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CHINA'S CHOICE OF SECTORS FOR INVESTMENT IN THE
“BELT AND ROAD” IN THE POST-EPIDEMIC ERA

In the post-epidemic era, Chinese investment in the “Belt and Road” countries faces
significant opportunities and challenges. Firstly, global markets actively seeking recovery have
given multinational investors more opportunities. China, with its strict and effective epidemic
control, has preceded the rest of the world in the period of epidemic stabilization and Chinese
investors have also seized the opportunity of economic reversal and recovery. However, it is
worth noting that protectionism and anti-globalization forces around the world have also taken
advantage of the COVID-19 epidemic to become more prevalent, and Chinese outbound
investment will face a more complex environment and more intense confrontation. In this
complex environment, choosing to develop investment sectors that are more compatible with
the interests of the host country can effectively reduce the risk of investment. Therefore, this
paper analyses the selection of industries for China's investment along the “Belt and Road”
from multi-dimensional perspectives. SWOT analysis is used to explore the advantages and
disadvantages of industries in the process of "going global" in four dimensions: opportunities,
advantages, disadvantages and challenges. Finally, recommendations are given for the
selection of industries for China's investments in countries along the “Belt and Road”.
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1. Introduction

China's investment in countries and regions along the “Belt and Road” continues to grow
following the outbreak of the COVID-19. China's outbound investment has grown against the trend,
despite sporadic scattered outbreaks of the new epidemic in the country, power outages and
production restrictions in some areas and the continued severity of the international epidemic. In
2021, China's outward foreign direct investment (FDI) is US$145.2 billion, up 9.2 % year-on-year.
Also, non-financial investments by Chinese enterprises along the “Belt and Road” reached US$20.3
billion, up 14.1 % year-on-year (Ministry of Commerce of the People's Republic of China, 2020).
On the other hand, it should also be noted that the outbreak of the epidemic has impacted the
political, economic and social environment of various countries while adding further obstacles to
the further development of China's "Belt and Road" initiative. The impact of the deteriorating
political and economic environment in countries along the "Belt and Road", the disruption of global
trade flows, geopolitical conflicts and the uncertainty of Sino-US relations have become more
pronounced in the post-epidemic era. Therefore, it is increasingly important for China to encourage
outbound investment in sectors that face less investment risk in the “Belt and Road”, and to guide
enterprises that are better suited to the development of the host country to enter foreign markets.
Preferring industries that are well integrated into the development of the host country and avoiding
high-risk industries that conflict with the interests of the host country are important for both national
policy making and corporate investment.

2. Analysis of the sector selection for outbound investment

Existing studies usually analyze outward investment from the perspective of a single
industry and a single country, but there is a lack of studies that explore industry selection from
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a more multi-dimensional and macro perspective. Moreover, the large scale, significant impact
and long investment cycle of outbound investment also make it a more complex environment.
Therefore, this paper uses SWOT analysis to investigate the selection of investment sectors in
countries along the “Belt and Road” by analyzing the four dimensions of opportunities:
strengths, weaknesses and threats. In terms of opportunities, the leading industry clusters and
key industries of each country are identified using Chinnery's industrial stage theory and
industry correlations. In terms of strengths, China's leading industries for outward investment
are analyzed using theories related to international competitiveness. In terms of disadvantages,
the CGIT database is used to derive the major losing sectors for Chinese outbound investment.
In terms of threats, the foreign investment restrictions and prohibited industries in each country
are summarized to identify policy risks.

1) Analysis of outbound investment opportunities

In terms of development opportunities, most countries along the “Belt and Road” have
similarities, although there are differences in the development of the host countries and the
focus of their industries. Usually, they are at the same or similar stages of industrialization, and
most of them share the same "leading industry clusters". Therefore, based on Chinnery's
industrial stage theory and related research, the industrialization stages of countries along the
"Belt and Road" are classified using GDP per capita as a criterion. Then, through literature
analysis, the leading industry groups corresponding to different industrial stages are identified,
and the industrial development needs of the host countries are clarified.

As revealed through relevant studies by scholars such as Chinnery (Chenery and Syrquin,
1988), economic development regularly passes through six stages: primary product production,
early industrialization, mid-industrialization, late industrialization, primary developed
economy and advanced economic development. This theory is the most widely used, convenient
and authoritative method of classifying the stages of industrialization in regional economics.
With reference to relevant studies, this paper calculates a conversion factor of 5.25 between
1970 and 2020 US dollars based on the US GDP deflator to derive a new GDP per capita
evaluation criterion, which is revised as shown in Table 1.

Table 1
Chinnery's criteria for the stages of industrialization

GDP per GDP per GDP per

Stage of economic development capita capita capita
(1964) (1970) (2020)
Quasi-industrial stage Primary product production stage 100-200 140-280 734-1469
Early industrialization stage 200-400 280-560 1469-2938
Industrialization stage Mid-industrialization stage 400-800 560-1120 2938-5876
Late industrialization stage 800-1500 | 1120-2100 | 5876-11017

Primary developed economy stage  |1500-2400 | 2100-3360 |11017-17627

Advanced Developed 2400-3600 | 3360-5040 |17627-26441
Economy Stage

Post Industrialization
stage

Based on the criteria in Table 1, this paper analyses the GDP per capita levels of 65
countries along the “Belt and Road” in 2020, and defines their industrialization stages. As
shown in the table, 44 countries have not reached the developed economy stage, and two-thirds
of them are still in the primary production and industrialization stage.

According to research, the different stages of industrialization have their corresponding
industrial development needs. These sectors are socially relevant, have a strong economic
impact and are the pillars of the national economy, which can also be called leading sectors.
Foreign investors often have better opportunities to invest in the leading sectors. In addition,
the leading industries are not a single industry, but rather a group of strongly related industries,
also known as a "leading industry cluster".
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Table 2
Determination of the stage of industrialization of the countries along the “Belt and Road”
Industrialization stage Countries along the ""Belt and Road"" route Number
Primary product production | Afghanistan, Pakistan, Timor-Leste, Kyrgyzstan, Nepal, Tajikistan, 8
stage Syria, Yemen
Early industrialization stage Cambodia, Laos, Bangladesh, Myanmar, Uzbekistan, India 6
Albania, Azerbaijan, Egypt, Palestine, North Macedonia, Bosnia
- . and Herzegovina, Bhutan, Philippines, Georgia, Lebanon,
Mid-industrialization stage Mongolia, Moldova, Sri Lanka, Ukraine, Armenia, Iraq, Indonesia, 19
Jordan, Vietnam
Late industrialization stage Belarus, Bulg_aria, Ru_ssia, K_azakhstan, Montenegro,. Maldives, 1
Malaysia, Serbia, Thailand, Turkey, Turkmenistan
Primary developed Oman, Poland, Croatia, Latvia, Romania, Greece, Hungary, Iran 8
economy stage
Advanced economic UAE, Estonia, Bahrain, Czech Republic, Qatar, Kuwait, Lithuania, 13
development stage Saudi Arabia, Slovakia, Slovenia, Brunei, Singapore, Israel

By analyzing the relevant literature (Congjun and Wenfang, 2008; Wu and Pan, 2004;
Dongshui, 2000; Guiqin, 2008). This paper summarizes the correspondence between the stages
of industrialization and the dominant industry clusters. The industry classification refers to the

National Economic Classification of Industries (GB/T4754-2017),

correspondence is shown in Table 3.

and the overall

Table 3

Correspondence between industrialization stages and leading industries

Type of
industry

Leading industry product | Initial | Mid- | Later

Primary | Industrialization stage

stage | period | term | period

Developed
stage

sector

Primary Agriculture, forestry, animal husbandry and *
fishery industry

*

Mining industry

Manufacturing industry *

Secondary
sector

Electricity, thermal power, gas and water
production and supply

Construction industry

* | % b

Wholesale and retail

Transportation, storage and postal services

*

Real estate industry

Accommodation and catering

Residential services and other services

b D b b D D P P

Information transmission, software and
information technology services

) Water conservancy, environment and public
Tertiary facilities management

sector

Rental and business services

Scientific research and technical services

X6 [ E 6 DE D DE ]| O DE

Financial services

Education

Culture, sport and entertainment

Health and social Work

Public administration

Social security and social organizations

LR R D D b b D D S D b b b b P A I
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According to Table 3, it can be seen that as the country progresses through the stages
of industrialization, the dominant industry clusters evolve with the overall trend following
a gradual expansion from the primary sector to the secondary and tertiary sectors. At the
primary product stage, the primary sector, which includes forestry, agriculture and fisheries,
is dominant. This was followed by the industrialization phase. Due to factors such as strong
demand for social development and low labor prices, the secondary sector, with
manufacturing at its core, began to become the dominant sector in social development. At
the same time the electricity and thermal power industry, the construction industry, the
transport industry and other pioneering industries are gradually developing. In the
developed stage, the country will be dominated by the secondary and tertiary sectors, with
the service industry, the information industry and various high-tech industries becoming a
major force in the country's development.

The results of this paper are shown in Figure 1, which analyses the weighting of the
industry stages of the "Belt and Road" countries and the leading industries corresponding to
their demand.
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Figure 1. Demand weights of leading industries in countries along the “Belt and Road”

As can be seen from the graph, manufacturing, mining, electricity, thermal power, gas
and water production and supply, construction, transport, storage and postal services are the
leading industries in over 80 % of the countries along the “Belt and Road”. Specifically, the
mining, electricity and thermal power, transport and construction industries are the first
industries to improve the infrastructure of the host country, which can provide a guarantee for
the overall development of the national economy. In addition, the manufacturing industry is a
demanded industry for all countries along the “Belt and Road”, and is also an important industry
throughout the industrialization stage.
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2) Analysis of the advantages of outbound investment

From the point of view of the advantages of outward investment, the difference in
production capacity between different industries in the investing country will present different
industry advantages and disadvantages. It also allows the industry to have different industry
competitiveness in the "Belt and Road" and even worldwide investments. Therefore, this paper
identifies the strengths and weaknesses of China's outbound investment based on the data of
the China Bureau of Statistics on China's overall outbound investment stock.
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Figure 2. Distribution of China s outbound investment stock in 2021

The analysis shows that the largest outbound investment stock in China is in the rental and
business services sector, accounting for 32 % of the overall outbound investment stock, followed
by wholesale and retail, information transmission, computer services and software, and
manufacturing. China has already established a certain investment base in these sectors worldwide,
and has certain investment advantages for subsequent investments along the “Belt and Road”.

3) Outbound investment disadvantage analysis

From the perspective of outbound investment disadvantages, existing investment
failures have an ongoing adverse impact on the industry's outbound development. Therefore,
this paper uses the analysis of investment data from the CGIT database to identify high-risk
industries with a high frequency of major outbound investment failures in China.
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In this paper, investment data from 2005 to June 2021 was selected from the CGIT
database, containing a total of 324 investment losses. At the same time, the database divides the
industries into 14 industry categories, which are again divided into 18 industry categories in
line with the above according to industry relevance, and the frequency distribution of industry
losses is shown in the figure.

100 90

90

80

60 51

50

40 28 27

30 22

14

20 1 8 8 8 )

1 m

0 H m m
° M v = [s¥] o
S8m o3 = s g3 7 Q 3.2 o % = <
o5 55 = o gg‘g o a =35 =1 S = O =2
c [SE7} =] =] [ S Iy = o = =
§22 og & s Ss3 & ¢ Z22 g, 35 2 2
=— 3 3 p- 5 S8 g sz %8 8 - 2 S
ega a2 =] = S 4= = Scg 23 2w =] Q
S8 o o » o289 @ 6= =9 > © o 3
o< 2= c @ 33 = So0o Qo 30 » =
3] o n =2 [SH=. > D - @D = t=) >
2823 85 1 s S8 o 232 & So 3 z
228 2y < g 823 g 255 = =22 5 2
:E_‘ S = W = 0o @ = S< 2 D o - ]

= (2] —
ss3 g9 <53 3 <2 @ s =
Sz 83 S35 = S
<5 = 322 - 2 >
Sl=) x
=

Figure 3. Industry distribution of the frequency of China's outbound investment failures

The analysis revealed that electricity, thermal power, gas and water production and
supply, transport, storage and postal services, and mining were the three sectors where the
largest number of losses occurred. These industries are widespread in the host countries and are
resource-intensive. Chinese enterprises are more likely to have conflicts of interest and
contradictions with host countries, and competitors in the international environment are also
prone to competition. Chinese companies need to complete the process of localization in the
process of outbound investment, and to identify the political, economic and social environment
of the host country in a timely manner, so as to better control the risks.

4) Analysis of threats to outbound investment

In the past 16 years, important international events such as the successful referendum on the
UK's exit from the EU and the failure of Italy's constitutional amendment have reflected a growing
trend of "anti-globalization" thinking. Global investment forces have also stalled in the period
following the outbreak of the epidemic. During this period, local companies have been active in
capturing markets, and host country support policies have been more favorable to local companies,
especially trade protection policies in resource-based industries. Host countries tend to restrict
international investment through investment prohibition, shareholding restrictions, import licenses,
investment approvals and restrictions on the shareholder share of investment. Therefore, from the
perspective of foreign threats, this paper summarizes the investment sector restrictions of different
countries through the Country (Regional) Guide to Foreign Investment Cooperation issued by the
Ministry of Commerce (Ministry of Commerce of China, 2020).
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Figure 4. Restricted industry weights for countries along the "Belt and Road"

The analysis shows that the most restricted sector along the “Belt and Road” is mining,
with more than 51 % of countries along the “Belt and Road” having restrictions on mineral
extraction. This is followed by the transportation, storage and retail services, the financial
services and the real estate industry. These industries are closely related to the development of
the national economy and most of them are key industries in the development of the country,
and most countries have corresponding policy restrictions to protect the interests of their
citizens. When investing in these sectors, Chinese companies should pay particular attention to
the policy risks and should fully understand the local policies and use legal means to avoid risks.

3. Recommendations for China on the choice of investment sectors for the “Belt and
Road”

Based on the above research, this paper can derive a SWOT analysis matrix for China's
investment sector selection in countries along the “Belt and Road”, as shown in Figure 5.

From the above data and multi-dimensional analysis, this paper finds the following
conclusions:

China's investment in the “Belt and Road” should focus on the manufacturing and
construction industries. The manufacturing industry is one of the leading industries in the
development of countries along the “Belt and Road”, and it is also an advantageous industry for
China's outbound investment. Therefore, the risk of the industry is relatively low. Similarly, the
construction industry is also an opportunity sector for China's outbound investment and a pioneer
industry for the development of the host country. Also, the industry's risks are manageable.

For outbound investments in the mining, electricity, thermal power, gas and water
production and supply, and transportation, storage and postal services, China should guide
investment companies to eliminate risks, reduce the incidence of failure and gradually eliminate
disadvantages. At the same time, the mining industry and the transportation, storage and retail
industry also need to pay more attention to policy risks and follow up on policy changes in time.

The industries where China's outbound investment is advantageous, such as rental and
business services, wholesale and retail industries and information transmission, computer
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services and software industries, are mainly suited to countries that are in the late
industrialization and developed stages. China should guide regional investment in this part of
the industry at this stage, giving a reasonable choice of regions and reducing the risk of
investment by enterprises.

Opportunity Strengths

Manufacturing, Mining, Rental and business services
Construction Wholesale and retail
Electricity, thermal power, services

gas and water production Information transmission,
and supply computer services and
Transportation, storage and software

postal services Manufacturing
DisadvantagesElectricity Threats

thermal power, gas and

- Mining
water production and .
supply Transportation, storage and

. ostal services
Transportation, storage and p_ ) i
postal services Financial services

Mining Real estate industry

Figure 5. SWOT analysis of China's industry choices for countries along the
"Belt and Road"

4. Conclusion

In the post-epidemic era and the unstable international environment, China's investment
in the "Belt and Road" industry needs to carefully identify industry risks and grasp development
opportunities. Thus, the study on the selection of industries for the “Belt and Road” has practical
significance and theoretical value, which can provide reference value for the policy makers and
the corporate investors. In addition, it will help China to achieve significant growth in "Belt and
Road" investments.

Reference

Chenery, H. and Syrquin, M., 1988. Patterns of development. Economic Science Press, 1988.

Congjun, T. and Wenfang, L., 2008 Identification of regional economic development stages and
selection of leading industries[J]. Market Week: Theoretical Research, 10, pp. 43—45.

Dongshui, Su, 2000. Industry Economics. Higher Education Press: Beijing.

Guiqin, Luan, 2008. Regional Economics. Tsinghua University Press.

Ministry of Commerce of China, 2020. Foreign Investment Cooperation Country region.
Guide[EB/OL] [online] Available at:
http://fec.mofcom.gov.cn/article/gbdqzn/index.shtml,2020.

Ministry of Commerce of the People's Republic of China, 2020. Annual Statistical Bulletin on
China's Outward Foreign Direct Investment [R].2020.

Wu, Youde and Pan, Yujun, 2004. Introduction to regional economics. China Social Science
Press: Beijing.

22



ISSN 2518-1394 (Online), ISSN 2226-2822 (Print) BICHUK MAPIYIIOJIBCBKOI'O
JEPKABHOI'O YHIBEPCUTETY CEPIsSl: EKOHOMIKA, 2023, BUII. 25

L3andy €,
3Bapuu I,
Bponoscebka O.

BUBIP KUTAEM I'AJIY3EN 15 IHBECTI/IHII\/IB «OJUH ITOAC,
OJIUH HJIAX» B HOCTENIAEMIYHUU ITEPIOJ

Y nepioo nicns enioemii kumaticovki ineecmuyii 6 kpainu « O0OH020 NOACY, 00HO20 ULIAXYY
CMBOPIOIOMb  3HAYHI MOJNCIUBOCMI mMaA SUKIUKY. [00aNbHI pUHKU AKMUBHO NpPASHYMb
BIOHOBIIEHHS, HA0AYU OA2AMOHAYIOHATLHUM TH8ecmopam binvuie modxcausocmeu. Cyeopi ma
ehexmueui 3ax00u KOHmMpoto 3a enidemiero 8 Kumai npuzeenu 0o exonomiunoi cmabinizayii,
sunepeouwU pewimy cgeimy, wo 003601UN0 KUMAUCbKUM [HBeCmopam CKOPUCMAMUCS
MOJACIUBICMIO  eKOHOMIYHO20 pO36opomy ma GioHoeneHHs. [lpome npomexyionizm i
anmuenooanicmu ckopucmanucs enioemicto COVID-19, cmeopuswiu ckraouiwe cepedoguuye
ma 6inbu iHMmeHCUBHe NPOMUCMOAHHS 01 KUMANCLKUX 306HIWHIX ingecmuyii. [1[o6 3nu3umu
PU3UK THBECMYBAHHA, BANCIUBO BUOUPAMU [HBECTUYIUHI CeKmopu, AKI Oilbd CYMICHI 3
iHmepecamu NpUUMaroyoi Kpainu.

Y yiti ecmammi ananizyemocs eubip eanysetl ona ineecmuyii Kumaro 63006xc « O0H020
ROACY, OOHO20 WIAXYY 3 0A2AMOBUMIPHOT MOUKU 30Dy, 00CTIONCYIOUU nepesazu ma HeoONiKu
eanyseul y npoyeci «2100anizayii» 6 Yomupbox UMIpax. MOXCIUBOCMI, nepesazu, HedoiKu ma
suxnuku. Lletl ananis 3abe3neyye nogue po3yMiHHA IHBECMUYILIHO20 TAHOWAGMY ma 0a€ 3MO2Y
BUSHAYUMU CEKMOPU, AKI HAUKpauje nioxoo0sams 0 Kumaucokux ineecmuyiil. Kpim moeo, y yiu
cmammi Ha0aHo peKomeHOayii wooo subopy 2anyzeu npomucio8ocmi 0is ineecmuyit Kumaro
8 kpainu y30062c « DOHO20 NOACY, OOHO20 WIAXY Y.

Kumaiicoki ineecmuyii' 6 kpainu « OOH020 ROACY, 00HO20 ULTIAXY» MOAICYIb NPUZEECTNU 00
NO3UMUBHUX Pe3YIbmamis, Makux AK eKOHOMIYHE 3POCMAHHA Ma PO36UMOK, CHEOPEHHS.
pobouux micyb ma noxkpawenHs iHgpacmpykmypu. Ineecmyrouu 6 maki cekmopu, K
MPAHCROpM, eHepeemuKa ma meieKoOMyHiKayii, KUumancobKi iHeeCmopu Moxcyms 00NOMO2MuU
cmeopumu 6inbul 36’s13aHull i echekmusHul ceim. Ineecmuyii 6 maxi cekmopu, K 0XOPOHA
300p08’s1 ma 0ceima, MO*CYMb NOKPAUWUMU AKICIMb HCUMMSL 00l y NPUUMAIOYUX KPaiHax,
cnpusitoyu Oinb CMAbIIbHOMY MA NPOYGIMAOUOMY C8IMY.

ITiocymosyrouu, xoua kumaticoki ineecmuyii 6 kpainu « O0OH020 Noscy, 00HO20 ULIAXY»
Cnpagoi  cMuKarwmocs 30 SHAYHUMU  NpoOIeMamu, mMaKkumMu 5K HAPOMEKYIOHI3M i
AHMU2I06aNICMCOKI cunu, O iHeCmopie y Yyux KpaiHax maxkoxc € 6a2amo MOo#CIU8oCmell.
Pemenvno obuparouu ineecmuyitini cekmopu, sKi 8i0nogioaromv iHmepecam NpUUMaryoi
KPAiHu, KUmMaucoKi IH8eCMOpU MONCYMb e@OEeKMUBHO 3HUSUMU THBECMUYIUHUL PUSUK
maxcumizyeamu npudymxku. Lleti npoyec ananizy ma 6i06opy modice 0onomoemu iH8ecmopam
npuimamu oOIPYHMOBAHI piuleHHs ma, 3peumoro, CRpUsmu eKOHOMIYHOMY 3POCMAHHIO ma
Ppo38umKy Kpain « OOH020 noscy, 00H020 WIAXY».

Knrwuoei cnosa: «Ooum nosc, 00un winaxy, KUmMAauCubKi [Heecmuyii, nepioo nicis
enioemii.
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