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Abstract

This paper will focus on the MENA countries who joined the BRI after 2013. The
purpose is to analyse the relations between China’s outwards investment during 2011-
2019 and the economic growth in MENA countries. There are some reviews about the
positive effects of FDI on developing countries” economic growth, which brings
potential risk assessment as well. Under the theoretical guidance, I first collect and write
the introduction for each country, the background of FDI and BRI, then bring my own
research questions and use certain quantitative research methods to explore some
empirical evidence.
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Chapter 1 Introduction to FDI and BRI

1.1 Introduction

Foreign direct investment (FDI) is defined as an investment involving a long-term
relationship and reflecting a continuing interest and control by a resident entity in one
economy (foreign direct investor or parent enterprise) in an enterprise resident in an
economy other than that of the foreign direct investor (UNCTAD, 2014).

FDI is often connected with the GDP per capita and other indicators that can conclude
the economic growth. It is believed to bring positive effects on developing economies,
which includes the transfer of knowledge/technologies bringing about the improvement
of the quality of the labor force and the development of science, also the increase of
employment rate and the cultivation of domestic industries.

In a paper of Henrik Hansen and John Rand(2000), they analyzed the Granger causal
relationships between foreign direct investment (FDI) and GDP within a sample of 31
developing countries covering 31 years. Their conclusion is that FDI has a significant long-
run impact on GDP averagely, which is irrelevant to the impact of level of development.

In an analysis on India and China, Agrawal and Aamir Khan (2011) used regression
models that included GDP, Human Capital, Labor Force, FDI, and found that between
1993 and 2009, the impact of FDI on China’s development was slightly greater than that
of India, But notable in both countries. The researchers attribute it to the "bigger market
size, offers easy accessibility to export market, government incentives, developed
infrastructure, cost-effectiveness, and macro-economic climate". This report may ignore
some endogenous factors, but it also provides some insights for China's rapid development
after reform and opening up, and it has become the world's leading developing economy
today. The FDI inflows play an important role in this progress.

I chose MENA' countries as my research object, first because of China's growing
investment trend in this region, and second, because of my previous studies and more
contacts with the Middle East. I also look forward to using some economic models to
prove some relevant conjectures.

From the successful story in developing countries, it seems that FDI should be a
booster for MENA countries as well. And the FDI is also supposed to have a spill-over
effect: bringing the upgrading of knowledge and technology to local enterprises and the
improvement of the quality of labor force.

From the numbers of OFDI and foreign contracted projects done during 2015-
2019(MOFCOM, 2019), we could point out that the proportion of countries along the
Belt and Road in China's foreign investment and infrastructure projects is gradually

1 Unless otherwise mentioned, the definition of MENA followed in this paper includes: Algeria, Bahrain , Djibouti,
Egypt, Iran, Iraq, Kuwait, Lebanon, Libya, Malta, Morocco, Oman, Qatar, Saudi Arabia, Tunisia, United Arab Emirates,
and Yemen, in total 17 countties.
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increasing, and this trend will last for a period.

OFDI Foreign contracted projects (new contract)
Year | Amount(100 | Increase(%) | Percentage(%) | Amount(100 | Increase(%) | Percentage(%o)
million million
dollars) dollars)
2015 148.2 18.2 - 926.4 7.4 44.1
2016 145.3 -2 8.5 1260.3 36 51.6
2017 143.6 -12 12 1443.2 14.5 54.4
2018 156.4 8.9 13 1257.8 -12.8 52
2019 150.4 -3.8 13.6 1548.9 23.1 59.5

Table 1. China's foreign direct investment and foreign contracted projects in the ‘Belt and Road’ countties,
source: MOFCOM, collected by author.

When I lived in Egypt for the first six months and saw the local people praise the
benefits of Chinese factories and infrastructure, I was convinced that BRI can really help
Middle Eastern countries out of the economic downturn brought about by the political
turmoil of the Arab Spring. This is not unrelated to China's FDI. Perhaps BRI is a viable
path to development, especially since China is playing the role of an influencer in
investment sectors.

This paper focuses on China’s outflow FDI to MENA countries and the signal of
economic growth(GDP Annual). My purpose is to check the relations between FDI and
economic growth among the MENA countries who join in the Initiative. Hopefully this
will be a proof to explain the effect of BRI in these countries, as the enthusiasm of
countries in this region to participate is high.

In sector 1, I mainly introduce the background of the studies around FDI and economic
growth, the MENA countries and the related literature. In sector 2, I will explain few points:
The research questions, the methodology and hypothesis, the model and the explanation
for data source and measurement error. The sector 3 is for empirical evidence with Stata
and secondary data collected from World Bank Indicator and China’s MOFCOM. The
conclusion is placed at sector 4, while some further implications are given.

1.2 Background

1.2.1 The history of investment in MENA countries

Since the 1990s, the reform and opening-up policies implemented by the Chinese
government have successfully attracted the attention of foreign-funded enterprises. At
almost the same time, China began to write about its economic prosperity. It was the
largest FDI inflow host economy among developing economies in 1993, until 2018, it is
the third largest FDI outflow country and second largest FDI inflow economy’. What we
should pay attention to is the increase of China’s FDI outflows. In past studies, researchers
often emphasized "China’s outward FDI is too small, compared with its FDI inflows", but
this situation has changed in the past 20 years.” The FDI stock show us that the outflow

2 According to UNCTAD’s World Investment Report 2019(Chapter 1, Figure 1.3 & Figure 1.6), in 2017 China’s FDI
inflows was US$134 billion, which was US$139 billion in 2018. In 2017 China’s FDI outflows was US$158 billion, which
was US$130 billion in 2018.

3 According to UNCTAD’s World Investment Report 2019(Annex table 2, pp.217), the amount of FDI outward stock
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of FDI stock from China in 2018 was 69 times that of 2000 and 6 times that of 2010. At
the same time, in 2018, China's FDI outward stock exceeded its inward stock. While we
look back to the FDI flows, we observe that the FDI outflow is as much as the inflow, we
could say that China’s investment is also going abroad fast.*

Judging from the 2019 Statistical Bulletin of China’s Outward Foreign Direct
Investment’ issued by the Ministry of Commerce in 2019, the flow and stock of China's
foreign investment have always been among the top ten in the world between 2009 and
2018, and the stock has gradually caught up in the past five years to the forefront of the
wortld.” China's ambitions for foreign investment are indeed increasing. Another reason is
because, at the level of enterprise, outward FDI has evidence that has positive feedback
on the business performance of Chinese enterprises. Cozza et al.(2015) argued that they
detect a positive correlation between outward FDI and several measures of performance
for Chinese firms.

Looking beyond China, we can turn our glare to the Middle East and North Africa
region (officially known as West Asia and North Africa in China), I will abbreviate it as
MENA. The MENA countries have accounted for an increasing proportion of the Chinese
government's overseas strategic development in the past ten years. This conclusion can be
drawn from two aspects.

Firstly, the number and scale of China’s outward FDI in developing countries have
continued to grow: according to statistics from the Ministry of Commerce of China,
investment in developing economies accounted for total foreign investment in 2019 87.3%
of the total, US$146.22 billion; this figure was 85.1% in 2013, US$91.73 billion.
(MOFCOM, 2019) Among them, the total investment in countries along the Belt and Road
reached 179.47 billion US dollars, which is 8.2% of FDI outwards stock.

Secondly, When the Beijing government launched the “Belt and Road Initiative”
(hereinafter referred to as BRI), it was not long after the Arab Spring, and Sino-US relations
were already deteriorating: the Beijing government hoped to avoid Washington’s control
by going west, and also to avoid "Malacca Dilemma", which endowed BRI's strategy great
significance.

From the data of MOFCOM, in 2018, MENA countries became the wotld's second
largest recipient of Chinese investment and construction projects after Europe. China's
investment in new projects of MENA countries reached 28.21 billion U.S. dollars,
surpassing Hast Asia and Sub-Saharan Africa and other traditional initiative involved

countries.(MOFCOM, 2019)

Although there is a big gap between China’s investment stock in MENA countries and

in 2000 was US$27,768 million, in 2010 it was US$317,211 million, in 2018 it was US$1,938,870 million. The amount of
FDI inward stock in 2018 was US$1,627,719 million. All these numbers are excluded Hong Kong, Macau and Taiwan
Province.

4 According to UNCTAD’s World Investment Report 2019(Annex table 1, pp.213), In 2013, China’s FDI inflows was
US$123,911 million, while its FDI outflows was US$107,844 million. During 2015-2017, each year’s FDI outflows was
larger than FDI inflows. In 2018, China’s FDI inflows and outflows are close, separately US$139,043 million and
US$129,830 million.

5 According to MOFCOM’s 2019 Statistical Bulletin of China’s Outward Foreign Direct Investment 2019 A E %o
AP EERR BTG A, Figures from 2002 to 2005 only includes non-financial outward foreign direct investment, while
numbers after 2006 has all industries included.



other developed countries, for example, the EU’s investment in this area is far bigger than
that of China®. From the Figure 1, in terms of trends, the investment stock has increased
year by year. Considering China’s outwards investment had a shrink after 2017, the sector
of Investment in MENA countries did not follow this trend, which could explain the
confidence of China in these countties.

Eam AT R
uuuuuuuuu

LRI ERE

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

B D stocks — ssFD flows

Figure 1. Chinese FDI to MENA region (USD million)

Source: Data from the AEI (FDI flows) and MOFCOM

1.2.2 The history of BRI

In 2013, while China’s President Xi Jinping visited Kazakhstan, he introduced the Belt and
Road Initiative (BRI) for the first time. It refers to ‘Silk Road Economic Belt’ and 21*
Century Maritime Silk Road’. Based on China's history of shipping goods to the Middle
East and even Europe through the Silk Road, this initiative has attracted the attention of
various countries. As of January 2021, 140 countries have signed cooperation documents
for the joint construction of the BRI

China’s BRI is comprised of two components: Silk Road Economic Belt (SREB) and
the 21st century Maritime Silk Road Initiative (MSRI). The former links Beijing with
Central Asia, the Middle East, and Europe on land, while the latter unites the major
maritime trade routes of Africa, Europe, and Oceania as well as South and Southeast Asia
(Xinhua, 2017).

1.2.3 MENA countries in BRI

MENA countries are undoubtedly important among the countries along the BRI, no
matter in terms of investment volume or strategic policies. I will make a brief analysis of
each investment recipient country in the following part.

e Egypt

Egypt was the first country in Africa to develop diplomatic relations with the
People’s Republic of China, in 1956. It is also one of five countries in the Africa that
have been chosen to develop a special economic zone (SEZ). The political and
economic partnership between the two countries is strong, and Egypt is also a fruitful

6 As of the end of 2017, the EU’s direct investment stock was worth over 100-times more than that of China, USD 285
billion and USD 24.37 billion respectively.
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example of China's South-South cooperation. Egypt joined the BRI in 2016.

From the perspective of Egypt, due to its geographical location close to the three
continents of Europe, Asia and Africa. Considering the strategic influence of Suez
Canal, a key logistic point for China, Egypt has convenient trading conditions. And the
voice from scholars shows that Egypt may pay more attention to the newer market
and investors, like Asia and Africa:

Nassar (1980) argued that, besides its traditional export destinations, ‘Egypt has to
explore and open new markets for its exports. > Seddiq and Salah (2002) analyzed the
EU-Egypt Partnership Agreement and suggested that Egypt should focus on more
trade cooperation with other economic blocs, such as the African or Asian ones while
this behavior may give Egypt better bargaining chips in the negotiations with the
European side.

This is not groundless. The instruction was accepted by Egypt, as the relations
between Egypt and China was developed rapidly. China pays a lot of attention to
Egypt’s domestic business since 20th century: According to the Egyptian bureau, until
2016, 1,066 Chinese companies have invested in Egypt, with a primarily registered
capital of $320 million, and paid-in capital of $285 million.(Gadallah, 2016)

The special zone brought bigger effect on attracting investment. In 2008, China
established the China-Egypt Economic Zone in Suez. It was extended in 2016. The
Tianjin Economic and Technological Development Zone (TEDA) Industrial Zone is
built in the Suez Canal Economic Zone (TIMEP, 2019). China's group investment
projects focus on infrastructure sections(power stations, railway systems and port
construction).

e Algeria

The historical relationship between New China and Algeria has many important
points. The bilateral relationship of two countries could date back to the Afro-Asian
Bandung Conference in 1955. China was the first non-Arab country to recognize the
Algerian provisional government in 1958.Algeria joined the BRI in 2018.

According to the China Global Investment Tracker (CGIT), until January 2021,
China’s documented combined construction and investment activities in Algeria
during the period 2005-2020 were heavily concentrated in the transport and real estate
sectors and totaled $23.85 billion.

Algeria has the world’s 10th- and 16th reservation of gas and oil, respectively, it also
has the 3rd-biggest recoverable shale gas reserves.7 The non-oil resource, like gold,
uranium, zinc and iron ore is also abundant.

In Algeria, China’s infrastructure projects make big efforts on the East-West
Highway and the Grand Mosque of Algiers, also the El Hamdania port and the new
Algiers airport in 2019. (Hamaizia, 2020)

Calabrese (2021) commented that Beijing government has realized the Maghreb

7

See UsS. Congressional Research Service, “Algeria,” July 6, 2021,

https:/ /ctsteports.congtess.gov/product/pdf/IF/IF11116.
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countries are not only cheap sources of natural resources but the attractive markets for
Chinese companies and investors, as to the valuable strategic assets given their location
at the crossroads of the Arab world, Africa and the Mediterranean. From the history
of bilateral corporations, Algeria has become an important partner of China in the
Maghreb region with its political influence, geographical convenience and abundant
raw materials for industrial production.

¢ Djibouti

Although it has the smallest territory in Africa, Djibouti is still an important country
for China. Mordechai Chaziza (2021) discussed the importance of Djibouti to China
in his research paper.

Firstly, the location for cargo transportation and maritime logistics is convenient.
Djibouti controls the shipping routes of the Red Sea and the Indian Ocean, connecting
Europe, Asia-Pacific, the Horn of Africa and the Persian Gulf. At the same time, the
Chinese military based in Djibouti can guarantee the safety of shipping. 40% of China's
total oil imports pass through the Indian Ocean, and China has 4% of its natural gas
imports and 3% of its crude oil passes through the Mande Strait.

Secondly, the infrastructure built by China can help Djibouti provide better energy
and strengthen the capability of transportation. China’s major infrastructure projects
In Djibouti are worth 14.4 billion U.S. dollars. Some important projects, such as the
transformation of the Djibouti port, the FEthiopia-Djibouti railway, natural gas
pipelines, and submarine optical cables contracted by Huawei.

Djibouti established a strategic partnership with China in 2017 and joined BRI
afterwards.

¢ Kuwait

Kuwait was the first Gulf Arab country to establish diplomatic relations with China
in 1971.(Xinhua, 2021) The earliest economic activities can trace back to 1955. In 2018,
Kuwait joined the BRI in 2018.

According to the research paper of Mordechai Chaziza (2020), Kuwait’s ‘KV2035’
project is the cornerstone of the whole cooperation. It meets the basic needs of the
Initiative and it is the model student among the Gulf countries, which means the
official attitude and gestures to the ambitious Initiative is positive.

Large-scale projects that China has involved include the projects of Silk City, the
Kuwaiti Five Islands development and Mubarak al-Kabeer Port. The Silk City (Al-
Hareer), a big complex, which is planned to finish in 25 years and will create 450,000
new jobs. Also, Chinese companies are interested in building up to five uninhabited
islands on Kuwait’s eastern coast and it is part of the Silk City plan.(WBV, 2019)

The investment from China concentrates on the energy, transport and real estate,
in total US$ 6.1billion (China Global Investment Tracker, 2019).

e Lebanon

The economic exchanges between China and Lebanon can be traced back to the
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second half of the 1950s. At that time, the People's Republic of China had very little
contact with Western countries. The first Chinese delegation came to Lebanon in 1955,
and a commercial office was established in 1956. (Taleb, 2020)
Lebanon joins the BRI in 2017(Xinhua, 2021). It is of significance on the trade over
the Mediterranean Sea: Beirut and Tripoli ports can become central locations for
potential export and import between China and the other MENA countries, even
Europe.

One of the progressive projects is the reconstruction of Tripoli. It is a famous port
which leads to the Mediterranean Sea. It is also very close to the other countries in
Levant area: Tripoli is less than 30 kilometers from the closest border of Syria,
therefore its strategic position is of importance for seeking access to the war-damaged
cities in Syria. Tripoli is also close to Libya, which has a good relation with Beijing
government.

Recently Lebanon is facing a severe domestic crisis, and the President of Lebanon
shows a friendly attitude to China’s investment projects, which are not only the huge
manufacture ones, also including the language centers, musical college and the grocery
sectors of introducing Lebanon’s goods into China (International Financial Law
Review, 2018)

e Tunisia

Tunisia joined the Initiative in early September 2018. Tunisia and China have a long
history of commercial activities. Since 1958, China and Tunisia sighed numerous trade
agreements. In addition, Cooperation mechanisms established such as the China—
Tunisia Cooperation Forum and the Tunisia—China Investment and Trade Forum
were developed to strengthen the relations. (Rakhmat, 2014)

The projects aided by China includes the Ben Arous sports center, the new
university hospital in the southeastern province of Sfax, the Tunisian diplomatic
academy and the construction of the Medjerda River canal.(Xinhua, 2019)

After Tunisia joined the BRI, it is clear that China was looking forward to investing
in commercial/industrial projects. For example, during the 2019 China-Africa
Cooperation Forum, two countries achieved agreements on the commercialization
project around the port of Zarzis, including the construction of a railway line linking
Médenine and Zarzis, which is the significant area of abundant minerals, also the
petrochemical and processing industries of phosphates.(Zoubir, 2020)

e Morocco

Morocco is the second African country to recognize the People’s Republic of China
in 1958. It joined the BRI in 2017, while Morocco established ‘strategic partnership’
with China in 2016.(Guerraoui, 2016)

From 2014 to 2019, Chinese investments and contracts in Motrocco reached
US$1.26 billion, mainly focusing on the sections of transportation, energy and real
estate.

There are some projects already done: In 2016, The construction of a bridge
between Rabat and Sale made by China Railway Major Bridge Engineering Group,
7
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which is the longest bridge in Africa, 950 meters long. Since 2017, China’s CHINT(1E

Z%) Group took part in the Noor solar IV power station with Saudi Arabia’s ACWA
Power. In the words of Michaél Tanchum (2020), this huge project of solar power
plant demonstrates ‘the developmental business synergy of partners from China, the
Arab Gulf countries, Europe and Morocco’.

A not-so-successful case is the project of the Mohammed VI Tangier Tech City,
which was planned to be a $10 billion Chinese-funded industrial city in Tangier in
2016. However, the disagreements on the ownership of the City stopped the program.
After some discussion and negotiations under the table, in 2019, China
Communications Construction Company (CCCC) took over a scaled-down version of
the project.

Except the investment on manufactory and infrastructure, Morocco’s famous
tourism brings some potential investment. The help of China-Morocco Tourism
Cooperation Forum and private business organizations such as the Moroccan Society
of Tourism Engineering (SMIT) plays an important role in introducing and attracting
China’s investment in the tourism industry.

o Iraq

Iraq is a big deal for China. The ambassador of China in Iraq said that “"China is
considered the biggest trading partner of Iraq, and Iraq is the second biggest oil
supplier to China, and the fourth biggest trading partner of China in the Middle East.”
(Xinhua, 2019)

The Chinese government seems to develop Chinese investment in Iraq based on its
distrust of investment in Western countries (especially the United States) after ISIS’s
attack and Iran-Iraq war. As the capability of building up basic infrastructures are
necessary to rebuild the country, China’s investment focused on the development of
infrastructure for oil fields and electricity, as well as the social infrastructure, such as
medical, educational and housing.

According to Foreign Brief’s report(Honig, 2019), in 2019, China’s Hilong Oil
Service & Engineering Company signed an agreement with the Iraqi Drilling Company
about a joint venture to exploit numerous oilfields of Iraq, which includes the Majnoon
field—one of the world’s largest oilfields.

When it comes to the semi-autonomous Kurdistan Regional Government(KPG),
China’s investment is also rapid and impressive: In 2020 October, the Chinese
companies announced the plans for the construction of a cement plant based in Erbil,
a big housing development and an urban tourist attraction, these contracts’ amount is
210 million dollars.(Malik, 2021) Considering the Chinese government set up the
consulate general OF KPG in 2014, the diplomatic layout and the eatly time of joining
the BRI have made closer cooperation between China and Iraq.

e Bahrain

Bahrain officially joined the BRI in 2018. It established diplomatic relations with
Beijing on April 15, 1989.


https://www.npr.org/2018/10/03/638297986/will-moroccos-chinese-funded-tech-city-ever-break-ground

As one of the special Gulf countries, Bahrain's trade and investment with China is
not dominated by natural resources. Considering Bahrain's own energy reserves and
territory size, this situation is not unexpected. China-related investment mostly focuses
on the sectors of financial services and information & communication technology
(ICT). For example, Tencent just signed a memorandum of understanding to establish
a data center in Bahrain in 2021. (O’ Grady,2021)

e Libya

The situation in Libya is mainly divided into two stages: Before 2011 and after 2011.
Frederic Wehrey (2020) pointed out in a report on Libya that in 2010, Libya provided

3% of China's crude oil supply, which was one-tenth of Libya's crude oil exports.
Chinese companies were deeply involved in the Libyan oil industry, not just trade. All
of China's top state-owned oil companies-PetroChina, Sinopec and CNOOC-have
long-term infrastructure projects in Libya. Before the 2011 civil war, China had almost
36,000 workers — spread across 75 firms and 50 development projects — in the
country. (Mezran and J. Samet, 2019)

After 2011, Beijing government developed a strategy: On one hand, they supported
the central government supported by UN: Government of National Accord (GNA),
on the other hand, facing the northern region, which shows the tendency of autonomy,
China did not interfere in military and political activities and only provides oil-related
investment. Libya signed the MoU in 2018, GNA was willing to bring the investment
back to Libya.

e Malta

Malta joined the BRI in 2018. Several specific cases of Chinese investment in Malta
are natural gas power plants invested and constructed by the Shanghai Electric Power
Company (SEP), which helped the country shift to providing cleaner, more reliable
and cheaper power supplies. (MFA, 2020)

e Oman

China's investment in Oman is limited, focusing on the oil sector and the
construction of industrial parks. One of the well-known investments is Chinese-Omani
industrial Park which is at Oman’s southern port of Dugm. According to official
reports, China has invested more than US$10.7 billion in this project. (Xinhua, 2020)

Oman itself has certain investment risks, such as a high unemployment rate; Oman’s
oil and gas sector still accounts for about 72% of government revenue, and the country
is greatly affected by oil price fluctuations; its policies are less competitive than
neighboring countries such as Iran, etc. (Mogielnicki, 2020)

e Qatar

Qatar joined the BRI in 2019. It is famous for its storage of natural gas. (Iqtait, 2018)
Due to the plan of Qatar National Vision 2030 (QNV2030), Qatar is willing to
cooperate with China in terms of the pursuit of economic and social development.

According to the China Global Investment Tracker (2019), Beijing investments and
contracts in Qatar during 2013-2018 reached $3.9 billion. Chinese enterprises have
9



participated in the construction of several projects in Doha, such as the Hamad Port
and 2022 World Cup main stadium. In terms of telecommunications, China’s Huawei
has an ICT project in Qatar: It helped Qatar launch a 5G network through the 3.5
GHz Spectrum, which was the first 5G network in the world commercially (Qatar
Tribune 2018).

Chaziza (2020) agrees that ‘Beijing’s increasing interest in reducing dependence on
traditional sources of energy and achieving green, sustainable economic development
makes Doha’s abundance of natural gas more precise.” It is clear from the amount of
oil/gas trade between China and Qatar. Qatar is not among China's top 15 crude oil
suppliers; its oil supplying is relatively small. In contrast, its natural gas business
performance is particularly outstanding, recently China signed an agreement of
receiving liquified gas for 15 years from Qatar(Middle East Monitor, 2021). It was
between Qatar Petroleum (QP) and China National Offshore Oil Corporation
(CNOOC).

e UAE

UAE is a strong business partner in the Gulf area. Actually, it is already the mainly
cooperator among all the rest of MENA countries, account to the amount of trades
and investment: In 2018, the total amount of Chinese investment and contracts in the
UAE was US$8.16 billion, surpassing Saudi Arabia, the second largest recipient, by
nearly US$3.4 billion.

UAE joined the BRI in 2019, while the investment happened earlier than that
moment. According to HSBC(2021), The deals after UAE’s visit in 2015 included the
approval of the first Chinese state-owned financial ser-vices firm to set up in the Abu
Dhabi Global Market Center, as well as a U.S.$1.6 billion hydrocarbon survey contract
to China National Petroleum by the Abu Dhabi National Oil Company (ADNOC).
Other projects are also big deal-makers. One Chinese company invests U.S.$300
million in construction and machinery at the terminal at the Khalifa port for the
exchange of 35-year concession with the port.

According to the report of Geoff De Freitas(2019) , in the Abu Dhabi’s KIZAD
Industrial Hub, over 20 Chinese companies have showed interest and joined until July
2019, which brought more than $1.7 billion’s investment, with the help of Jiangsu
Provincial Overseas Cooperation and Investment Company (JOCIC).

e Saudi Arabia

Riyadh is an ambitious player in Gulf area. It has also a 2030 vision’ for a multi-
industrial development. While attending the Saudi-China Investment Forum, Saudi’s
Vice Minister of Business and Investment mentioned that the 2030 Vision’ shared
objectives with Chinese industrial capability building within the BRI. More importantly,
Saudi Arabia’s strategic location will facilitate Sino-Saudi cooperation in trade,
investment, logistics and infrastructure naturally. It is obvious from the investment
flow: The total investment flows between China and Saudi Arabia increased more than
twentyfold during 2005- 2015.(Chen & Han, 2019)

The big deals include a high-speed railway between Mecca and Medina by the China
Railway Construction Corporation (CRCC), which helps the Muslim community to
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travel and benefit the development of local religious tourism; the Industrial Zone in
Jazan city, which uses Saudi Arabia’s Red Sea coastline to connect with two Chinese
projects: Egypt’s Port at the north of Suez Canal and the military base in Djibouti.

¢ Yemen

Yemen has a long period friendly relation with China, it was the first among the
Gulf countries who developed the diplomatic relations with China in 1956. Since the
civil war in 2011, the international investment ran out of Yemen. The Initiative from
China is a good chance to bring some hot money back.

In 2012, the China National Corporation for Overseas Economic Cooperation
(CCOEC) signed a deal to build three natural gas-fired power plantsin
Yemen.(TRTWorld, 2019)

In 2013, there was a plan to expand two container ports in the southern cities of
Aden and Mokha with a total cost of $508 million, which will be helpful to China’s
trades through Gulf area. (Al-Khawlani, 2021) The big problem is that Yemen was still
facing unsure situation under the domestic conflicts, which leads to the slow pace of
construction and investment.

e Iran

Some strategic analyses point out that Sino-Iran relations are not limited to the
supply and demand of natural resources (oil), but more in the sense that they have
common demands in terms of geopolitics and political stances (relationships with the
United States). In this paper, we do not put the factors of politics into consideration,
only talk about the investment in arms, energy, manufactured goods, and technology.
Three-quarters of imports from Iran to China are energy(oil and gas), basic materials
and petrochemical products, while Iran’s imports from China are more diversified,
Including high-tech (weapons), engineering services, financial services, etc.

Dorraj (2016) believes that, after China’s open-door economic policies in 1978, Its
need for energy supplying was booming. Plus, Beijing government was looking for
diversifying its energy mix from only coal, which led too much pollution in the
crowded big cities and historically had been responsible for 60% to 75% of China’s

energy supply.

While Iran has the fourth largest oil reserves (157 billion barrels, roughly 10% of
global reserves) and the largest gas reserves in the world (33.8 trillion cubic meters,
roughly 18.2% of the world supplying), and its infrastructure is limited due to the block
of US and the war with Iraq, Dorraj said, low rate of extraction and huge amount of
reserves shows that Iran’s energy sources are waiting to be developed’.

Under the combined effect of different geographical locations and different
backgrounds, the relationship between MENA countries and China's direct investment
is also full of differences. After learning more about the relevant countries, I would
like to make some preliminary conclusions of my own.

1. Abundant natural resources: Most MENA countries are rich in energy such as oil
and natural gas, as well as traditional non-oil sectors, such as precious metals and
minerals. In recent years, China has a keen interest in renewable energy and also
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wants to promote green and clean energy projects in BRI countries. It is believed
that renewable energy investments (solar, wind, hydro) will be an important sector.
It increased from 38% in 2019 to 57% in 2020(Wang, 2021).

2. Due to the special geographical location and the long coastline, the MENA
countries have the control of the arteries/important supply points/gates of
maritime transportation.

3. There are obvious differences in trade patterns (oil-producing countries and non-
oil-exporting countries), and the income structure is closely related to energy
sectors. According to IIGF Green BRI Center’s report(2020), among the MENA
countries along BRI, only Egypt, Yemen, Morocco, Tunisia and Djibouti are low
middle/low income countries. We can conclude that North African countries account for
the majority, and all of them are non-oil exporters except Yemen. The Income Group’s
information comes from World Bank Indicators.

4. Most of the Investment happened before the countries formally joining the BRI.
The investment is not a sudden thing, most of the MENA countries have
agreement with China before 2018. The time slots I choose (2011-2019) also make
sense, because in the case of MENA countries, there is often a proper delay
between the signing of investment or project contracts and the gradual
implementation.

5. Most countties are seeking 10-20 years of industrial transformation/development
of growth in non-oil fields. They believe that China’s investment could be helpful
to this progress. For example, the MENA countries have these programs: Qatar
National Vision 2030, Saudi Vision 2030, New Kuwait 2035, Abu Dhabi 2030,
2040 Bahrain’s Economic Vision 2030 and Oman Vision. In Fuller’s(2019) report,
he argues that these states are working to build stronger private sectors and
diversify their economies, and infrastructure and construction projects are central
to much of what they intend to accomplish. As such, the already strong Chinese

experience in Gulf infrastructure is seen as a way to coordinate ‘Vision’ plans with
the BRI.

1.3 Literature review

1.3.1 FDPI’s positive impact on the growth
Regarding the relationship between FDI and economic development, some existing studies
have given positive assumption.

Itis proved that the theoretical foundation for empirical studies on FDI and growth
derives from either neo-classical model of growth or endogenous growth models(Nait-
Reichert et al., 2001). In neoclassical models of growth, FDI increases the amount of
investment and its efficiency, which may lead to positive effects on a long-term level
and on a medium-term, intermediate increases in growth. While the new endogenous
growth models see long run growth as a function of technological progress, and it tries
to provide a framework in which FDI can permanently increase the rate of growth in
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the host economy through positive spillover effects.

Eduardo et al. (1998) test through the empirical work by a model of endogenous
growth, it is found that foreign FDI can promote the development of the economy
better than domestic investment (such as a rise in GDP). , The premise is that the FDI
recipient country can provide sufficient levels of human resources, that is, there is a
‘strong complementary effect between FDI and human capital’.

Another paper(Alfaro et al., 2010) use the developing countries’ evidence but failed
to prove FDI has positive/negative effects on the productivity of the host country
firms or aggregate growth. But there is an improved conclusion proved that the
positive effects are significant while the domestic financial market is more completed
and developed, relatively.

The interesting part, which inspired my modeling, is from this 2010 paper, the
author mentioned that Macro-empirical analysis of the effects of FDI on growth is
mostly based on the single equation time averaged cross-section estimation approach.
I decide to focus on the two variables: the GDP Stock and FDI.

There is some evidence proving that FDI contributes to increasing the employment
rate and maintaining the competitiveness of the labor force. This case study can be
found from African Development Bank Group: “In Africa, most foreign direct
investment (FDI) in Africa is concentrated on natural resources, but investment in
non-resource-based FDI, and in particular, FDI in manufacturing, generates more jobs
and has the potential effect on alleviating the unemployment problem in
Africa.”(ECMR, 2019)

1.3.2 The possible negative effect on the growth

While refuting the positive effects of FDI, Herzer et al.(2008) analyzed some possibilities:
‘Domestic firms using very backward production technology and low-skilled workers may
be unable to learn from multinationals. ..Finally, knowledge spillovers will be realized only
if local firms have the ability to invest in absorbing foreign technologies, which may be
restricted by the domestic market.’

The specific way of China’s investment received some criticism as well. Some
countries have to carry heavy debt while cooperating with China, which may help
China win the final ownership/long-term use rights of some projects. However, the
wortties about the debt trap did not cause panic among MENA countries.

On the contrary, after the countries that joined in the initial stage of the Initiative
received a large amount of investment and trade dividends, their neighboring countries
and regional competitors also followed up, essentially to make their voice heard in this
cooperation.

Chapter 2 Research Methodology and Hypothesis

In this chapter, I discussed the process of collecting data and the explanation of modeling.
What needs attention is the analysis of potential measurement errors. I will introduce
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research questions, data sources, and conjectures before regression analysis.

2.1 Research questions

My research question is about the FDI’s effect in the MENA countries which join in the
BRI with China.

After introducing the condition of the MENA countries and the development of
China’s outward Foreign Direct Investment, I have an idea for building up the research
question: Does China’s FDI bring economic development to the countries among the
BRI?

If I can use some practical evidence to conclude that China’s investment is helpful
to countries that have joined the agreement, compared with countries in other regions
of the BRI, whether China’s investment in MENA countries enjoys the same positive
benefits. While considering the effect within MENA countries, the time of joining the
Initiative is different, and time may be used as a criterion to distinguish whether MENA
countries benefit from China’s investment.

The Research question is: Does China’s outwards FDI bring positive impact on
the economic growth in the MENA countries which are involved?

The Sub-Question 1is: Does the MENA countries who joined in the Initiative eatlier
than 2018 get some more benefits compared with the MENA ones who joined later?

The Sub-Question 2 is: Does the Initiative brings some positive impact on the countries
which joined the BRI?

2.2 Data source

The variables for the model I choose is the FDI outwards stock from China and the GDP
annual of MENA counttries. I collected the stock and flow of China's direct investment in
MENA countries from 2009 to 2019 (see Appendix A.1&A.2). The data is from World
Bank Indicators and MOFCOM’s annual report on China’s outwards investment. Both are
authoritative organizations/government departments and have the ability to publish
official data. All the data could be found on the published material/reports.

As an attempt to explain the continuous changes that occurred before and after the
appearance of BRI, I set 2011-2019 as the time range, which included the formal date
of China announcing the plan of the Initiative.

About the range of countries, I choose 38 countries in total, within 17 MENA
countries, 13 Non-BRI member countries, and 8 participants in BRI from the other
continents. The choice comes from the research question, for that purpose I need
some other countries’ data to make control test.

ID& Country name

1 Algeria 14 Saudi Arabia 27 Nigeria

2 Bahrain 15 Tunisa 28 Ethiopia
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3 Djibouti 16 UAE 29 Cameroon
4Egypt 17 Yemen 30 Thailand
5 Iran 18 Denmark 31 Peru
6 Iraq 19 France 32 Panama
7 Kuwait 20 Germany 33 Brazil
8 Lebanon 21 Spain 34bArgentina
9 Libya 22 Netherlands 35 Chile
10 Malta 23 Sweden 36 Mexico
11 Morocco 24 UK 37 US
12 Oman 25 Norway 38 Canada
13 Qatar 26 South Aftrica

Table 2. The list of countries in the dataset

2.3 Measurement errotr

When it comes to big and reliable organizations, the measurement error should be avoid
in advance, as they are with good reputation and they have strong data collecting procedure.

I conclude the characteristics of the two data source.

Sources

World Bank

MOFCOM(Ministry of Commerce)

Characteristics

e Annual complied by global
official statistics

e Managed to collect from
other meta database, like
IMF and UNCTAD

e The official source on overseas
investment and cooperation of
China is the China Commerce
Yearbook, which is published by
the Ministry of Commerce.
(Brautigam et al., 2019)

e Tigures from 2002 to 2005 only
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includes non-financial outward
foreign direct investment, while
numbers after 2006 has all
industries included.

Table 3. The characteristics of the soutces

I also analysis the Pros and Cons from the WBI and MOFCOM.

World Bank

Pros:

The World Bank uses the weighted average numbers. Which means there may be
some biases happen on the choice of year. Because the weighted average considers
the relative significance of all values in the dataset, therefore it is a more accurate
representation of the average of a set.

e The World Bank uses reliable methodologies to protect the accuracy of data. One
of the methodologies is the DQAF. it covers the plenty quality aspects of data
collection, processing, and dissemination. (IMF, 2012)

e Another methodology is General Data Dissemination System(GDDS). As the page
of IMF said: “The e-GDDS framework is built around four dimensions -- data
characteristics, quality, access, and integrity.”(IMF, 2021)

Cons:

e The data may be underestimate. According to IMF’s definition, the investments
should account for at least 10 percent of voting stock to be counted as FDI. In
reality, many countries set a higher threshold. And it seems that some countries
fail to report reinvested earnings. The data may be inevitably missing somehow.

e DI data do not give a complete picture of international investment in an economy.
For example, balanced payments data on FDI do not include capital raised locally,
which is a significant source of investment financing in some developing countties.

MOFCOM
Pros:

e Since Chinese government requires both state-owned and private companies
investing abroad to submit detailed information regularly, when examining the
reliability of data, the official Chinese data (the flow of FDI from the Ministry of
Commerce) seems to be relatively reliable, especially the data in other developing
countries which cooperate with China continually.

Cons:

[ ]

One potential problem which is already captured by other researchers is, the

scheduled plan of investment is different from the realized investment project,

where we can compare the data from MOFCOM OFDI project with the data from

MOFCOM OFDTI’s flows: Shen (2015) checked data on the number of Chinese

FDI projects from six African countries with corresponding data from the Ministry
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of Commerce (MOFCOM) and found that the number of projects from the data
of host country is at least 2.5 times bigger than the number announced by the
Ministry of Commerce, China. The result would lead to the overestimation on
actual investment.

e The missing of data is common. The MOFCOM FDI flow data may miss smaller
projects as the data has only recorded projects valued above $10 million.

In the paper, I accept the suppose that all the data are accurate and the measurement error
has no big influence on the data analysis. Therefore, I could keep going to analyse the
model.

2.4 Hypotheses

Following after the Research question, my hypotheses are like below:

H1: The investment from China may have a positive effect on the GDP wvariable,
although it may not be significant as the difference between developing countries and
developed countries is big. China’s preference of investment is still on the developing
world: The industrial upgrading and transforming in developed countries is close to the
next stage, and the infrastructure and the design and planning of industrial park where
China is good at in developing countries are not suitable for developed countries. All these
factors may not lead to a very impressive result.

H2: Within the BRI participants, the Investment should be significant and have a
positive impact on the economic growth. Actually, the impact of FDI on MENA countries
was proved by the other papers, however, they did not know if the investment inflow from
only one specific country could be significant as well.

H3: The time of joining the BRI could make a difference within MENA countries, as
the time for China’s cooperation and exchanges also depends on the results of
communication and cooperation with other countries. Since 95% of China’s direct
investment is invested by state-owned enterprises and companies with official
backgrounds during 2005-2019(Sidlo, 2020), the official attitude to the Initiative often

determines the amount of investment.

2.5 Model

Considering the efforts made by Mehdi Behname (2012), I would like to use panel
cointegration model to explore the impact of Investment from China on the economic
growth(GDP annual data). The model contains 38 countries, including 13 countries which
are not in the Initiative for now and 25 countries which are part of the Initiative.

Log(GDPy;) = ay; + B1Log(FDIy;) + €

With FDI: The Foreign Direct Investment stock from China
GDP: GDP annual of the host country

Chapter 3 Empirical Evidence
The progress was made in STATA 16. All the variables are as below.
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a) Describe the variables

Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max
t 418 6 3.166 1 11
id 418 19.5 10.979 1 38
GDP 418 1.060e+12 2.884e+12 .818 2.143e+13
FDI 418 3027.777 8128.165 .87 77797.5
lggdp 418 26.161 2.194 -.201 30.696
lgfdi 418 6.237 2.256 -.139 11.262
joinyear 418 1327.211 958.213 0 2019
bri 418 .658 475 0 1
BRI 275 .36 481 0 1
mena 418 447 498 0 1

Table 4. Summary of the variables in STATA

t: The time in the dataset, here I choose 2011-2019, so it is from 1 to 11 as a group, and
the order from 1 to 11 is in the positive chronological order.

id: The number of each country, the order is the same in Table 2.1 have 38 countries in
total.

GDP: The unit of measurement for GDP is millions of dollars, with current exchange
rate.

FDI: The unit of measurement for FDI is ten thousand dollars, with current exchange
rate.

lggdp/lgfdi: Both are logarithms based on the original variables GDP/FDL

joinyear: It is the time of BRI participants joining the Initiative. The non-participant
shares a ‘0’ in the dataset.

bri: It is a dummy variable, for explaining if the country joins the Initiative.

BRI: It is a dummy variable, to distinguish the if the country joins the Initiative before
and in 2018.

mena: It is a dummy variable, to explain if the country is in MENA area, I have 17 of
38 countries which are MENA countries.

After the variables are cleatly explained, I do a unit-root test for checking the stationary
of the whole dataset.

b) Unit-Root Test
I choose LLLC & IPC & I.M Test for the unit-root test.

Unit Root Test results

Variable LLC IPS LM
lggdp
Level -10.9328**+* -4.084 4%k 0.2363
(0.0000) (0.0000) (0.4066)
FD -9.0785%k* -4.6400%+* -5.0050
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(0.0000) (0.0000) 1.0000

lgfdi
Level -5.5528k* S2.7170%* 26.7466%F*
(0.0000) (0.0033) (0.0000)
FD
-6.5247%k -4.0119%%x 1.4105
(0.0000) (0.0000) (0.0792)

(The numbers in parentheses are P-values, *** and ** indicate significant at the 1% and 5% significance levels, respectively, and no
* means insignificant.)

Table 5. The result for Unit-Root test of lggdp/lgfdi

The LLC and IPS test have the similar Null Hypothesis: ‘All panels contain unit roots.’
I should be able to reject the Null Hypothesis if I want to see the stationary in the variable.
From the result in STATA, both of the variables are able to reject the Null Hypothesis,
which means they are stationary.

LM Hadri test has a different Null Hypothesis. It is ‘All panels are stationary.” So, the
ideal situation(stationary) is to remain the Null Hypothesis from this test. For ‘Igedp’, I did
not see the significant at any level, which means that it remains the Null Hypothesis, all
panels are stationary. While for ‘Igfd?’, it is stationary on first difference level.

¢) Panel data cointegration test

I choose to use Kao test for cointegration in STATA. Its Null Hypothesis is ‘No cointegration’.

Cointegration Test

Modified Dickey Augmented Unadjusted Unadjusted
Dickey-Fuller  -Fuller Dickey- modified Dickey-Fuller test
test test Fuller test Dickey-

Fuller test

6.6872%%* 10.1622%%% 10.9046%+* 14.1361%%* ~15.4280 **x
(0.0000) (0.0000) (0.0000) (0.0000) (0.0000)

(The numbers in parentheses are P-values, *** and ** indicate significant at the 1% and 5% significance levels, respectively, and no *
means insignificant.)

Table 6. The result for Cointegration Test

From Table 5, I could reject the Null Hypothesis, which means all panels should be
cointegrated.

d) Panel causality test: Xtgcause’ command

As the variables are stationary(at least on the level of first difference), It is time to do a
causality test for the dependent/independent variable. I choose ‘xtgcause’ for testing the
Granger causality between GDP and FDI wvariables. This procedure is proposed by
Dumitrescu and Hutlin (2012, Economic Modelling 29: 1450-1460).

First Let me check the causality between two variables: Igfdi and lgedp.
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. xtgcause 1lgfdi lggdp

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.4846
Z-bar = 2.1124 (p-value = 0.0347)
Z-bar tilde = 0.1863 (p-value = ©.8522)

Ho: 1lggdp does not Granger-cause lgfdi.
H1l: 1lggdp does Granger-cause lgfdi for at least one panelvar (id).

. xtgcause lggdp 1lgfdi

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.8620
Z-bar = 3,7575 (p-value = 0.0002)
Z-bar tilde = 1.0172 (p-value = ©.3091)

Ho: 1lgfdi does not Granger-cause lggdp.
Hl: 1lgfdi does Granger-cause lggdp for at least one panelvar (id).

From running this command, it is obvious that P-value is too big to refuse the Null
hypothesis, which means the variables of FDI and GDP does not have a causality, from
both directions.

Considering that it is a panel with different countries, I set a new dummy variable on
‘bri’: whether the country is a participant in BRI.

The second time test’s result is below.

. xtgcause lggdp 1lgfdi if bri==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 2.1021
Z-bar = 3.8964 (p-value = ©.0001)
Z-bar tilde = 1.2537 (p-value = ©.2100)

Ho: 1lgfdi does not Granger-cause lggdp.
H1: 1lgfdi does Granger-cause lggdp for at least one panelvar (id).

. xtgcause lgfdi 1lggdp if bri==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.5503
Z-bar = 1.9455 (p-value = ©0.0517)
Z-bar tilde = 0.2683 (p-value = ©.7884)

Ho: 1lggdp does not Granger-cause lgfdi.
H1: lggdp does Granger-cause lgfdi for at least one panelvar (id).

From the Granger test, I find that in the BRI participants, the GDP and FDI does not
have causality. Because the P-value is bigger than 0.05 on the level of 95%.
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. xtgcause lgfdi 1lggdp if bri==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.3583
Z-bar = 0.9136 (p-value = 0.3609)
Z-bar tilde = -0.0537 (p-value = 0.9572)

He: lggdp does not Granger-cause lgfdi.
H1: 1lggdp does Granger-cause lgfdi for at least one panelvar (id).

. xtgcause lggdp 1lgfdi if bri==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.4004
Z-bar = 1.0208 (p-value = 0.3074)
Z-bar tilde = 0.0005 (p-value = ©.9996)

He: 1lgfdi does not Granger-cause lggdp.
H1l: 1lgfdi does Granger-cause lggdp for at least one panelvar (id).

In the non-participant countries, the China’s Investment have no obvious causality
with the GDP variable.

Consider about the year of different countries joining in the BRI, I suppose that the
causality between the countries who join in the Initiative is not existing as well. For
checking this, I generate another variable ‘BRI’, which counts the join year of countries
before or after 2018.

. xtgcause lggdp 1lgfdi if BRI==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 2.3945
Z-bar = 2.9582 (p-value = ©.0031)
Z-bar tilde = 1.0656 (p-value = ©.2866)

Ho: 1lgfdi does not Granger-cause lggdp.
H1l: 1lgfdi does Granger-cause lggdp for at least one panelvar (id).

. xtgcause 1gfdi 1lggdp if BRI==

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.0033
Z-bar = 0.0070 (p-value = ©.9944)
Z-bar tilde = -9.4251 (p-value = ©.6708)

Ho: 1lggdp does not Granger-cause lgfdi.
H1l: 1lggdp does Granger-cause lgfdi for at least one panelvar (id).
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. xtgcause 1lgfdi lggdp if BRI==0©

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.8580
Z-bar = 2.4267 (p-value = ©.0152)
Z-bar tilde = 0.6542 (p-value = ©.5130)

Hoe: 1lggdp does not Granger-cause lgfdi.
H1l: 1lggdp does Granger-cause lgfdi for at least one panelvar (id).

. xtgcause lggdp 1lgfdi if BRI==0©

Dumitrescu & Hurlin (2012) Granger non-causality test results:

Lag order: 1

W-bar = 1.9376
Z-bar = 2.6518 (p-value = 0.0080)
Z-bar tilde = 0.7679 (p-value = ©.4425)

HO: 1lgfdi does not Granger-cause lggdp.
H1l: 1lgfdi does Granger-cause lggdp for at least one panelvar (id).

I find that within the BRI countries, the causality does not exist. Both before and after
2018, the P-value is bigger than 0.05, which means the Null Hypothesis cannot be rejected.

e) Fixed effect/Random effect: Hausman Test

I designed three groups of tests to check the real impact of China’s Investment to the
GDP variable. All of them based on the Hausman Test.

Check the GDP of 38 countries and the investment.
Check the countries which are participant in BRI/ out of the Initiative.
Check the countries which joins in BRI in and before 2018/after 2018.
Check the MENA countries(17 of the 38 countries).

el o e

Hausman Test Result

Prob>chi2
Null 0.0000#**
condition:
‘bri=1’ 0.0065%*
‘BRI=1’ 0.1593
‘mena=1’ 0.0020%*

(The numbers in parentheses are P-values, *** and ** indicate significant at the 1% and 5% significance levels,
respectively, and no * means insignificant.)

Table 7. The result for Hausman Test

The result of the three groups tells that for group 1 and 3, I could choose fixed effect
model. For group 2, the best choice is random effect model.
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(1)’bs (2yBRI’ (3ymena’ @Null

lggdp lggdp lggdp lggdp
Igfdi 0.026 0.153 %% 0.0815 0.028
(0.260) (6.548) (5.657) (0.46)
_cons 25.135%k 24.51 3%k 24.716% 25.984%5
(44.686) (79.620) (339.297) (66.56)
N 275 99 187 418

Table 8. The result of four groups
In conclusion:

1. The investment from China has a non-significant positive effect on the GDP
growth in all 38 countries.

2. In BRI joining countries/non-participating countries, with using fixed effects
model, the FDI has a non-significant positive effect on BRI-joining countries.

3. In the countries that joined the BRI before 2018, I chose random effects, which
are significant, and still have positive impact.

4. In MENA countries, the investment from China has a significant positive effect
on the GDP.

Chapter 4 Conclusion

As China see MENA countries as important strategic market and partners in the global
development, the participation of developing countries and their activity in the BRI is
relatively high. Therefore, attention and research on Chinese investment will gradually
increase. Considering the short time for the official launch of BRI, I used a period of 11
years in my paper, including before the launch of BRI until almost all major countries have
signed the MoU, mainly to explore the possible relations between Chinese investment and
MENA countries’ economic growth.

First of all, it is confirmed that there is no causality between GDP and FDI, which is in
line with the logic of Chinese investment: investment is not based on the economic level
of MENA countries, but based on possible strategic factors to choose investment objects.
For example, a good history of cooperation, or rich natural resources, supetior
geographical conditions for trade. Also, the GDP from the MENA countries cannot only
be decided by FDI from China, as Europe and America could still be their big and loyal
partners, it is almost impossible to say that China’s promising investment leads to the
domestic growth. In this paper I did not have enough space and time to check more on
the factors.

Although there is no causality existing, the literature review still tells me that the
variables should be relevant: China’s investment could be a booster to MENA counttries.

Therefore, to answer the research questions, I design three dummy variables and use
Hausman test to detect the suitable regression for the groups under the conditions of BRI
members, joining the BRI before 2018 and MENA counttries.

China’s outwards FDI seems to bring some positive impact on the economic growth in
the MENA countries. Hausman test tells that within the relevant models, although the
three groups are not guaranteed to be significant, they do all have a positive tendency from
the perspective of coefficients.

23



Considering the time of joining the BRI, my assumption is that if the time of joining is
earlier than 2018, China's FDI will obviously have a positive effect on economic
development. From the regression coefficients, it can be seen that China's FDI varies
across time by 1 unit, which can bring about 15.3% growth (1 unit) for the relevant
countries during 2011-2019.

When it comes to the MENA countries, China's FDI varies across time by 1 unit, which
can bring about 8.1% growth (1 unit) for the relevant countries during 2011-2019.
Although the MENA countries have different energy reserves and their policies toward
China are various, plus the gap in investment amounts is also relatively large, they can
obtain a certain degree of economic promoting force from China's FDI.

This may explain why the Westerners are cautious about China's investment in
developing countries, but among Middle Eastern countries, China’s investment has
become a major channel for continuous development and corporations, and similar type
of investment is getting welcome in their neighbor countries as well. As MENA countries
are more likely to be open to different countries and continents(America, EU etc.), they
are more independent than some other less-developed countries in the BRI. Of course,
this conclusion is my inference based on literature review and empirical evidence. In fact,
it should be supplemented by follow-up research.

All in all, the MENA countries are China's unique partners. China’s policy of non-
interference in their internal affairs has allowed the governments of MENA countries to
see China’s pragmatism and concentration on commercial activities in the region: It is a
positive and friendly signal that China can give under the megatrend of industrial upgrading
and transformation and the improvement of labor quality in MENA countries for the next
15-20 years.
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Appendix A: Tables

Table 1. China’s Outward FDI Flows to the MENA countries in BRI during 2009-2019

(Millions of USD)
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Algeria 228.76 | 186.00 | 114.34 | 245.88 | 191.30 | 665.71 | 210.57 -99.89 | - 178.65 -123.62
140.53
Bahrain N/A N/A N/A 5.08 -5.34 N/A N/A 36.46 36.96 -2.35 -0.34
Djibouti | 3.40 4.23 5.66 N/A 2.00 9.53 20.33 62.24 104.64 | -81.06 26.64
Egypt 133.86 | 51.65 66.45 119.41 | 23.22 162.87 | 80.81 119.83 | 92.76 221.97 10.96
Iran 124.83 | 511.00 | 615.56 | 702.14 | 745.27 | 592.86 | -549.66 | 390.37 | - -567.33 | -59.17
368.29
Iraq 1.79 48.14 122.44 | 148.40 | 20.02 82.86 12.31 -52.87 | -8.81 7.73 887.09
Kuwait 2.92 22.86 42.00 -11.88 | -0.59 161.91 | 144.44 50.55 175.08 | 192.08 -100.52
Lebanon | N/A 0.42 N/A N/A 0.68 0.09 N/A N/A N/A N/A N/A
Libya -38.55 | -10.50 | 47.88 -6.68 0.45 0.13 -41.06 -17.05 | - 28.23 -129.34
176.40
Malta 0.22 -2.37 0.27 N/A 0.12 1.93 5.03 154.80 | 1.67 10.11 -1.18
Morocco | 16.42 1.75 9.11 1.05 7.74 11.44 26.03 10.16 59.86 90.78 -95.16
Oman -6.24 11.03 9.51 3.37 -0.74 15.16 10.95 4.62 12.73 51.91 -3.15
Qatar -3.74 11.14 38.59 84.46 87.47 35.79 140.85 96.13 -26.63 | -368.10 | 29.32
Saudi 90.23 36.48 122.56 | 153.67 | 478.82 | 184.30 | 404.79 23.90 - 383.07 654.37
Arabia 345.18
Tunisia -1.30 -0.29 3.76 -0.65 7.06 0.71 5.64 -3.22 -0.82 5.96 19.96
UAE 88.90 348.83 | 314.58 | 105.11 | 294.58 | 705.34 | 1268.68 | - 661.23 | 1081.01 | 1207.41
391.38
Yemen 1.64 31.49 -9.12 14.07 331.25 | 5.96 -102.16 | - 27.25 10.45 -78.81
413.15
Table 2. China’s Outward FDI Stock to the MENA countries in BRI during 2009-2019
(Millions of USD)
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Algeria 751.26 | 937.26 | 1059.45 | 1305.33 | 1497.21 | 2451.57 | 2531.55 | 2552.48 | 1833.66 | 2062.86 | 1775.35
Bahrain 0.87 0.87 1.02 6.80 1.46 3.76 3.87 37.36 74.37 71.96 70.74
Djibouti | 7.03 12.47 18.13 17.99 30.55 40.08 60.46 125.40 232.86 178.49 125.26
Egypt 285.07 | 336.72 | 403.17 459.19 511.13 657.11 663.15 888.91 834.84 1079.26 | 1086.80
Iran 217.80 | 715.16 | 1351.56 | 2070.46 | 2851.20 | 3484.15 | 2949.19 | 3330.81 | 3623.50 | 3234.29 | 3055.62
Iraq 22.58 483.45 | 605.91 754.32 317.06 375.84 388.12 557.81 414.37 598.54 1377.52
Kuwait 5.88 50.87 92.86 82.84 89.39 34591 543.62 578.10 936.23 1091.84 | 834.51
Lebanon | 1.57 2.01 2.01 3.01 3.69 3.78 3.78 3.01 2.01 2.22 2.22
Libya 42.69 32.19 67.78 65.19 108.82 108.94 105.77 211.12 366.75 425.68 299.43
Malta 5.03 2.66 3.37 3.37 3.49 5.42 10.45 163.64 164.98 230.49 229.32
Motrocco | 48.78 55.85 89.48 95.22 102.96 114.44 156.29 162.70 318.21 382.29 303.29
Oman 7.97 21.11 29.38 33.35 174.73 189.72 200.77 86.63 99.04 150.68 116.34
Qatar 36.28 77.05 130.18 220.26 254.02 353.87 449,93 1025.65 | 1105.49 | 435.98 458.92
Saudi 710.89 | 760.56 | 883.14 1205.86 | 1747.06 | 1987.43 | 2434.39 | 2607.29 | 2038.27 | 2594.56 | 2527.73
Arabia
Tunisia 2.27 2.53 6.29 5.69 13.86 14.56 20.84 16.30 15.08 21.53 36.62
UAE 440.29 | 764.29 | 1174.50 | 1336.78 | 1514.57 | 2333.45 | 4602.84 | 4888.30 | 5372.83 | 6436.06 | 7365.67
Yemen 149.30 | 184.66 | 191.45 221.30 549.11 555.07 453.30 39.21 612.55 623.00 544,19
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Table 3. Description of Data Sources

Publisher

World Bank

MOFCOM

sources

World Development
Indicators (WDI) database

The China Commerce
Yearbook and  the
project level data also
collected by MOFCOM

Data collection

Data collected from the
IMF’s BoP statistics, the
Foreign direct investment
(FDI) data are supplemented
by the World Bank staff
estimates using data from the
United Nations Conference
on Trade and Development
(UNCTAD) and official

national sources.

Data  starting from 2005  are
based on the sixth edition of the
IMF's  Balance of Payments

The reliable official data
is from the China
Commerce Yearbook, which
is an annual source on
overseas investment

and cooperation of
China.

Also, China  Statistical
Yearbook includes
investment data
consistent with the China
Commerce Yearbook.

Mannal (BPM6).
Accessed 26 June, 2021 26 June, 2021
Last updated May, 2021 Jan, 2021
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