFDI on the foreign trade flow of host countries and its mechanism. The
results show that China’s OFDI has significantly promoted not only the one-way trade and two-
way trade between host countries and China, but also the one-way trade and two-way trade
between host countries and other countries of the world. Taking the establishment time of
diplomatic relations as the instrumental variable of OFDI to deal with the potential endogenous
problems, the result is still valid. Further analysis shows that China’s OFDI can promote the
vertical two-way trade between host countries and China, and between host countries and other
countries of the world. The heterogeneity analysis shows that China’s OFDI promotes the one-
way trade and two-way trade between countries along the “Belt and Road” and China and between
countries not along the “Belt and Road” and China. Mechanism analysis shows that China’s OFDI
can promote its trade flow with China and other countries of the world by promoting the openness
and the potential level of foreign investment of host countries. This study provides empirical
evidence to refute the “China threat theory”, and puts forward policy suggestions from the aspects
of continuously promoting China’s OFDI strategy and enhancing the trade flow of host countries.

Keywords: China’s OFDI; trade flow; “China threat theory”; two-way trade
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