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ABSTRACT 

As the world political and economic environment continues to change, the external environment 
faced by Chinese OFDI enterprises was becoming increasingly complex, with the impacts of 
institutional distance becoming more prominent. 
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1. INTRODUCTION 

Nowadays, it has been a crucial way for Chinese enterprises to achieve competitive advantages 

through the development and expansion of foreign investment activities (Kang, 2018; Tian and Deng, 

2021). The global economy was affected by the COVID-19 pandemic, which complicated the 

international situation and slowed economic growth. Against this backdrop, China's OFDI remained 

on an upward trend. Reports from China's Ministry of Commerce indicated that OFDI from China 

has increased by 12.3% and 16.3%, respectively, from 2020 to 2021 (Ministry of Commerce, PRC, 

2020; 2021). Many international institutions anticipated that China's OFDI scale would continue to 

grow (UNCTAD, 2022). 

In the field of international business, there has been a great deal of research interest in China's choice 

of location for OFDI (Chen et al., 2023). It was discovered that China's OFDI was broadly dispersed 

but unevenly (Liu et al., 2017). Compared to developed countries, China's OFDI started late and 

China's OFDI was characterized by small scale and few investment sectors (Guo et al., 2018). Soon 

after, the Chinese government introduced the strategy of ‘Going Global’ to encourage Chinese 

companies to expand their foreign investments and to explore different types of foreign markets (Lv 

and Liu, 2021). China's collaboration with the nations along the routes has developed into a bright 

light in terms of foreign investment since the BRI' s introduction (Song and Liu, 2023) and then 

China's OFDI mainly invested in Singapore, Indonesia, Malaysia, Laos, Vietnam, the United Arab 

Emirates, Cambodia and Thailand (Tang and Zhang, 2023). The ASEAN countries have gradually 

become the primary host countries for China's OFDI (Li and Feng, 2023). Thirty years after the 

establishment of dialogue relations between ASEAN and China in 1991 and China and ASEAN have 

successfully cooperated on economic and trade matters over the past 30 years (Yue, 2021). The 

cumulative bilateral direct investment between China and ASEAN has been in excess of 250 billion 
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US dollars, there has been a rapid expansion of diversified economic and trade cooperation (Hu and 

Long, 2021). ASEAN has gradually emerged as a major economy in the world in which China's OFDI 

is primarily invested (Ministry of Commerce, PRC, 2020). 

 

Figure 1. China’s OFDI Flow/Stock to major economies in the world.  

Source: Ministry of Commerce, PRC (2020) 

China's OFDI location choice in ASEAN depended on many factors. Institution, as a non-economic 

factor, has a significant impact on OFDI's location selection. Each country has its own unique political 

institution, economic institution and cultural environment. When the home country conducts OFDI, 

it is inevitable to face the institutional differences between the home country and the host countries 

(Hong and Deng, 2023). The majority of earlier research only considered the specific impact of a 

single institutional factor on Chinese enterprises’ decisions about the location of the OFDI, ignoring 

the all-encompassing impact of several factors (Yang et al., 2022). To sum up, although China's OFDI 

boom has aroused scholars’ extensive attention and thinking, there are still shortcomings in the 

current research: First, the existing literature rarely discusses the multi-dimensional institutional 

distance in detail, resulting in a single-sided understanding of the investment effect of institutional 

distance. Institution was a huge, multi-dimensional and extensive system that provided services for 

national economic development, so selecting only one dimension of institutional distance for research 

might inevitably cause errors (Liu and Li, 2018). Secondly, the existing literature rarely focused on a 

specific region for analysis. Focusing on ASEAN countries, this study can further understand the 

impact of institutional distance on country-specific investment and contribute to the implementation 

and promotion of the Belt and Road Initiative. What impacts would the multidimensional distance 

have on China's decision about the location of its OFDI in ASEAN? This study will make an attempt 

to provide an answer by empirically analyzing the effect of institutional distance on China's choice 

of OFDI location in ASEAN and by offering useful recommendations for Chinese businesses based 

on empirical findings. 

2. LITERATURE REVIEW  

2.1. Institutional distance 

In recent years, institutional factors were one of the focuses of many scholars in the study of OFDI 

activities (Feng and Xin, 2015). North (1990) referred to institutions as ‘the rules of a society's game’. 

The introduction of institutional factors in the internationalization process could well explain the 

mechanism of OFDI location choice (Peng and Parente,2012). The study of institutional factors on 

OFDI locational choice has become the main body of theoretical international investment systems, 

but there was still the problem of controversial findings from existing studies (Jia and Chang, 2021), 

particularly in the results of studies of OFDI locations in emerging markets and developing countries. 

These inconsistencies have indicated that international business (IB) research field has yet to develop 
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a comprehensive understanding of the OFDI of EMNEs in different institutional contexts (Zheng et 

al., 2020; Tang and Buckley, 2022). The majority of the available research on the influence of 

institutional variables on the placement of OFDIs concentrated on the institutional environment of 

the host or home nation, while institutional distance was more significant indeed (Kang and Jiang, 

2012). The study of the effects of cross-border disparities in institution between nations on OFDI 

behavior was one of the most meaningful research subjects in IB (Yuan and Li, 2022). Institutional 

distance was defined as the extent to which the host country differed from the country of origin with 

respect to the institutional environment (Kostova, 1996; Gaur and Lu, 2007). From the existing 

literature, there are two main controversies regarding the impact of institutional distance on OFDI 

location: 

2.1.1. The hindering effect of institutional distance 

MNEs needed to gain legitimacy for production and operation in the host country if they were 

recognized by the official institution and social culture of the host country (Huang and You, 2010). 

Legitimacy was the degree to which a foreign firm was recognized and accepted by its stakeholders 

for its behavior based on the institutional and cultural milieu of a particular society (Suchman, 1995). 

From an economic point of view, MNE legitimacy was an operational resource that MNEs abstracted 

from a specific institutional and cultural environment that could be used to achieve their business 

objectives (Suchman, 1995). Due to the enormous institutional distance between home and host 

countries, MNCs faced difficulties in gaining legitimacy in host countries and hindering the 

development of OFDI (Xue and Shuai, 2019). 

Secondly, Hymer (1960)’s theory of the monopoly advantage argued that MNEs engaged in 

commercial activities in host countries were inevitably treated differently by host governments, by 

host firms and by consumers (Hymer, 1960). As a result of these differences, MNEs incurred the cost 

of operating overseas, which was one of the downsides of MNEs (Huang and You, 2010). Zaheer 

(1995) defined this disadvantage as the ‘Liability of Foreignness’. The costs of doing business abroad 

due to foreignness liability were mainly made up of the differences of institution, culture, economics 

and geographic distance (Eden and Miller, 2004; Ma and Ratcliff, 2020; Zheng et al, 2020). Of these 

costs, geographic distance primarily besought explicit costs (Li et al., 2020). It was necessary to take 

note of the invisible costs arising from institutional distance that are hard to measure and avoid (Ji, 

2014). Institutional distance between home and host countries increased OFDI unpredictability, 

which could compromise the occurrence, persistence, and efficiency of investment activities abroad 

(Zaheer; 1995). Therefore, institutional distance imposed additional costs on MNEs and acted as a 

barrier to the development of OFDI (Siegel et al., 2013). 

2.1.2. The promoting effect of institutional distance 

While institutional distance led to an undermining effect of foreignness liability, this could also result 

in the ‘Asset of Foreignness’ (Mallon and Fainshmidt, 2017). This foreignness asset has the potential 

to provide benefits to MNEs and to promote OFDI activities (Jiang, 2017; Wang et al., 2020). Due to 

distinctions between both sides of the investment, MNCs offered differentiated productions and 

services, leading to a stronger competitive advantage, thereby creating the foreignness asset (Zheng 

et al., 2020). ‘Asset of Foreignness’ was often closely related to the differentiation strategies of MNEs 

(Evans and Mavondo, 2002), and cultural differences between home and host countries provided the 

basis for MNCs to implement differentiation strategies and build unique brands in host countries 

(Bhaumik and Co, 2011). As a result, MNEs could benefit from product differentiation by making 

rational use of the distance between both sides (Zheng et al., 2020). The role of institutional distance 

in the facilitation of OFDI was also reflected in the practical activities of OFDI from developing or 

emerging markets to the developed world. Firstly, the quality of formal institutions in the countries 

of origin of developing or emerging markets was generally found to be lower than that of developed 

countries (Luo and Tung, 2007; Hernández et al., 2022). MNEs in developing countries or emerging 

markets were extremely attracted to the relatively robust legal protections and the freer economic 
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environment of the developed world (Johanson and Vahlne, 2015). Some MNEs in developing 

countries and emerging markets ‘escaped’ from their home countries due to the large institutional 

distance from developed countries (Institutional escapism) (Johanson and Vahlne, 2015). Institutional 

escapism triggered by institutional gaps had to some extent contributed to the internationalization of 

MNEs (Witt and Lewin, 2007). 

2.2. CAGE Distance Framework 

The notion of institutional distance is comprehensive and complex (Li et al., 2020; Yang et al., 2022). 

Under a variety of theories, it has different dimensions. How to select dimensions of institutional 

distance is therefore a contentious issue. In order to fully explore the effect of institutional distance 

on OFDI locational choice, a thorough analytical model is required. The CAGE Distance Framework 

proposed by Ghemawat (2001) was introduced in this paper in order to comprehensively explore the 

impacts of institutional distance on the choice of OFDI location. The CAGE distance framework  

was a comprehensive model with multidimensional variables (Dow and Karunaratna, 2006), which 

helped to address the problem that the research finding of a single distance could not cover the broad 

impacts of distance on the OFDI location decision (Ankomah et al., 1995). Pankaj Ghemawat 

published his work Distance Still Matters in 2001 and pointed out that distance still has a significant 

influence on the strategic decisions of international companies (Ghemawat, 2001). MNEs’ strategic 

decisions primarily included location choice and mode of entry, that was, the distance between the 

home country and the host country played a crucial role in OFDI location choice (Wu and Yao, 2019). 

For MNEs entering overseas markets, operating costs and risks were usually caused by distance 

barriers (Tang and Buckley, 2022). According to Ghemawat (2001), the concept of distance was not 

just physical geographic distance. In formulating their internationalization strategy and in choosing 

whether or not to enter a country's market, transnational companies should measure the distance 

between two countries from four points of view: culture, administration, geography, and economics. 

Among them, administrative and economic distance could be considered as formal institutional 

distance, while cultural distance could be considered as informal institutional distance (North, 1990; 

Yang et al., 2022). In the case of the CAGE distance framework, it was feasible to analyze the 

influence of the institutional distance between countries on the location of transnational investment 

(Ferreira and Falcão, 2019; Tokas and Deb, 2020). Scholars have used the CAGE distance framework 

to analyze OFDI activities of MNEs through empirical studies for the past few years. Beugelsdijk et 

al. (2017) examined the effects of distance on multinational manufacturing enterprises in Europe 

using the CAGE distance framework and concluded that the effects of cultural, economic, and 

managerial distance were more pronounced than those of geographic distance. Saleh and Moalla 

(2019) empirically analyze the impact of four distance dimensions by using data from 203 French 

transnational firms. While the results showed that administrative and economic distance had 

significant impacts on the choice of mode of market access and location, the impacts of cultural and 

geographic distance were relatively weak (Saleh and Moalla, 2019). Ferreira and Falcao (2019) used 

the CAGE framework to analyze the negative impact of the institutional distance between MNEs and 

host countries on the flow of FDI into Brazil. The CAGE distance framework, although applicable to 

developed and emerging economies, appears to be especially useful in understanding the process of 

internationalization of EMNEs (Yang and Liu, 2020). The existing literature has clarified that 

distance indeed had a critical impact on OFDI activities but CAGE framework was not yet widely 

used (Paul and Feliciano-Cestero, 2021). 

Combining the CAGE framework with the location of China's OFDI can better explain the impact 

caused by institutional distance on the location of OFDI in emerging economies. First, all stages of 

internationalization were impacted by cultural distance, which served as a surrogate variable for 

informal institutional distance (Beugelsdijk et al., 2018). Most scholars believed that cultural distance 

brought the liability of foreignness, which hindered the location choice of OFDI (Huang & You, 2010; 

Wang, 2018; Ji et al., 2018). The study of liability of foreignness pointed out that the existence of 
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cultural differences would not only hinder the communication between the two sides, but also cause 

conflicts due to misunderstanding (Bi et al., 2020). Conflicts resulted in high market transaction costs 

and corporate governance costs, which would further impede the investment behaviors of MNEs in 

host countries (Lan et al. 2018). This was because local enterprises resisted the entry of foreign 

competitor due to their own interests (Xu et al., 2017). Godinez and Liu (2015), Ji et al. (2018), Li et 

al. (2020) conducted empirical tests on OFDI behaviors of Chinese enterprises, the results showed 

that the amount of investment of Chinese enterprises decreases with the increase of cultural distance 

between investment country and host country. China and ASEAN countries were connected by land 

and sea and had a history of frequent population movements, and some ASEAN countries had also 

become major settlements for overseas Chinese (Zhu, 2007; Li and Nie, 2012). This is a major reason 

why ASEAN countries attract China's OFDI (Hu and Fan, 2017). However, in a specific analysis 

various ethnicities and religions converge in the countries of ASEAN, forming a complex cultural 

environment, which troubled China's OFDI (You et al., 2017).  

Administrative distance in the CAGE distance framework assessed differences in legal systems, 

political environments, and trade alliances between countries (Ghemawat, 2011). Existing studies 

considered administrative distance also as political institutional distance, which together with 

economic institutional distance constituted formal institutional distance (Tokas & Deb, 2020; Yang 

et al., 2022). Administrative distance, which was the primary factor for investors in the choice of 

investment destinations, was the degree of resemblance and divergence between the political 

institutional environments of both sides (Yao et al., 2022). This political institution was closely linked 

to OFDI because the unique laws, administrative policies and system could be viewed as a special 

endowment of resources, which might be attractive to foreign investors (Li et al., 2020). transaction 

costs (Lu, 2011). An effective and well-developed political institutional environment in the host 

country significantly reduced the uncertainty in transactions and lowered the transaction costs of 

OFDI activities (Chen & Guo, 2021). When making OFDI location decisions, the emerging 

economies preferred the host country with positive institutional distance, and the larger the distance 

indicates the better institutional environment of the host country, the lower the transaction cost of 

OFDI (Demir, 2016). Secondly, the institutional constraints and resource access barriers of the home 

country of emerging economies pushed emerging economy MNEs to choose ‘aggressive’ and 

‘leapfrog’ internationalization strategies to directly enter developed countries with well-developed 

institutions and abundant strategic assets, so as to make up for the institutional constraints of the home 

market and quickly acquire strategic assets (Luo & Tung, 2007; Pan et al., 2020; Yang & Liu, 2020). 

In addition, emerging economies tended to OFDI towards developed countries with a large distance, 

which also reflects the motivation of seeking strategic assets (Shan et al., 2019). Chinese OFDI 

enterprises also tried to seek a more favorable institutional environment and freer markets through 

OFDI to developed countries (Qi & Zou, 2013; Quer et al.，2019). According to a research based on 

China's OFDI into Asian nations and regions, China typically chose to invest to nations with large 

institutional distance (Yue and Fan, 2014).  

Since the quality of economic institutions determines the magnitude of economic institutional 

differences across countries (Wang et al., 2018), the main determinant of prosperity differences across 

countries is the difference in economic institutions (Acemoglu et al., 2005; Wang and Anwar, 2022). 

Economic distance is often considered to have a negative impact on MNCs' investment preferences 

in potential host countries (Zaheer et al., 2012; Liu et al., 2017; Fang and Zhao, 2017). However, 

when studying OFDI locations, it was found that emerging economies prefer host countries with large 

economic distance (Shi, 2020). When the host country's economy lags behind that of the home 

country, the products and services of home country enterprises generally had a competitive advantage 

in the host country over local firms (You & Wang, 2019). The greater the economic distance, the 

more significant the transformation of firm-specific advantages into competitive advantages in the 

host country (Wang et al., 2018; Xue & Shuai, 2019). When the host country's economic situation is 

significantly better than that of the home country, emerging economies were eager for the host 
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country's perfect business environment and strategic assets (Chen & Jia, 2020). After years of rapid 

economic development, China's economy has begun to develop from high-speed to high-quality 

(Yang et al., 2022). Many Chinese enterprise showed the quest for leading global technology and 

cutting-edge knowledge, and the desire of improving their position in the global value chain (Shi, 

2020).  

Besides, geographical distance is a tangible factor in international economic activities that directly 

affects the location of OFDI (Cezar and Escobar, 2015). In terms of the relationship between 

geographic distance and China's OFDI, scholars generally believed that geographic distance between 

two countries hindered the OFDI activities of transnational firms (Wang et al., 2014).  

3. METHODOLOGY 

This study collected data on China's OFDI stock in ASEAN from 2003 to 2020 and institutional 

distance data. China (mainland) is the home country and the 10 ASEAN member countries are the 

host countries. China's OFDI location is used as the dependent variable in this study. OFDI stock was 

typically chosen as a proxy for OFDI location (Liu et al., 2018; Wang and Wang, 2019; Tian and 

Deng, 2021). Cultural distance, administrative distance, and economic distance are among the 

independent variables in this study. The methods used in this study are those of Wei et al. (2019), 

Kogut and Singh (1988), Shi et al (2016) and Ji et al (2018) to compute the cultural distance, the 

administrative distance, and the economic distance. Cultural distance, as informal institutional 

distance, is one of the core variables in institutional distance research. Scholars usually measured 

cultural distance between countries or regions based on Kogut and Singh's (1988) cross-country 

cultural distance model with data of Hofstede’s cultural dimensions. However ， the data of 

Hofstede’s cultural dimensions didn’t cover all ASEAN countries (missing Laos, Myanmar, 

Cambodia and Brunei), this study refers CAGE distance framework’s cultural dimensions and 

chooses religion distance and gene-distance as cultural distance. Drawing on Wei et al (2019) 's study 

of cultural distance in ASEAN countries, the combination of genetic distance and religious distance 

together constitutes cultural distance. A measure of the distance of the economic institution is the 

Index of Economic Freedom (IEF). The Report of Index of Economic Freedom, an annual report 

published by the Wall Street Journal and the Heritage Foundation, covers 186 countries and regions 

around the world and is one of the world's authoritative indicators of economic freedom. In this study, 

the IEF is chosen to assess the economic situation of China and ASEAN countries, and drawing on 

Shi et al( 2016), Ji et al (2018), this study calculates the economic institutional distance by subtracting 

the IEF score of the home country from the score of the host country. The control variables for this 

study include geographical distance and inflation rates of the host countries. Because the focus of this 

study is primarily on the impacts of institutional distance, geographic distance is considered the 

control variable. Much of the literature used physical distance between capital cities. Data are from 

the CAGE ComparatorTM database. The data value of the physical distance is too large, so the natural 

log of the OFDI stock is taken for computational convenience. One of the most widely used indicators 

of stability in a country's economic and financial environment was the rate of inflation (Tian and 

Deng, 2021). The stability of the host country's economic and financial environment tended to lead 

to more FDI inflows (Cleeve, 2008). The explanations and sources of the data could be seen in Table1. 

This study then describes the sample data of each variable in order to gain preliminary insight. 

Descriptive statistics show that the statistical characteristics of each of the variables are in a 

reasonable range. Table 2 shows the descriptive statistics for each variable. 

Descriptive statistical analysis indicates that the sample data used in this study are accurate and 

reasonable. The correlation analysis is then used to find the initial level of correlation between the 

variables in order to see if there is a serious problem of multicollinearity. Table 3 shows that China's 

OFDI into ASEAN is significantly correlated with the cultural distance, administrative distance, 
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economic distance, and the control variables. While at the same time significantly correlating the 

different distances.  

Thereafter, the Variance Inflation Factor (VIF) test was performed in this study for the sake of study 

rigor. The VIF for variables is below the critical value of 10, which again confirms that 

multicollinearity is not an issue (See Table 4). 

Table 1. Variables justification  

 

Table 2. Descriptive statistics 

 

Table 3. Correlational matrix 
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Table 4. VIF test 

 

With regard to model selection, both the F test and the Hausman test support the fixed effect model 

(See Table 5). For this reason, the fixed-effect model was used for regression in this study. 

Table 5. Model choice 

 

4. RESULTS 

Table 6. Regression result 

 

First, it could see that administrative distance was significantly positive in the regression sample, 

pointing to the fact that a large distance in the political institution dimension favored the growth of 

China's OFDI. China tended to invest in ASEAN countries that are rather different from its own 

political institutional environment. Second, the sample regression shows that cultural distance is 
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considerably negative, showing that it has slowed China's OFD from expanding. China was avoiding 

investment in countries with large cultural differences. The results of this study are identical to those 

of Ji et al. (2018) and Lan et al. (2018). Although ASEAN has only ten member nations, they differ 

widely in race, religion, language, and values. These results show that in the case of diverse and 

complex cultures, the difficulty of the investor country's cognition and the acquisition of information 

about the host country's environment has been significantly increased, and the investment decision 

was faced with greater risk and uncertainty (Li et al., 2020; Yang et al., 2022).It indicated that, 

compared to political or economic institutional distance, the legitimacy of foreign investment is more 

difficult to achieve in countries that are more culturally distant from one another (Huang and You, 

2010; Wang and Wang, 2019). The coefficient on the economic distance factor is negative but fails 

to pass the test. The estimation results for the control variables show that geographic distance is 

significantly negatively correlated across the sample. Inflation rate, as one of the most commonly 

used indicators of economic and financial stability in the host country, measured price stability, which 

was a condition for economic equilibrium (Tian and Deng, 2021).The results show that inflation rate 

in ASEAN countries is significantly negative. In this respect, high or unstable rates of inflation were 

a clear sign of economic instability and may act as a barrier to FDI (Assunção et al., 2011). 

To further clarify the mechanism of the impacts of institutional distance on the disposition of China's 

OFDI locations in ASEAN, an additional test is performed. Since the proposal of BRI in 2013, 

Chinese companies have been engaged in more active foreign investment activities (Lv and Liu, 2021) 

and China's OFDI provision to ASEAN also increased significantly (Yue, 2021). The presence of this 

important temporal node had a significant impact on OFDI location choice in China (Li et al., 2020). 

The temporal sample used in this study is split into two subsamples for the period 2003-2013 and 

2014-2020, and the robustness test is tested separately, and the results of the estimation are reported 

in Table 7. 

Table 7. Robust Test Robust Test 

 

Note: Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 

Empirically, after time heterogeneity test, the administrative distance has significantly positive 

impact on China's OFDI to ASEAN countries and that cultural distance has significantly negative 

impact. This finding is consistent with the results of the full-sample analysis suggesting. The 
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investment effects generated by administrative and cultural distance were durable and stable (Li et 

al., 2020). It should be noted that the economic institutional distance had a negative correlation after 

the BRI. This suggests that the economic institutional distance hinders China's OFDI location to 

ASEAN. China's OFDI into ASEAN nowadays has a healthy growth momentum. But the Chinese 

government and businesses must still confront the problems and challenges of the investment process. 

The main evidence of this is the enormous differences in the scale of Chinese OFDI in the various 

ASEAN member countries (Hu and Long, 2021). ASEAN countries are characterized by highly 

uneven economic development due to differences in their economic base, geographic location, 

political institution, and culture (Yue, 2021). China generally preferred to invest in ASEAN countries 

with a large administrative remoteness. Chinese firms, however, avoided countries with significant 

cultural differences and economic distance. As a result of the BRI's influence on Chinese OFDI 

location, there has been an overall rise in Chinese OFDI to ASEAN nations, which has partially offset 

the negative effects of geographic distance on OFDI. 

5. CONCLUSIONS 

By analyzing China's investment in 10 ASEAN countries from 2003 to 2020, the following 

conclusions are drawn: first, institutional distance is a key factor determining the location of China's 

OFDI. Institutional distance positively affects Chinese firms' OFDI, mainly in countries where the 

political environment is better than that of China. After years of rapid economic development, China's 

economy has begun to develop from high-speed to high-quality (Yang et al., 2022). Many Chinese 

enterprise showed the quest for leading global technology and cutting-edge knowledge, and the desire 

of improving their position in the global value chain (Shi, 2020). Singapore has the best economic 

performance among ASEAN countries and is the only developed country. Singapore's well-developed 

economic institution has created an excellent business environment for foreign investors and has 

attracted many countries, including China, to invest in Singapore over the years (Zhao, 2018; Li, 

2019). Economic institutional distance is not a major factor affecting China's OFDI in ASEAN 

countries. Finally, the impact of cultural distance is significant. Informal institutional differences were 

factors that were more difficult to change in a short period of time than formal institutions, and 

differences in values caused by religion and genetics that stood between home and host countries 

were largely the main triggers of outward investment risk (Yuan and Li, 2022). 

This study tried to use the CAGE distance framework to explore the impact of institutional distance 

on China's OFDI location choice in ASEAN. Its research importance is as follows. To better 

understand the effects of institutional distance on the location of OFDI and to identify opportunities 

and challenges for the growth of Chinese businesses abroad, this study looked at the impact of 

distance on the location of OFDI from the perspective of institutional distance. The bulk of the 

currently conducted research concentrated on how one aspect of institutional distance affected OFDI, 

and the results were inconsistent. This study did an integrated analysis based on the context of 

ASEAN and introduced the GACE distance framework to OFDI research. From a more thorough 

standpoint, it is better able to comprehend the effects of institutional distance. On the other hand, the 

results also offer a fresh paradigm for distance analysis that Chinese OFDI may use to identify market 

possibilities and optimize investment layout. It is necessary for Chinese enterprises to adopt a 

differentiation strategy for countries (regions) with different levels of economic and social 

development, and can make full use of some of the distance advantage to make up for the 

shortcomings that may be caused by the disadvantages of the outsiders, and also make full use of the 

potential substitution relationship between the distance factor to avoid risks and improve efficiency. 

The present study has the following research limitations, however, which could be improved further 

in future studies. The first is the limitation on destination countries. This study aims to analyze 

ASEAN's OFDI from China, and to further test whether the finding can be extended to other countries 

or organizations. A second limitation relates to the research evidence. This study uses secondary data 
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on inter-country distance to analyze the impact of comprehensive institutional distance on OFDI 

locational choice, and firms' subjective cognition of institutional distance can be different from that 

of comprehensive objective institutional distance (Beckerman, 1956). Future studies can incorporate 

OFDI firms' subjective cognition based on the CAGE distance framework in order to analyze the 

impact on OFDI destination choice in depth. Follow up studies will continue to be explored. 

FINDINGS 

The impacts of institutional distance on China's OFDI location in ASEAN is as follows: (1) Political 

institutional distance generally promoted China's OFDI, while cultural distance significantly inhibited 

the impacts of OFDI. Geographical distance also had a significant inhibitory effect on investment 

location. (2) The Belt and Road Initiative has promoted China's OFDI to ASEAN and weakened the 

inhibitory effect of geographical distance on OFDI location. In view of this, Chinese OFDI enterprises 

should pay particular attention to the impact of the specific dimensional institutional distance in their 

location layout and continuously optimize their investment layout in ASEAN. 

PURPOSE 

Since China proposed the Belt and Road Initiative, China's OFDI to ASEAN has grown rapidly. 

China's OFDI location layout has undergone significant changes. Because of the complexity of 

institutional Distance, CAGE Distance Framework is introduced to measure institutional distance 

comprehensively.  

DESIGN 

Based on the data from 2003 to 2020, Stata software was used for empirical analysis to understand 

the impact of institutional distance on the location of China's OFDI in ASEAN.  
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