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Early Warning System of Chinese OFDI Political Risk
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Abstract. Political risk is taken as the starting point for assessing overseas investment projects,
and it is also a crucial factor which influences the success of foreign investment. Therefore, to
analyze the factors influencing the political risk and to construct a sensitive early warning system
of political risk is of great practical and theoretical significance. Although there are some
professional institutions worldwide that are specialized in measuring political risk, their
assessments are simply conducted based on the host countries’ own political, economic and social
environment, ignoring the specific political risk of foreign direct investments regarding to a
particular home country and a particular host country. Moreover, most of the political risk
researches focused on risk assessment and prevention, but few of them paid attention to the early
warning system. As a supplement of the previous researches, this paper aims to provide
macro-levelpolitical risk information for Chinese overseas investments by constructing an early
warning system of political risk in 26 countries where Chinese investment flow abroad.

On the basis of the summary of the relevant researches on political risk, this paper has
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explained the formation mechanism of the political risk and analyze the main factors influencing
the political risk, which can be considered in the political, economic and social dimensions. We
have proposed an indicators system to assess and predict the macro-political risk faced by Chinese
OFDI. The indicators system suggested in this study consists of indicators such as political
stability, the distance of the democracy degrees between China and the host country. the distance
of the corruption levels between China and the host country, the host country’s law culture, the
host country’s dependence on China, per capita income of the host country, GDP growth,
inflation rate.

With the annual data on the 8 indicators of the indicators system from 2002 to 2009, we have
given scores to 26 host countries according to principal component analysis in terms of their macro
political risk. Then this paper further classifies the political risk of these years into four levels:
danger, alerting, basically safe and safe. Additionally, this paper has constructed an early
warning system in political risk for foreign investment of Chinese companies based on BP
Artificial Neural Network, through which we also predict the political risk of Chinese foreign
investment in 2010.

Based on the empirical study mentioned above, we argue that Chinese investors should guard
against risk arising from political factors in politically and economically less-developed countries,
against risk arising from economic factors in politically and economically moderately developed
countries which also maintain good diplomatic relations and have less cultural differences with
China, and against risk arising from political, cultural and social factors in politically and
economically highly developed countries.

Key words: political risk; outward foreign direct investment (OFDI) ; risk warning; BP Artificial
Neural Network
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1 2010
2010 2010
1 19 905 557 17 135 835
2 2 324 276 18 121 085
3 1725627 19 115 044
4 786 775 20 112 977
5 606 910 21 110 563
6 578 675 22 108 000
7 487 399 23 98 660
8 415 298 24 94 373
9 278 756 25 93 726
10 260 260 26 92 365
11 222 929 27 84 575
12 194 675 28 76 429
13 182 801 29 76 056
14 159 054 30 70 880
15 150 229 31 65 449
16 143 552 32 63 725
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F2 2.555 31.932 66.773 0.363 599 F2 . 164 27.051 76.250 0.293 392
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2002 2003 2004 2005 2006 2007 2008 2009
0. 890 0.514 0. 346 0.242 —0.234 —0.508 —0.849 —0.401 —0.415 0.020 . 455
—0.082 —0.833 —0.341 0.435 0.630 0.847 —0.517 —0.138 —0.413 0.070 . 427
—1.221 —1.267 0.017 —0.307 0.262 0.524 1.974 0.018 —0.457 0.353 . 164
0. 490 0.665 0.583 0.569 —0.381 —0.607 —0.464 —0.855 —0.475—0.095 . 285
0.374 0. 459 0. 328 0.700 0.169 —0.114 —0.851 —1.065 —0.624—0.183 . 259
—1.022 —0.545 0. 046 0.182 0. 827 0.512 0.173 —0.173 —0.560—0.098 . 365
—1.051 —0.510 0.471 0.711 0. 250 0.127 0.830 —0.828 —0.581—0.111 . 360
0.131 0.089 0.030 —0.011 —0.157 0.048 0.135 —0.264 —0.164—0.065 . 035
—0.296 —0.182 —0.434 —0.819 —0.144 0.168 0.442 1.265 —0.298 0.223 . 744
—1.012 —0.727 —0.471 —0.497 0.133 0.516 0.754 1.304 —0.686 0.146 . 725
—1.095 —0.915 —0.494 —0. 315 0.007 0.718 0.970 1.127 —0.450 0.023 . 496
0.968 0.741 0.524 0.375 —0.100 —0.708 —0.922 —0.879 —0.520 0.037 .593
—1.076 —0.050 0.297 —0.174 —0.187 0.362 1.150 —0.322 —0.499—0.011 L 478
—0.856 —0.668 —0.743 —0.053 —0.053 0.517 0. 954 0.902 —0.404 0.049 502
0.496 0. 966 0.737 0.542 —0.786 —0.987 —0.730 —0.239 —0.499—0.011 . 478
—0.921 —0.761 0.061 0.243 0. 892 0.666 —0.079 —0.101 —0.468—0.015 . 438
—1.311 —0.629 —0.395 —0.362 0. 608 0.742 0.721 0.625 —0.797—0. 284 . 229
—1.137 —0.573 0.249 —0.196 0. 696 0.318 0.527 0.116 —0.679—0. 221 . 238
—0.494 —0.249 —0.676 —0.381 0.093 0.070 0.413 1.223 —0.201 0.274 . 749
—0.360 —0.780 —0.632 —0.328 0.241 0.622 0. 887 0.348 —0.363 0.054 471
—0.623 —1.044 —0.575 —0.145 0.728 0. 949 0.679 0.031 —0.546—0.048 . 451
1.017 0.500 —0.327 —0.754 0.397 —0.131 —0.395 —0.307 —0.311 0.131 . 574
—1.081 —0.043 0. 448 0. 357 0.431 0.615 —0.109 —0.617 —0.657—0.233 . 191
—0.508 —0.513 —0.546 —0.528 0. 246 0. 350 0.531 0.968 —0.167 0.211 . 589
—0.888 —0.809 —0.279 —0.483 0.314 0. 504 0.551 1.090 —0.394 0.101 . 596
0.495 0.955 0.562 —0.514 —0.406 —0.448 —0.737 0.092 —0.314 0.109 . 532
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2009 0.004 078 0.999 990 0.004 799 1.01E—08
2006 4. 53E-06 0.000 229 0 1
2006 0.000 685 0.996 350 0.004 011 0. 000 505
2005 1. 80E-07 0.000 102 0 0. 996 440
2005 0. 000 490 0 3. 45E-08 0.999 990
2006 0 2. T4E-10 0.999 970 0.996 150
2006 9. 18E-06 0 1 1. 42FE-06
2005 3. 04E-05 3. 24E-05 0.862 770 0.580 090
2005 3.16E-11 1 2.56E-05 0.000 628
2009 0. 006 640 0.004 970 0.170 500 0.916 280
2006 0.219 810 0.605 620 0 0
2005 4. 06E-07 0 1 0
2005 0 1 0.955 230 6.51E-11
2009 6. 42E-07 2. 087E-09 0 1
2008 1 0 0 3. 78E-09
2009 0.992 800 0.913 600 0. 007 200 0
2009 0 5.53E-14 0 1
2009 0 1. 30E-12 1. 76 E-05 1
2008 0. 000 260 0. 006 940 0.999 790 0
2008 0. 000 610 0.001 580 0.012 306 0.978 140
2008 0 0 0.978 890 1
2009 3. 49E-08 0.952 800 0 0
2006 0 0 3. 03E-07 1
2009 6. 79E-11 0 0 1
2007 1. 23E-06 2.23E-12 1 5. 69E-08
2006 0.990 230 1. 25E-09 0 4. 66E-08
3
2009 8 ,
2010 ) o
s 2010 o
, 2002—2009
2010 2002—2009

,2010

’



97

2009 ,
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5 2010

0.001 424 0.999 990 7. 31E-06 0.001 708
6. 40E-05 1 0 1. 55E-08
0.001 879 0.661 000 0. 001 906 1
0.999 990 1 0 8. 85E-12

1 0 0 0

0 1 5. 67E-10 0.002 144

1 0 1. 06E-05 7.51E-07
0.999 990 1. 62E-08 1. 20E-07 3. 66E-06
3. 30E-06 0 1 2.14E-13
0.109 800 0.000 160 0.041 025 0.986 930
2.16E-10 1. 22E-06 0 1

1 0 2.67E-06 0

0 1 3. 64E-05 5. 84E-09
0.000 185 1 0 2. 38E-08
0.001 241 0.983 280 0 0.005 772

1 0. 004 660 0.893 550 0

0 1. 69E-08 0 1

0 3.59E-11 6. 93E-06 1
0.007 860 0.995 620 5. 96E-05 0

1 1. 11E-16 0.001 501 0.000 233

0 4. 26E-11 0.999 820 1. 37E-13
6. 81E-14 1. 91E-05 0.999 990 0

0 0.999 560 1. 19E-08 0. 000 883
0.013 316 0 7.12E-07 0.999 640
5. 10E-08 1. 77E-08 0.000 230 1
3.15E-12 3.63E-13 7.94E-17 1
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