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Abstract

The nexus between China’s human and economic presence abroad and its
security policy is increasingly important. Within this nexus, this study stat-
istically explores whether and to what extent Chinese contractors reduce
the number of Chinese nationals they send to work in North Africa, the
Middle East and the Horn of Africa when the security situation in host states
worsens. We find no significant evidence that either warnings from Chinese
embassies and consulates to leave host countries or expert perceptions of
host stability influence the number of Chinese workers. Worker numbers
appear to decrease significantly only in the aftermath of large-scale violent
events. These findings suggest that Chinese companies are relatively accep-
tant of security risks and uncertainties, despite the decade-long regulatory
efforts of the Chinese government to make them more security-conscious
overseas and, thus, to reduce pressure to use diplomatically and economic-
ally expensive military means for their protection.

Keywords: Chinese foreign policy; Belt and Road Initiative; Chinese
overseas interests; Middle East and North Africa

In July 2014, one year after his arrival in Libya, Ambassador Li Zhiguo 2= [
oversaw the closing of the Chinese embassy in Tripoli. As Chinese diplomats left
the country, the Chinese Ministry of Foreign Affairs (MFA) issued a warning to
Chinese nationals against travelling to or remaining in the North African coun-
try.! Henceforth, the MFA has repeatedly declared that Chinese citizens should
not travel to Libya. Yet, on 27 December 2017, the MFA published an unusual
message on the website of its department of consular affairs, naming and
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1 Chinese nationals in Libya were urged to be cautious and keep in touch with the embassy but no explicit
call to evacuate was issued between 2011, when the main evacuation of some 36,000 Chinese citizens
took place, and summer 2014.
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shaming a certain Mr Qiang and a certain Mr Wei (giang mou wei mou 5&%, %%
3E) for “pushing their own luck” (bao you jiaoxing xinli #1745 3¢5£.0>FE) and not
only investing in a steel mill in Libya but also bringing dozens of workers from
the Chinese provinces of Hubei, Sichuan and Hunan with them.2

This somewhat strange message symbolizes the increasingly difficult relation-
ship that exists between Chinese foreign policy and Chinese companies abroad,
especially in unstable and risky countries. As Chinese companies explore the
world looking for contracts and investment opportunities, their country’s foreign
policy is increasingly vulnerable to shocks caused by instability and violence in
third countries.

Especially since the evacuation of some 36,000 Chinese nationals from Libya
during the Arab Spring, this key issue is increasingly shaping Chinese foreign pol-
icy as it goes global and begins to include a military component to defend what
John Semple Galbraith called the “turbulent frontiers,” i.e. the country’s interests
threatened in faraway regions of the globe.? Indeed, the need to defend interests
overseas, including persons and assets abroad, has become a “strategic task” of
the Chinese military* and one of the “fundamental goals of China’s national
defence in the new era.”® The military base that opened in Djibouti in 2015 is
the most visible development originating from this new consensus.

Against this background, it is critical to find an answer to the question of
whether and how the Chinese companies dispatching the country’s citizens to
work abroad respond to security risks and uncertainties. Indeed, the less cautious
they are, the more likely it is that their assets and, most importantly, employees
will be victims of instability overseas, thereby pushing Chinese policymakers to
accelerate the launch of new policies. However, previous studies have mostly
focused on specific cases and payed little attention to the other non-military mea-
sures taken by the Chinese government to decrease the possibility of Chinese
nationals being involved in crises and incidents overseas, thereby limiting our
understanding of this critical aspect of Chinese foreign policy.®

In this study, we statistically explore this important topic, using new data and
information on the Chinese human presence and diplomatic activities in the
Middle East, North Africa and the Horn of Africa from 2004 to 2017. This is
an increasingly important part of the world for Chinese companies but one
that has experienced a high level of political instability, especially during the
time period we consider. In brief, a set of fixed-effect Poisson regressions finds
a significant decrease in the number of Chinese workers in response to inter-
and/or intra-state violent events in host countries. However, rather unexpectedly
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A Turbulent Silk Road 3

given the strong attention of the Chinese government to the safety of Chinese
nationals overseas, we do not find significant evidence that the number of
Chinese workers that the country’s contracting firms choose to bring to the
region is responsive either to security warnings from Chinese embassies and con-
sulates advising Chinese citizens to leave the country, or to perceptions of poten-
tial (in)stability in host countries by experts. These statistical findings are
supported by anecdotal evidence which shows not only that Chinese companies
tend to be rather risk acceptant but also that such an approach to economic
operations in potentially risky countries has not changed significantly since the
shock of the Arab Spring in 2011.

This study aims to make three contributions to the existing scholarship on
Chinese foreign policy. First, we shed light on the dynamics behind the decision
of Chinese policymakers to consider military solutions to protect the country’s
interests overseas. Scholars and analysts are often quick in connecting threats
to these interests to the use of military means to protect them, especially when
it comes to the study of a great power. However, the associated economic, polit-
ical and diplomatic costs might be extremely high, and the military option is not
chosen lightly by policymakers.

This is especially true in China’s case. On the one hand, China has long
embraced a “japanized” foreign policy (i.e. neither using the military nor
engaging in thorny security issues), especially outside of Asia.” Changing such
a key aspect of its approach to international issues cannot happen easily.® On
the other hand, the Chinese military has little overseas experience and, like
other armed forces, has been reluctant to engage in what Peter D. Feaver and
Christopher Gelpi categorize as “interventionist” uses of force, i.e. missions
not related to the traditional defence of China’s sovereignty and territory.’

These factors are likely to make reaching an agreement over the use of the mili-
tary difficult. Indeed, an analysis of the difficulties of reforming China’s private
security industry suggests that there is no consensus over how Chinese interests
overseas should be protected.!® In these circumstances, reactive/passive diplo-
matic solutions that require few resources are usually preferred, until it is evident
that they are not effective.!! Our study suggests that the previous low-cost regu-
latory measures to attempt to shape the behaviour of Chinese companies abroad
have not been effective and the likelihood that Chinese workers will become vic-
tims of violence during events of political instability remains significant. This
undermines the Chinese government’s attempts to find non-military solutions
to security risks abroad.

Shichor 2005.

Hermann, Charles 1990.
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Second, our study uses new data and variables to explore the behaviour of
Chinese companies vis-a-vis security threats overseas. Most importantly, we ana-
lyse the number of labourers sent abroad by Chinese engineering contracting
firms. While economic losses can be prevented with insurance, the political dam-
age caused by the death of a citizen cannot. This is a crucial issue for policy-
makers and presumably motivates them to put pressure on engineering firms to
change their behaviour. The use of this data, therefore, makes our study substan-
tially different from others which use data on Chinese foreign direct investment
(FDI) and indices of political/institutional risks to explore how Chinese investors
respond to risks abroad.!? At the same time, we have created a new dataset of
warnings issued by the Chinese government to prevent its citizens from travelling
to dangerous countries in the region.

Our third contribution is the adoption of a quantitative approach to the study
of an issue — the nexus between economic activities overseas, security and Chinese
foreign policy — that has thus far solely been analysed qualitatively. By covering a
large number of countries in an unstable and important region across a time span
of over a decade, our approach allows us to gain new insights into common fea-
tures in the behaviour of Chinese companies across different places and moments,
including before and after an impactful event like the Arab Spring. This analysis
is necessary for understanding the scope of the problem that Chinese policy-
makers face and for generalizing beyond the single cases at the centre of other
qualitative studies.

The remainder of this paper is structured as follows. The next section presents
our analytical framework. We then describe our data sources and methodology.
In the fourth section, we present the results and outline some tentative potential
explanations. Finally, we offer some concluding remarks and suggestions for fur-
ther research.

Theory and Hypotheses

Doing business abroad in potentially unsafe places entails foreseeable and
unforeseeable dangers to persons and assets. In his seminal 1921 book, Risk,
Uncertainty, and Profit, Frank H. Knight formalized a distinction between risk
and uncertainty.!3 According to Knight, an ever-changing world brings new
opportunities for businesses to make profits, but it also means we have imperfect
knowledge of future events and potential threats. Risk applies to situations where
one does not know the outcome of a given situation but can accurately measure
the odds. Uncertainty, on the other hand, implies that one cannot know all the
information needed in order to set accurate odds in the first place. While perfect

12 Buckley et al. 2007; Quer, Claver and Rienda 2012; Ramasamy, Yeung and Laforet 2012; Duanmu and
Guney 2009; Buckley et al. 2016; Buckley et al. 2017.
13 Knight 1921.
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A Turbulent Silk Road 5

measurement of the odds of a certain outcome is impossible, Knight argued that
a firm will improve its information-gathering capabilities or purchase insurance
in order to reduce uncertainty and turn it into quantifiable risk, which can be
accounted for in the evaluation of the profitability of the firm’s economic opera-
tions. The firm will, usually, pass this cost on to customers.

Yet, even risk-averse managers might not engage in those activities if they
believe that the cost of doing so is higher than the expected payoff.'4 Indeed,
resources devoted to information gathering may not be concentrated in those
areas where uncertainty is greatest. This is because the expected payoff from
gathering information is itself a function of uncertainty, and risk aversion applies
to the decision to acquire information as it does to other decisions. At the same
time, even when managers decide that more information is necessary, the way
they use that information may depend more on accessibility than on its quality.!>

Since the approval of the National Overseas Emergency Response Plan (guojia
shewai tu fa shijian yingji yu'an B P59 R R EAFRL2TUZ) in 2005, the Chinese
government has developed an increasingly elaborate regulatory framework to
ensure that Chinese firms are attentive to risks and uncertainties, especially
when it comes to the safety of their employees.!® Against this background, one
should expect Chinese companies to pay attention to the management of risk
and uncertainty.!?

In particular, the Chinese government has focused on two interrelated goals.
The first is to clarify that managers of a company are fully responsible for the
company’s employees’ safety abroad. As such, various state agencies, especially
the MFA and the Ministry of Commerce (MOFCOM), have published a number
of “opinions” (yijian &), i.e. policy documents that clarify laws and regula-
tions, which build on the principle that “[whoever] sends personnel abroad is
responsible for them” (shei paichu shei fuze VEJRH, WES1T7). As has been
made explicit in the many warnings issued by Chinese embassies and consulates,
Chinese nationals who travel to or who remain in highly dangerous places have to

14 Gould 1974; Willinger 1989; Eeckhoudt and Godfroid 2000; Lawrence 1999, 247-256.

15 O’Reilly, IIT 1982.

16 Some of the most important documents include the “Opinions on strengthening the security work of
companies and personnel overseas,” issued in 2005 by the MFA and the Ministry of Commerce; the
“Provisions on the safety management of overseas Chinese-funded enterprises, institutions and person-
nel,” published in 2010 by the MFA, the Ministry of Commerce, the National Development and
Reform Commission, the Ministry of Public Security, the State Administration of Work Safety, and
the All-China Federation of Industry and Commerce; the “Guidelines for safety management for over-
seas Chinese-funded enterprise organizations and their work personnel,” published in 2012 and fre-
quently updated by the MFA, the Ministry of Commerce, the National Development and Reform
Commission, the Ministry of Public Security, the State Administration of Work Safety, and the
All-China Federation of Industry and Commerce; and the “Notice on further strengthening the work
safety supervision and administration of overseas Chinese-funded enterprises,” published in 2015 by
those same institutions.

17 Several studies have likened the Chinese government’s troubled attempts to manage the behaviour of its
companies abroad to a principal-agent problem, including Norris 2016; Gill and Reilly 2007; and
Morgan 2019. While this paper does not explicitly adopt a theoretical framework centred on the
principal-agent model, we discuss the principal-agent problem as a potential explanation for our find-
ings in the results section below.
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pay the costs associated with their protection and rescue.'® Chinese companies
are expected to follow key steps such as keeping in close contact with embassies,
developing risk-assessment capabilities, teaching basic medical and self-defence
skills to staff, preparing contingency plans and avoiding problems with people
and authorities in host countries.

The second goal is to ensure that state institutions play an active role in sup-
porting companies to manage security risks.'® This has mostly happened through
a system that involves the MFA and MOFCOM in Beijing. On the one hand,
these state institutions are called on to evaluate the feasibility of overseas invest-
ments and assess the risks associated with tendering bids for, and eventually car-
rying out, projects overseas. They mostly play a regulatory role and have the
power to veto certain operations in very specific cases, such as when the host
country has no diplomatic relations with China or when the scope of the pro-
ject/investment is exceptionally large and/or is in economic sectors that are
deemed to be sensitive, like the arms industry.2® On the other hand, these minis-
tries have to produce risk assessment reports, manuals and regulations, as well as
issue warnings about security situations. Chinese embassies and consulates
abroad regularly organize meetings and training courses with members of the
Chinese community in order to ensure that they are aware of the security
situation and have a basic knowledge of what to do in the event of danger.?!
In order to make it easier for Chinese nationals to find updates regarding its
activities, including those related to the situation in foreign countries,
the MFA has created a telephone application entitled “Foreign ministry
12308” (waijiaobu 7523 12308), a public account called “Consular protection
express” (lingshi zhitongche %5 Hi# %) on the popular messaging application

18 It is not clear what kind of punishment awaits the managers who put the lives of Chinese nationals in
danger. However, given the gravity of the threat and the emphasis of the government, it is likely that
criminal charges could be pressed alongside economic sanctions. We have not found determinant evi-
dence about whether and how the MFA and Sinosure, the main state-owned export credit insurance
company, coordinate to punish the companies which do not comply with the ministry’s warnings.
However, Sinosure (2016) makes it clear that potential customers have to follow China’s diplomatic,
foreign trade, industrial, fiscal and financial policies if they want to buy its products that insure against
political risks. Moreover, it is extremely likely that Sinosure, like other insurance companies, will
increase insurance premiums for those companies which are involved in incidents. It is also true that
the governments of host countries can give sovereign guarantees. However, as was the case in Libya,
this is of little help if the host government falls as a result of widespread turmoil and civil war, which
are the kinds of events that we take into consideration in this study (see the “Data and
Methodology™ section).

19 Beyond the MFA and MOFCOM, various ministries and agencies, such as the National Development
and Reform Commission, the Ministry of Public Security, SASAC, the Export-Import Bank of China,
the China Development Bank, SAFE, SAT, and the Ministry of Finance, are also involved in the man-
agement and regulations of Chinese companies’ operations overseas. However, it is MFA and
MOFCOM that play, without the shadow of a doubt, the leading role.

20 Some of the most important regulations include the “Measures for the administration of overseas invest-
ment” and the “Interim provisions concerning the approval opinions of foreign-based business institu-
tions in handling bids (negotiations) for foreign contracted projects,” both of which were approved by
MOFCOM in 2014 and 2015, respectively. The Development and National Reform Commission has
also published similar regulations.

21 Zhang and Sun 2019.
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A Turbulent Silk Road 7

WeChat, and an account named “The voice of the consular protection system”
(lingshi zhi sheng %52 75) on the Twitter-like Chinese social media platform
Weibo.

The focus of Chinese policymakers on avoiding the political, economic and
diplomatic costs associated with crises abroad when Chinese nationals are
involved suggests that they have tried to create a regulatory framework that
makes the acceptance of uncertainty more costly, pushes firms to seek informa-
tion and, at the same time, produces information for Chinese companies abroad.
Therefore, we should expect to see changes in firms’ behaviour when there is
information available about the worsening security conditions in the countries
in which they operate. Specifically, we should expect Chinese companies imple-
menting contracts in (potentially) dangerous places to decrease the number of
Chinese labourers that they employ, all other things being equal. Otherwise, it
would imply that either Chinese companies seek information but do not change
their behaviour and may be risk acceptant, or that they do not seek information
and may be comfortable with uncertainty. In either case, it would also mean that
Chinese government policy has not substantially reduced the vulnerability of its
foreign policy to shocks caused by threats to its nationals overseas.

Hence, we propose the following hypotheses:

H1 Chinese companies will significantly reduce the relative number of Chinese
workers when the Chinese MFA issues a warning against travelling to andlor
remaining in a given host country, all other things being equal.

H1 is meant to test directly whether or not Chinese companies use and/or react to
the information provided by the MFA regarding serious threats in host countries.
As is explained in the following section, this information is not nuanced or
detailed but is easily accessible to Chinese firms.

H2 Chinese companies will significantly decrease the relative number of Chinese
workers when the perceived stability of the host country decreases, all other things
being equal.

H2 is meant to test whether or not Chinese companies use and/or react to expert
information about the decreasing stability of the host country. As we explain
below, experts’ perception of instability reflects a form of information that is
more nuanced and specialized but less easily accessible to Chinese firms.

H3 Chinese companies will significantly reduce the relative number of Chinese
workers when the magnitude of violence experienced in the host country increases,
all other things being equal.

H3 is meant to assess the behaviour of Chinese companies when the security situ-
ation of a country actually worsens in practice, regardless of the accessibility and
quality of the information on potential risks.
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Data and Methodology
Geographical and temporal scope

To empirically test the hypotheses outlined above, we analyse a panel dataset of
26 host countries from 2004 to 2017. Geographically, we look at the Middle East
(Bahrain, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman, Qatar, Saudi
Arabia, Syria, Turkey, the United Arab Emirates and Yemen), North Africa
(Algeria, Morocco, Egypt, Sudan and Tunisia), East Africa (Djibouti,
Ethiopia, Somalia, South Sudan and Eritrea) and, to a limited extent, West
Africa (Mali).

There are two reasons for this scope. First, we make use of an existing dataset
on the number of Chinese contract workers dispatched to the Middle East, North
Africa and the Horn of Africa, which has been constructed by the ChinaMed
Project from Chinese official data found in China’s statistical yearbooks.??
This dataset has been highly underutilized in the literature on China’s foreign
economic presence and yet offers a reliable picture of the presence of Chinese
contract workers across this region.

Second, as argued by Enrico Fardella, political instability, extremism and eco-
nomic dislocation across this part of the world intersect with one of the most con-
sequential macro-trends of this century: the transition of China from the
periphery to the centre of the international system.2> The launch of the Belt
and Road Initiative in 2013, with its focus on building logistics infrastructure,
and the opening of the first Chinese overseas military base in Djibouti in 2015,
which embodies the fusion of China’s economic and security strategy in the
region, are the two most recent and symbolic signs of this.?* Analysing
Chinese engagement with these countries thus offers important insights into
the evolution of Chinese policy towards one of the most important geopolitical
and geo-economic hubs in the world.

Chinese workers — dependent variable

Our dependent variable is the number of Chinese contract workers per country-
year. The ChinaMed Project gathered data from the China Trade and External
Economic Statistical Yearbooks on the number of Chinese contract workers pre-
sent per country-year from 2004 to 2017, alongside some data on the total value
of Chinese contracts in each host country.>® These volumes classify the contracts
and workers into three categories: engineering contracts, labour service contracts,
and contracts for design and consulting services.2® We limit our analysis to

22 ChinaMed Project 2020.

23 Fardella 2015.

24 Ghiselli 2018.

25 Data on the number of workers are available from 2002. However, data on contract values, which we
control for, are only available from 2004.

26 National Bureau of Statistics 2008, 801.
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A Turbulent Silk Road 9

workers employed in engineering projects because data on the value of labour
service contracts (a key control variable) are missing from 2010 onwards, while
all data for design and consulting service workers are missing from 2007 onwards.
Engineering projects comprise the vast majority of Chinese contracts abroad and
include the construction of the types of infrastructure projects that lie at the heart
of China’s Belt and Road Initiative, such as bridges, roads, railways, ports, and
any other infrastructure a Chinese company can be contracted to build. The
mean number of these workers per country-year is 4,004, with a minimum of
zero and a maximum of 59,888 (Algeria in 2015).2” From a financing source
point of view, the data include workers on projects funded by all kinds of finance,
from Chinese to foreign and host country capital, including both grant aid and
loans. These projects are distinct from FDI in that they are typically handed
over to the host government after completion; however, many of the companies
involved are also substantial foreign direct investors.

Although the statistical yearbooks do not specify the source of the data, we
have two fairly solid reasons to assume that it comprises workers mostly
employed by large Chinese state-owned companies (SOEs). First, from a bureau-
cratic point of view, the flow of information between the National Bureau of
Statistics (NBS) and SOEs is likely stronger and more efficient than that between
the NBS and private companies, and large SOEs are much more compliant with
regulations issued by the MFA and MOFCOM than smaller private companies.
Second, while there are many Chinese private entrepreneurs in the region, they
tend to be small in scale and most companies engaged in major engineering con-
struction contracts are state owned.?® In Africa, this pattern is evident. For
example, of the World Bank-funded Chinese contracting projects in Africa stud-
ied by Jamie Farrel, 77 per cent were implemented by just seven large-scale
SOEs.? Likewise, Chuan Chen, Andrea Goldstein and Ryan Orr’s survey of
major Chinese contractors in the African market found that all 35 firms surveyed
were state owned.3? Since SOEs are the main Chinese economic actors in the
developing world, this analysis contributes important knowledge on the impact
of security trends in host countries on Chinese foreign policy.

Information, instability and violence in the host country — independent variables

In order to test H1, we assembled new data from Chinese embassy websites to
create a dummy variable which records the warnings issued by the Chinese
MFA and embassies and consulates in the countries in our panel.’! We focus
only on warnings that urge Chinese nationals not to travel and/or leave the

27 The proportion of 0 values is relatively small: only 21 country-years in the entire data set have 0 Chinese
contract workers.

28 Amighini, Rabellotti and Sanfilippo 2012.

29 Farrel 2016.

30 Chen, Goldstein and Orr 2009. See also Jayaram, Kassiri and Sun 2017.

31 Readers are invited to contact the authors for more about the dataset.
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host country because of serious violent events such as terrorist attacks, wars, civil
wars and large-scale protests, as the MFA usually makes clear that those who do
not follow these warnings will bear all the costs associated with their own protec-
tion/rescue, meaning that in the case of an emergency, the managers of Chinese
companies in the host country will be held responsible. These warnings are found
in the consular services section of the websites of Chinese embassies and consu-
lates as well as on the website of the MFA’s department of consular affairs’
Centre for Consular Assistance and Protection.3? In total, Chinese embassies
issued such warnings for 28 country-years in our panel. We code the absence
of such warnings as 0, and one or more of such warnings as 1. Although this
information contains only brief descriptions of the situation, it is easily available
and usable for Chinese companies, and embassies and consulates proactively
send these warnings to companies they are aware of in the host country.

As for H2, we use the “Political stability and absence of violence/terrorism”
index from the World Bank’s Worldwide Governance Indicators. The index
reflects the opinion of analysts from international institutions, non-governmental
organizations and commercial business information providers on the likelihood
of political instability and politically motivated violence, including terrorism,
in host countries.?? It is a numerical representation of information and is more
detailed but more difficult and expensive to access than the warnings issued by
the Chinese government. Indeed, Chinese state-owned insurance company
Sinosure uses similar, if not the same, sources for its yearly The Handbook of
Country Risk (Guojia fengxian fenxi baogao [E KA ik 25).34 The index is
expressed in units of a standard normal distribution, with a higher score indicat-
ing higher stability.

Finally, we draw on the “Major episodes of political violence” dataset com-
piled by the Center for Systemic Peace to test H3. This dataset includes an
index measuring incidences of major episodes of political violence by organized
groups which result in at least 500 directly related deaths over the course of
the episode.?> The index includes all episodes of international, civil, ethnic, com-
munal and genocidal violence and warfare.3¢

We also control for various other factors that may affect the number of work-
ers from home that Chinese contractors choose to bring. These include the total
financial value of Chinese engineering contracts per country-year (as more and
higher value contracts will naturally lead to more Chinese workers); factors
that could influence how open a host country is to foreign workers, including

32 The website is http:/cs.mfa.gov.cn/zggmzhw/Isbh/aqtx/ (Chinese only).

33 Kaufmann, Kraay and Mastruzzi 2011.

34 Sinosure 2010, 21.

35 In the original MEPV dataset, this variable is named “actotal.” See Marshall 2019 for more
information.

36 Because we expect responses to actual violence and embassy warnings to leave the country to be near-
instantaneous, we do not lag these variables in the analyses. All other explanatory variables are lagged
by 1 year.
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regime type, an index of the general global openness of the host country and local
unemployment; factors that could influence the calculation on whether or not it
makes sense to import workers from China, including population and GDP per
capita; and — on the assumption that rentier host economies will face less domes-
tic pressure to protect jobs for locals — the level of reliance of the host country on
natural resource rents. A more detailed description of the rationale, definition
and data sources for all variables is available in Table Al in the online
Appendix A. For key variables, summary statistics are listed in Table A2 in
the same appendix.

Model

Our dependent variable is a count variable, and our data comprise a panel data-
set of 26 host countries from 2004 to 2017. Accordingly, we use a fixed-effect
Poisson model with robust standard errors clustered by country as our baseline.3’
Country fixed effects account for unobserved time-invariant factors, while the
Poisson model accounts for the fact that count data may not be normally distrib-
uted. Alternative approaches for analysis of count data include the negative bino-
mial model and the zero-inflated model. As there is no theoretical reason to
expect that any different factors drive the observations, which have a zero
value, we do not use the zero-inflated model. Following the guidance of
McKinley Blackburn, we opt for the more mainstream Poisson model over the
negative binomial model as our baseline.3?

As some countries in our sample have limited statistical capacity, data for cer-
tain variables are unavailable for some country-years. For our baseline regres-
sions, the number of observations is 274 and the number of countries is 22.

Results and Discussion

Our baseline results are presented in Table 1. Model 1 tests hypothesis 1, model 2
tests hypothesis 2, while model 3 tests hypothesis 3. Unexpectedly, we find no
statistically significant relationship between the number of Chinese engineering
contract workers and warnings issued by the Chinese embassy against travel
to/in the host country, all other things being equal (model 1). In other words,
we find no significant evidence that Chinese contractors completing projects in
the region respond to warnings from the Chinese embassy to leave the country
by reducing the number of workers they bring over from China. Although the
coefficient is negative, it could be owing to chance. Likewise, and also unexpect-
edly, we find no significant evidence in favour of hypothesis 2, i.e. that Chinese
companies decrease the number of workers they send to countries which are per-
ceived as less stable and more likely to experience violent incidents.

37 Wooldridge 1999.
38 Blackburn 2015.
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Table 1: Baseline Regressions (Panel Poisson Model with Country Fixed-effects)

Dependent variable: number of Chinese contract

workers
Explanatory variables? (1 (2) (3)
Information on risk
Embassy warning® -0.683
(0.664)
Perceived stability 0.518
(0.370)
Actual violence
Magnitude of violence -0.572%%*
(0.188)
Control variables
Value of contracts 6.02e-07*** 4.68e-07** 4.40e-07**
(1.82¢-07) (2.32¢-07) (2.10e-07)
Polity2 -0.137%%* -0.131%** -0.143%*
(0.0492) (0.0291) (0.0564)
Openness 0.138** 0.137%* 0.118*
(0.0597) (0.0543) (0.0633)
Unemployment -0.00281 -0.0145 -0.0240
(0.0182) (0.0218) (0.0210)
Population® -0.945 -0.843 -0.689
(0.910) (0.917) (0.889)
GDP per capita 3.19e-05 2.95e-05 3.21e-05
(3.15e-05) (2.96e-05) (2.76e-05)
Resource rents -0.00893 -0.00896 -0.00891
(0.00659) (0.00685) (0.00657)
Observations 274 274 274
Number of countries 22 22 22
Source:
Authors.
Notes:

2All variables except embassy warning and magnitude of violence lagged by 1 year; ® base = 0 (embassy has not issued a warning
to leave the country); © natural logarithm. Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

However, as expected, the coefficient for magnitude of violence in model 3 is
positive and statistically significant at the 0.01 per cent level, supporting hypoth-
esis 3 and providing strong evidence that Chinese contractors bring significantly
fewer workers (or remove existing workers) when actual violent incidents are
experienced in host countries. These results are substantively as well as statistic-
ally significant: the incidence rate ratio (IRR) of the magnitude of violence in
model 3 is 0.56, indicating that the expected number of Chinese workers would
be expected to decrease by a factor of 0.56 (i.e. 44 per cent) in response to a
one-unit increase in magnitude of violence, holding other variables constant.?®

39 An IRR between 0 and 1 suggests a decrease in the count of the dependent variable in response to an
increase in the value of the explanatory variable, with the percentage decrease calculated by (I-IRR) x
100.
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To account for the potential effects of the Arab Spring of 2011, which, follow-
ing the mass evacuation of Chinese citizens from Libya, further galvanized stron-
ger government efforts to encourage Chinese companies to pay attention to
security risks and uncertainties, we also re-ran the baseline regressions including
a dummy variable which controls for the pre- and post-Arab Spring periods. The
results are reported in Table Bl in the online Appendix B. They indicate no sub-
stantive change in the signs or directions of the results.

Figure 1, which plots the number of Chinese workers and the number of coun-
tries with embassy warnings per year in the region, suggests these patterns occur
regionally as well as by country. Although the number of workers declines with
the violence of the Arab Spring, it continues to rise after 2012, even as the num-
ber of host states facing warnings across the region rises.

Results for other control variables and robustness checks

The results for the other control variables are either insignificant or as expected.
Contract values and host openness have a positive and significant impact on the
number of Chinese workers, as anticipated. Less democratic countries also
appear to have more Chinese workers, suggesting that more authoritarian states
are more willing to tolerate foreign workers.

We also carried out several robustness checks. First, to make sure that the results
are not driven by the extreme case of Libya, we re-ran the baseline regressions drop-
ping Libya from the panel. Second, we re-ran the regressions with a number of alter-
native or additional control variables. Third, we re-ran the regressions with several
alternative statistical models. The results are, with a few exceptions, robust to these
alternative specifications. A detailed summary of the rationale, data sources and
results of each of the robustness checks is available in the online Appendix C.

Summary of findings

Overall, we do not find significant evidence that Chinese companies respond to
embassy warnings or expert perceptions of host stability. Instead, they appear
to respond only to violent incidents in host countries by bringing substantially
fewer workers from home. The results for H1 and H2, combined with the quali-
tative evidence offered below, point to the interpretation that Chinese contractors
may be failing, at least to some extent, to comply with the Chinese government’s
prescriptions to take responsibility for the security of their workers overseas.
Essentially, they may be ecither willing to tolerate or incapable of identifying
security risks unless significant violent events actually occur.

Anecdotal evidence supports this interpretation of the statistical analysis.
For example, according to a study published by the Academy of
Macroeconomic Research, the main think tank inside China’s National
Development and Reform Commission, 99 per cent of Chinese companies active
abroad had never purchased export credit insurance before the Arab Spring of
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Figure 1: Countries with Embassy Warnings and Number of Workers across the

Region
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Authors; worker data from ChinaMed.

2011.49 As lamented by a Chinese security consultant in 2015, “the [Chinese]
companies that care the most about security invest less than 1 per cent of their
overseas investment budget in it.”4! Some exceptions, such as the energy giant
China National Petroleum Corporation (CNPC), spend much more and have
developed their own risk-assessment and risk-management units.*> Yet, the
results of the analysis suggest that those exceptions may be few.

Moreover, there is qualitative evidence that Chinese companies are rather
unresponsive to warnings from diplomats working in the countries in which
they operate who have a better understanding of the situation on the ground.
Indeed, immediately after the evacuation from Libya of some 36,000 Chinese
nationals, a number of Chinese ambassadors with experience in the Middle
East and North Africa told Southern News Network journalists that the extreme
unpreparedness of Chinese companies to deal with political risks was far from

40 “Zhongguo xinbao zhuli ‘yi dai yi Iu” xiangmu xiexia fengxian baofu” (SINOSURE to help the “Belt
and Road” projects to limit the risks). Economic Information Daily, 29 April 2016, http:/silkroad.
news.cn/Company/Cases/zjqd/11.shtml. Accessed 11 February 2020.

41 Deng 2015.

42 Reportedly, CPNC created a specialized department with more than 160 analysts in 2007. The company
also employs about 1,300 foreign security contractors. See “Zhongguo anbao qiye zai haiwai you zhu-
duo youshi” (Chinese private security companies have many advantages). Sohu, 2 February 2013, http:/
m.sohu.com/n/365357298/. Accessed 25 December 2017.
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abnormal.*3 According to Qin Hongguo Z[H, former ambassador to Kuwait,
this problem “has existed for more than 20 years” because Chinese companies
are deaf to the warnings of the MFA. Highlighting the same problem, a former
Chinese ambassador to an African country told Lucy Corkin that “it is only
when problems occur that the Chinese companies contact me; otherwise, they do
not see me at all.”#* The fact that, on average, for country-years with embassy warn-
ings in our dataset, 1,514 Chinese contract workers remain in the country at the end
of the calendar year further suggests that, at least in some cases, embassy warnings
are not effective in persuading Chinese contractors to keep workers at home.
Hence, it appears that relying solely on companies to solve the problem of pro-
tecting China’s citizens abroad may not be a very effective solution and, as a
result, Chinese foreign policy may remain vulnerable to shocks caused by
instability abroad. Given the significant focus of the Belt and Road Initiative
on developing countries, some of which were not included in the ChinaMed data-
set but yet present similar dangers, the approach of Chinese companies to the
risks of operating abroad and bringing Chinese workers with them may continue
to contribute to the emergence of a more securitized Chinese foreign policy. This
is a process that to date has happened in a tortuous but steady way.*> Our find-
ings may potentially suggest that this process could speed up in the future because
of the growing awareness of the Chinese government that past policies have not
significantly changed the behaviour of Chinese companies overseas.

Potential explanations

This study does not empirically investigate why we find no concrete evidence that
Chinese contractors seek or use information that could help them to manage risk
and uncertainty; however, drawing on the existing literature, we suggest some
tentative explanations.

First, the literature on Chinese foreign direct investment suggests that Chinese
firms with close ties to the state may be more tolerant of uncertainty as a result of
a moral hazard problem. SOE managers may assume that further support from
the state will be available in unexpected adverse circumstances.*® Moreover,
SOE:s tend to scale down their operations, not to shut them down, in cases of
instability in the host country, especially if their activities are meant to achieve
a strategic goal set by their government owner.*’

Second, several studies, most notably that by William Norris, suggest that the
Chinese government faces a principal-agent problem when attempting to ensure

43 “Zhongguo qiye zai Libiya zi chan da 188 yi meiyuan sunshi nan guliang” (Chinese companies lost con-
tracts worth US$18.8 billion, it is difficult to assess the damage). Global Times, 24 April, http:/finance.
huangiu.com/roll/2011-03/1584398.html. Accessed 11 February 2020.

44 Corkin 2011, 74.

45 Ghiselli 2021.

46 Buckley et al. 2007.

47 Bass and Chakrabarty 2014.
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that Chinese companies act in accordance with the government’s wishes
abroad.*® In the context of the diverging interests of the principal (the govern-
ment, primarily concerned with citizen safety) and the agents (the companies,
concerned first and foremost with profit), the government may lack sufficient
information, monitoring and enforcement capabilities to ensure that firms are
responsive to warnings about security.

Other research offers additional, complementary explanations. For example, in
some cases, managers might overlook risk because they trust in their own experi-
ence accumulated in foreign countries.*® Chinese companies might also overesti-
mate the resilience of the government of the host country vis-a-vis political
instability based on their experience at home.® Private entrepreneurs might
make similar calculations, as they expect the members of their social networks
to support them in case of trouble.’!

Yet, it is important to highlight that at least in the case of state-owned and/or
large companies, there are also dynamics that should make Chinese managers
more risk and uncertainty adverse. For example, James Ohlson finds that wealth-
ier companies seek and use more information than poorer ones.’?> Moreover,
being more reliant on the government of their home country for financial and
political support, SOEs tend to comply with the directives issued by their govern-
ment, although the degree of compliance might be lower in the case of non-
central SOEs.>3 Likewise, Pippa Morgan finds that the principal-agent problem
for the Chinese government is least severe for large-scale and state-owned firms
operating abroad. 3* These factors may explain the case of the CNPC mentioned
above; however, our analysis suggests that the considerations that make man-
agers more risk and uncertainty acceptant may prevail in many cases, at least
until violent events actually occur.

Conclusion

The decision to use the military to protect the country’s interests overseas is not
an easy one to take. The political, diplomatic and economic costs can be signifi-
cant. It is the failure of other more conservative policies that is likely to push pol-
icymakers to reach a new consensus on the necessity to “move up a gear” and
start preparing for the use of the military as an instrument overseas. We argue
that this is a likely explanation for some of the recent developments in Chinese
foreign policy, including the establishment of China’s first military base overseas
in Djibouti.

48 Norris 2016. Others include Morgan 2019 and Gill and Reilly 2007.
49 Buckley et al. 2020.

50 Nadkarni, Herrmann and Perez 2011.

51 Weber and Hsee 1998; Hsee and Weber 1999.

52 Ohlson 1975.

53 Cui and Jiang 2012; Cui and Lu 2014.

54 Morgan 2019.
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Since the mid-2000s, the Chinese government has implemented a policy aimed
at making Chinese companies less risk- and uncertainty-acceptant by threatening
punishment for those who disobey, and pushing MOFCOM and, especially, the
MFA to provide training and timely information for Chinese companies abroad.
However, our statistical analysis of data (that have so far been scarcely or never
used) on the Chinese human presence in North Africa, the Middle East and the
Horn of Africa strongly suggests that this policy has failed.

While we find strong evidence that Chinese companies reduce the relative num-
ber of Chinese workers in the host country when large scale violent events take
place, we find no significant indication that they seek and/or use information
from either embassies or experts that could help them to avoid these last-minute
evacuations or, worse, having their employees caught in the middle of wars or
terrorist attacks. Supported by anecdotal evidence, the quantitative approach
we use allows us to move beyond previous studies, which focus on specific
cases, and demonstrates that this is a well-established pattern among the
Chinese companies operating in a part of the world which is increasingly import-
ant for Chinese diplomacy but which is also highly unstable. The fact that no sig-
nificant change in the behaviour of Chinese companies can be observed after the
Arab Spring is particularly telling.

Hence, as China’s foreign policy remains vulnerable to instability in third
countries, the future expansion of its security presence overseas cannot be
ruled out. Although the government in Beijing is likely to prefer avoiding the
use of expensive military tools, this process might accelerate as actors such as
the Chinese navy or top managers of SOEs may try to seize the opportunity to
push for more decisive policies in that direction.>> This is an important topic
for future research. Finally, while we have also discussed a number of potential
explanations revolving around the relationship between companies and govern-
ment as well as cultural factors, statistical analysis alone cannot shed light on
why Chinese companies remain highly risk- and uncertainty-acceptant. This is
another research-worthy issue for scholars and analysts.
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55 See, e.g., Yung 2015.
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