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Does China’s Foreign Aid Promote Domestic Enterprises’ Direct
Investment to Recipient Countries’ Neighbors?
SUN Churen XU Jingiang LIANG Jingjing

Abstract: From perspective of the neighbors of recipient countries, this paper studies
the impact of China’s foreign aid on the FDI from Chinese enterprises to the neighbors of
recipient countries by using enterprise level FDI data. Empirical results show that China’s
foreign aid has a significant role in promoting Chinese enterprises’ FDI to recipients’ neigh-
boring countries, not only to recipient countries, which is known as “extension effect”.
Further analysis suggests that the promotion is achieved by China’s national image improve-
ment to the recipient neighbors. The conclusions above imply that China’s foreign aid pro-
motes both host and neighbor countries” development, and help domestic enterprises “ go-
ing global”.

Keywords: Foreign Aid; Foreign Direct Investment; Extension Effect; The Neigh-

bors of Recipient Countries
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