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|. Introduction

Economic engagement between countries takes place at different levels
and via different routes. However, the mode of engagement is influenced
by country-specific advantages such as the institutional environment and
the availability of natural resources (Eissa & Elgammal, 2020; Grogaard
et al., 2019). The choice of one mode will be preferred over another if,
subject to country-specific factors, the benefits outweigh the implicit
costs. In this article, we shed light on how one important attribute of the
quality of institutions in African countries, corruption, is associated with
different routes of engagement with one of the continent’s major external
partners, China.

We use data from a sample of 49 African countries between 2000 and
2018 to investigate how the level of corruption in these countries affects
three important channels of economic engagement with China, namely:
Foreign Direct Investment (FDI), trade, and construction. The China—
Africa relationship provides an interesting context because, unlike
investment and trade from other countries, which are mainly done by
independent multinational companies, investments from China into
Africa are mostly controlled by the state and central government of
China, due to the significant involvement of the central government in
the activities of most multinational companies. Also, these investments
involve large amounts of money, compared with most private projects
(Gordon, 2012). Such an approach, therefore, helps China to achieve a
common objective of centrally controlling all investments in Africa
(Meservey, 2018). Figure 1 shows the yearly average value of the FDI,
investment, and construction between China and all African countries in
our sample.

Some studies have argued that because China is in Africa to consoli-
date its power as a global leader, it is likely to find countries with weak
governance more attractive (Dreher et al., 2018; Isaksson & Kotsadam,
2018). This is because China itself is perceived as a country with a higher
prevalence of corruption compared to other rich countries. According to
Transparency International (2011), Chinese companies were ranked sec-
ond amongst firms from 28 other countries that are likely to pay bribes
abroad. More than 60% of Chinese firms in Africa surveyed admit to
paying bribes to obtain a license (McKinsey & Company, 2017).

However, in recent years, China has consistently presented itself as
having strong anti-corruption strategies, including anti-foreign bribery
laws that specifically ban bribery of foreign officials. Since coming
to power in 2013, the current President, Xi Jinping, has stressed the
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Source: China Africa Research Initiative (2020).

elimination of corrupt practices in the country. There is also growing
evidence that these anti-corruption measures have reduced the corrup-
tion level in China in recent years compared with the 1990s and early
2000s (Taplin, 2019).

We begin our analysis by first testing for the relationship between
host country corruption in African countries and the value of Trade, FDI,
and Construction activities. We then investigate whether this relationship
is moderated by the level of natural resources in these countries. Finally,
we examine whether the period after the introduction of the anti-
corruption campaign by the Xi Jinping administration altered the
relationship between host country corruption and the three modes of
economic engagement.

Our findings show that corruption affects each route of China—Africa
economic engagement differently. Specifically, we find a negative and
significant relationship between corruption and the flow of China’s FDI
in African countries. However, corruption is positively and significantly
associated with trade and construction activities in China. In contrast,
countries with low perceived corruption will benefit from a long-term
flow of FDI from China. In further analysis, we observe that the positive
relationship between corruption and trade is strong in natural resource-
rich countries. However, corruption reduces construction contracts and
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increases the flow of FDI in natural resource-rich countries. Lastly, we
do not find evidence of Xi Jinping’s anti-corruption campaign changing
the course of China—Africa engagements on corruption, trade, and
investment.

Our article contributes to the literature in several ways. First, we
provide insights on why corruption may appear beneficial to some
economic engagement strategies and detrimental to others (FDI). Our
results show that the impact of corruption in international business is not
as straightforward as documented in most prior studies. However, the
relationship significantly depends on whether the risk and cost of
corruption can be accounted for at the entry level of the foreign operation.
Second, unlike prior studies of host country corruption and inward FDI,
which mostly focus on FDI from different countries (Brada et al., 2019;
Uhlenbruck et al., 2006; Wu, 2006), our article focuses on only Chinese
investment in and trade with Africa. Although Buckley et al. (2007)
examine determinants of Chinese FDI to different countries, they focus
more broadly on capital market imperfections, ownership advantages,
and institutional factors. Different to their study, we focus more
specifically on corruption, which is a major socio-economic bane in
African markets and examine how it drives different routes of Chinese
engagement, including trade, FDI, and construction, while addressing
the issues of endogeneity in this relationship. Finally, by focussing on
international business from a single country (China) to different
countries, we show how a foreign investor adapts to different levels of
corruption via different routes of international business. Our results
signal to policymakers that although countries with high levels of
corruption may attract some form of investment from China, this may
only be for the short term. Hence, having a robust partnership with China
for long-term investment will require control of corruption.

The remainder of the article is as follows. We briefly discuss relevant
literature to guide our empirical analyses in Section 2. In Section 3, we
describe our data and set out our empirical design. In Section 4, we dis-
cuss the findings from our analysis. We check for the robustness of our
main findings in Section 5. Section 6 concludes.

2. Brief Literature Review

The presence of good-quality institutions boosts the confidence of
investors and mitigates any concerns they might have about dealing with
host countries (Bannaga et al., 2013; Battaglia et al., 2021; Lucke &
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Eichler, 2016; Shah et al., 2016). In this context, corruption, defined as
the abuse of power for self-gain (Werlin, 1994; World Bank, 1994), is an
essential indicator of the quality of a country’s institutions as it reflects
the strength of economic and legal institutions (Svensson, 2005). As
such, some previous studies find a significant relationship between
corruption and external financial engagements in the form of trade or
investment. High corruption, which undoubtedly increases the cost and
risk of any business transactions, is likely to be a disincentive for foreign
operations (De Jong & Bogmans, 2011; Djankov et al., 2010; Habib &
Zurawicki, 2002; Quazi et al., 2014; Wei, 2000; Zhao et al., 2003).
However, when the need to serve a foreign market becomes unavoidable
due to political or economic reasons, foreign businesses may adopt
different strategies that can be used to mitigate the potential effect of
corruption.

As a moderating factor in transactions and the access to resources in
the host country (Meyer, 2001), corruption can facilitate or deter
investment. It is a behavioral uncertainty that can result in subjective and
irrational human behavior (Williamson, 2007). Consequently, prior
studies find corruption to be both beneficial and detrimental to foreign
operations of businesses. However, they do not adequately describe how
it affects different entry modes. On the one hand, the uncertainty
surrounding corruption increases transaction cost and risk, which leads
to a reduction in FDI (Habib & Zurawicki, 2002; Quazi et al., 2014; Wei,
2000; Zhao et al., 2003). It involves the payment of bribes, which is an
additional cost in the relationship between foreign operators and the
local government (Cuervo-Cazurra, 2016). For instance, Habib &
Zurawicki (2002) find corruption in the host country as well as the
absolute corruption difference between the host and home country to
negatively affect the flow of FDI. It also negatively affects trade due to
poor customs services and long waiting hours (De Jong & Bogmans,
2011), and challenges at the border (Djankov et al., 2010). On the other
hand, corruption may act as a “helping hand” by providing quick and
easy access to local resources, resulting in a positive impact on foreign
operations (Barbopoulos et al., 2014; Egger & Winner, 2005; Gossel,
2018). It speeds up transactions and procedures, especially in misguided
regulated environments, hence increasing competition in monopolistic
markets (Lui, 1985). Other studies also report insignificant relationships
between corruption and the flow of foreign business (Henisz, 2000;
Wheeler & Mody, 1992).

The rapidly growing economic presence of China in Africa provides
a unique setting for us to gain some useful insights. First, corruption,
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which is both a cost and a risk to international business, is pervasive in
Africa, which is a continent characterized by low institutional quality
compared to other developing regions (Agoba et al., 2020). Yet, the con-
tinent remains one of the fastest-growing markets for foreign trade and
investment (UNCTAD, 2019). Second, the level of corruption in some
African countries is significantly lower (e.g., Botswana and Guinea-
Bissau) or higher (e.g., Angola and Chad) than in China. However, China
has successfully established engagement with all African countries using
different economic strategies. Third, China is racing for global domi-
nance using state-controlled enterprises. This makes the presence of
China in Africa less of a question of why, and more of how it is using
different channels of economic engagement to mitigate the risk and cost
of corruption, a significant transaction cost.

Upon assuming office in 2013, China’s President, Xi Jinping,
launched an anti-corruption campaign that was aimed at reducing the
high levels of corruption that had bedevilled the country over the years.
The campaign, among others, has resulted in strengthening the Central
Commission on Discipline and Inspection (CCDI) and the investigation
and arrest of public government officials who were, hitherto, considered
untouchable (Chen & Kung, 2019). However, despite the widespread
support for this campaign, some scholars cast doubt on its effectiveness.
For example, it is mostly argued that the crackdown on corruption has
largely been used as a tool to get rid of potential rivals, enforce loyalty
and strengthen Xi Jinping’s hold on power (Shirk, 2018; Yuen, 2014). To
date, whether and to what extent the anti-corruption campaign has altered
the nature of China’s external engagement in the form of trade and
investment remains largely unexplored as the impact has mostly focussed
on internal outcomes at both macro and firm levels (Gan & Xu, 2019).
Given that the campaign appears to assume more of a political dimen-
sion, we conjecture that the nature of China’s external financial engage-
ment with African countries will not be altered by the campaign,
especially when it involves a continent where China is more likely to be
the biggest gainer.

3. Methodology
3.1 Sample

Our sample is based on all member states of the African Union. Due to
the unavailability of data, we exclude 6 out of the 55 countries that make
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up the union and are left with 49 countries. Our sample period spans 19
years, from 2000 to 2018.

3.2 Measurement of Variables

3.2.1 Dependent Variables: Routes of the China—Africa Partnership

China engages in different activities with African countries, including
foreign aid and the export of workers. However, we focus on three busi-
ness engagements, which cover the areas of investment and foreign
trade. These are FDI, trade, and construction contracts. We measured
FDI flow from China. Trade is measured as the sum of each country’s
imports from and exports to China, while construction is measured as the
construction revenue accruing to China from African countries. To con-
trol for the effect of country size, we scale each value by the GDP of the
respective countries. We obtained data on Chinese FDI, trade, and con-
struction from the China Africa Research Initiative (2020) at Johns
Hopkins University.

3.2.2 Independent Variable: Corruption (CPI, BCI, CCPT)

We measure corruption from three different sources to ensure the robust-
ness of our results. In addition to these three measures capturing slightly
different levels of corruption in a country, they help in overcoming the
limitation of our results being biased due to the measurement of corrup-
tion. The first measure is the Corruption Perception Index (CPI) by
Transparency International.! The CPI is calculated from 10 different data
sources and institutions. It is based on the perceptions of business people
and experts on the level of corruption in the country. Lee and Ng (2009)
argue that the CPI by Transparency International captures many of the
essential conceptual socio-economic constructs that are correlated with
other national polls, despite being a subjective view of experts. CPI
ranges from 0 to 100, with higher values indicating low perceived cor-
ruption (Transparency International, 2020). For ease of interpretation,
we use the inverse value of the CPI score such that higher values indicate
higher perceived corruption in the country. Our use of CPI is consistent
with studies such as Egger and Winner (2005), Habib and Zurawicki
(2002), and Jain et al. (2017). The second measure of corruption is the
Bayesian Corruption Index (BCI) from the Quality of Government
Institute.” Similar to the CPI, the BCI ranges from 0 to 100, but with
higher values indicating higher corruption. The BCI is based on the opin-
ions of companies, non-governmental organizations, and officials on the
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level of corruption in a country. Information for computing the index is
collected from 20 different surveys. Our use of BCI is consistent with
Cuadrado-Ballesteros et al. (2019). Third, following Barbopoulos et al.
(2014) and Egger and Winner (2005), we also use control of corruption
(CCPT) by Kaufmann and Kraay (2018) as a measure of corruption.
CCPT represents the perceptions of the extent to which public power is
exercised for private gain, including both petty and grand forms of cor-
ruption (Kaufmann & Kraay, 2018). CCPT is one of the six governance
indicators based on 30 different sources and ranges from —2.5 to 2.5,
with higher values indicating less corruption. However, we use the recip-
rocal format, which rescales the index to a range between 0 and 5, with
0 being the lowest level of corruption and 5 being the highest.

3.2.3 Control Variables

We control a battery of both economic and political factors that can drive
the flow of foreign FDI, Trade, and Construction, consistent with
previous studies. Specifically, we include GDP per capita, GDP growth,
population size, political stability, and the effect of the financial crisis.
Table A1 provides a detailed definition of these variables.

3.3 Empirical Model and Estimation Technique

To examine the impact of corruption on the different routes of China—
Africa economic engagements, we develop our empirical model as
follows:

— . ] .
Y=a +ﬁjcorrupt10nlﬁ tX O Fe,i=1, ..,

it

Nyt=1, .., T;J=1,..,J (1)

where ¥, and X 'l.t are the China economic relation with Africa (measured
using three proxies: FDI, trade, and construction) and vector of control
variables (all defined in Table A1), respectively, for country i and time z.
Corruptionl.j .18 the corruption indicator J of country i at time ¢ and and £,
is the associated error term. Since we use three different dependent vari-
ables, that is, FDI, trade, and construction, to analyze the economic rela-
tion of China with Africa, we estimate the empirical model, Equation (1),
for these variables separately. Also, we use three different proxies for the
measure of corruption: corruption and, therefore, we estimate models for
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each of the three dependent variables using three different proxies for
corruption.

Our empirical model has a dynamic panel feature in that we include a
lagged dependent variable in each estimation. Thus, the related estima-
tion could potentially suffer from endogeneity problems. We, therefore,
use the system generalized method of moments (GMM) (Arellano &
Bover, 1995; Blundell & Bond, 1998). We rewrite our empirical model,
Equation (1) to estimate a system GMM regression as follows:

AY = A,Bj corruption +AX'6 + Ae | (2)

Y, = o, + B, corruption,, + X".0 +¢, (3)

4. Results and Discussion

4.1 Summary Statistics

Table 1 shows the summary statistics of the variables used in the analy-
sis. The average value of all the three measures of corruption is (69.288,
56.115, and 3.104%, respectively, for CPI, BCI, and CCPT) is above the
mid-range score, indicating the high prevalence of corruption in Africa.
This is also reflected in the high maximum values of the three measure-
ments of corruption. However, the high standard deviation and low mini-
mum values show a considerable variation among the sample countries
in terms of corruption. The average value of dependent variables shows
that trade (US$1,894.212 million) is the largest route of China’s finan-
cial partnership with African countries, while FDI is the lowest
(US$48.688 million). The mean value of construction revenue of
US$501.75 million, which is higher than the FDI, shows that China
receives more money from Africa than what they invest.

4.2 Regression Results

4.2.1 Corruption, Chinese Trade, FDI, and Construction

The results of the two-step System GMM estimations are presented in
Table 2. Columns 1-3 contain the results on FDI; columns 4—6 are that
of Trade and columns 7-9 report results on construction. Our primary
variable of interest is corruption, measured as either CPI (CPI from
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Table I. Summary Statistics

Mean SD Min. Max.
CPI (0-100) 69.288 10.572 30 90
BCI (0-100) 56.115 10.607 22.872 74.963
CCPT (0-5) 3.104 0.594 1.283 4.326
FDI (US$ 48.688 201.222 -814.91 4,807.86
million)
Trade (US$ 1,894.212 4,513.641 0.294 48,752.15
million)
Construction 501.725 1,137.18l1 0 8,434.21
(US$ million)
GDP per capita 2,233.189 3,139.981 111.927 22,942.58
(US$)
GDP growth 4.703 7.457 -62.076 123.14
Population (log) 15.854 1.539 11.304 19.093
Inflation 101.58 42.197 2.909 382.501
GFC 0.105 0.307 0.000 1.000
Political stability -0.496 0.838 -2.699 1.282

Source: The authors.

Transparency International), BCI (BCI from the Quality of Government
dataset) or CCPT (the CCPT indicator by Kaufmann and Kraay [2018]).

The results in columns 1-3 show that corruption has a negative and
significant impact on China’s FDI flow to Africa. This implies that cor-
ruption deters China from direct investment in African countries. We
interpret this finding to mean that, because FDI is a long-term financial
commitment, Chinese investors prefer a country with a stronger regula-
tory environment, for example, having low corruption, to protect their
investment. In addition to requiring large amounts of investment, FDI
does not guarantee a specific outcome at any date. Therefore, China is
cautious in investing in corrupt countries to avoid unenforceable con-
tracts when things go wrong in the future. The results support the argu-
ment that, in the long run, an increase in high corruption is risky and
costly to manage (Habib & Zurawicki, 2002).

The results in columns 4—6 show that there is a positive and signifi-
cant relationship between corruption and trade. This implies that African
countries with higher levels of corruption attract more trade from China
in the form of exports or imports of goods and services. The result is
consistent across all three measurements of corruption. Exports and
imports of goods and services involve different bureaucratic checks and
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balances, including customs clearance. Hence, corruption could serve as
a way of circumventing the rather long and slow bureaucracies of most
African countries (Méon & Weill, 2010). The results related to trade are
in sharp contrast to those of FDI, suggesting that China is willing to trade
with countries in Africa that experience a high level of corruption but
may not be willing to engage in investment. This supports the argument
that when transaction costs rise in the form of increased corruption,
Chinese firms prefer to enter African markets through trade rather than
through undertaking FDI. Accordingly, the results demonstrate that
higher corruption in Africa is associated with more trade and less FDI
from China to Africa.

In columns 7-9, we present the results of the impact of corruption on
Chinese construction contracts in Africa. Contrary to the results on FDI
and similar to those on trade, we find a positive and significant relation-
ship between construction contracts and corruption. This implies that
China secures more construction contracts in countries with high-level
corruption. This is consistent with the greasing the wheel hypothesis that
corruption can be a helping hand for foreign contractors. According to
the “greasing the wheel” or “helping hand” argument, corruption speeds
up the bureaucratic processes and increases the probability of gaining
access to government-funded projects (Tanzi & Davoodi, 2001). China’s
construction work in Africa is mostly government-funded projects that
are offered through the bureaucratic system and politicians (Burke,
2007). Therefore, it is not surprising to find that China engages in more
construction with countries perceived to be corrupt. Further, with public-
funded projects, it may be easier for contractors to include the cost of
corruption in the overall consideration of the contract (Lehne et al.,
2018). Thus, the revenue from the construction outweighs the cost of
paying bribes to corrupt officials (Egger & Winner, 2005). Moreover,
unlike FDI, construction contracts guarantee a certain amount of revenue
from the onset, which makes it easier to mitigate the risk and cost of
corruption.

The post-estimation tests of the System GMM model, as reported by
the Arellano—Bond (AR2), as well as the Hansen test, show the validity
of the model and the instruments. In sum, the results in Table 2 validate
our argument that different levels of corruption attract different routes of
China’s engagement in Africa differently.

4.2.2 Accounting for the Effect of Natural Resources

Prior studies suggest that China is in Africa to extract natural resources
such as oil and gas to fuel its rapid industrialization (Kolstad & Wiig,
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2012; Mourao, 2018). Hence, having a natural resource is likely to
override the effect of corruption on any foreign investment and trade
in Africa. In this section, we examine whether the existence of natural
resources influences how China engages with African countries, given
the level of corruption in the country. To do this, we introduce two
additional variables into the model: Resource rent, which is a proxy
for the amount of total resource rent as a percentage of GDP, was col-
lected from world development indicators. We also include a modera-
tion variable, which is a two-way interaction term between corruption
and resource rent (resource X corruption). Accordingly, we modify our
baseline empirical model as follows:

YHZ o + ﬁjcorruptloniﬁ 51 resource, + 52/
H !
corruption, X resource, + X 0 + £, 4)

If the existence of natural resources influences the relationship between
corruption and China’s financial engagement in Africa, then we expect
the coefficient of the interaction variable “resource X corruption” to be
significant.

The results on FDI, reported in columns 1-3 of Table 3, reveal an
interesting finding. The positive and significant effect of “resource x
corruption” shows that the existence of natural resources overrides the
cost of corruption on FDI inflow after the threshold level of total natural
resource rent is reached.’ Hence, China invests in resource-rich coun-
tries with high perceived corruption. This is contrary to our baseline
findings, where we find a negative relationship between corruption and
FDI. This is because FDI in resource-rich countries is largely in the
extraction of resources. Hence, paying bribes is a faster way to secure a
license and gain access to the natural resource deposit than following
long bureaucratic processes that are mostly met with resistance from the
locals. In other words, corruption in resource-rich countries is a helping
hand for securing licenses and gaining access to natural resources. The
finding shows that after a threshold level of natural resource rent is
reached, the transaction cost due to increased corruption is outweighed
by the benefit of undertaking investment in the form of FDI, and hence,
increasing Chinese investment in Africa.

The results, which are presented in columns 4—6 of Table 3, show that
the interaction term (i.e., resource rent X corruption) significantly and
positively affects trade under all the corruption measures. This implies
that the impact of corruption on trade with China is more pronounced in
resource-rich countries. Arguably, most trade with Africa involves the
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export of raw natural resources. And the extraction of these natural
resources involves dealing with government officials and politicians.
Therefore, it is intuitive to find a strong relationship between trade and
corruption in resource-rich countries.

In columns 7-9, we present the results of construction contracts. We
find that the effect of the interaction term is significant, but negative,
which is the opposite of that of the coefficient of the corruption variable.
This indicates that corruption is a deterrent to Chinese construction in
resource-rich countries after a threshold level of natural resource rent is
reached. In other words, corruption enhances Chinese construction in
Africa if natural resource rent is less than the threshold level. However,
corruption reduces Chinese construction in Africa if natural resource rent
1s above the threshold level. One probable reason is that natural resources
are often offered as consideration for construction contracts in resource-
rich countries. For example, Ghana has pledged its bauxite to China for
the construction of major infrastructures such as roads and railways. The
contract involves China’s access to the bauxite deposit for many years
(CNBC, 2019). The pledge of natural resources takes a long time to man-
ifest, which makes the payment for the construction take place sometime
after the completion of the projects. Hence, it will be prudent for China
to mitigate all future risks, including corruption, to avoid unenforceable
contracts, especially where there is a likely change in government during
the extraction of natural resources.

4.2.3 The Effect of Xi Jinping’s Anti-corruption Campaign

In this section, we test if these anti-corruption campaigns have been
reflected in the different routes of China—African financial engagement.
We capture 2013 and subsequent years as 1, representing the anti-corrup-
tion period, and the years before 2013 as 0. We denote this variable as
“Xi.” Next, we interact “Xi” with corruption to generate the moderating
variable “Xi x corruption.” Hence, we estimate the empirical model, in
Equation (1), by including Xi and its interaction term with corruption as
additional explanatory variables. We expect the “Xi x corruption” vari-
able to be negative and significant if the anti-corruption campaign has
been reflected in China’s dealings with Africa.

The results are presented in Table 4. The coefficient of “Xi % corrup-
tion,” though significant in all the routes, has the same sign as the main
variable, corruption. These results indicate that the anti-corruption cam-
paign has not changed the course of China’s investment and trade in
Africa. Thus, our main result in Table 2 still holds after accounting for Xi
Jinping’s anti-corruption campaign.
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5. Robustness Tests

5.1 Instrumental Variable Estimation Approach

In this section, we undertake a sensitivity analysis, using IV estimation,
to address the potential endogeneity arising from reverse causality from
the economic interaction of China with Africa to corruption. Previous
studies show that the quality of institutions in a country is an outcome
of historical institutional factors such as disease endowment, ethnic
fractionalization, religion and legal origin (Acemoglu et al., 2001;
Alesina et al., 2003; Arrunada, 2010; La Porta et al., 1999, 2008;
McCleary & Barro, 2006). Therefore, we instrument corruption, which
1s one of the indicators of the institutional quality of a country, by his-
torical institutional factors.

Table 5 summarizes the IV regression of the effect of corruption
measured in terms of CPI, BCI, and CCPT on the economic interaction
of China in Africa measured in terms of FDI, Trade, and Construction.
Columns 1-3 demonstrate that corruption, by all three measures, nega-
tively and significantly impacts FDI flow from China to Africa.
Columns 4—6 show that corruption enhances Chinese trade with Africa
under all three proxies of corruption. The last three columns of the
table show that corruption raises Chinese construction in Africa. The
results for FDI inflow, trade, and construction are consistent with our
main findings. The post-estimation tests show that our model is well
specified.

5.2 Accounting for Corruption in China

In this section, we address a potential concern for endogeneity arising
from omitted variable bias. There is a possibility for endogeneity aris-
ing from not controlling for a change in corruption in China.
Endogeneity, in this case, arises if a change in corruption in China is
related to both our main independent variable, corruption in Africa,
and the dependent variables, which are the economic interactions of
China with Africa, namely FDI, Trade, and Construction. We, thus,
account for changes in the level of corruption in China as well as the
difference in the levels of corruption between China and each of the
countries in our sample. In untabulated results, corruption continues to
be significant and the coefficients maintain their signs, similar to our
main results in all cases.
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6. Conclusion

As an integral part of a country’s institutional environment, corruption is
an important determinant of the flow of foreign trade and investment
(Egger & Winner, 2005; Harms & Ursprung, 2002). However, the exist-
ing literature has not explicitly examined how corruption affects the dif-
ferent routes of international business from a single country in Africa.
Our study addresses this gap in the literature by examining how corrup-
tion influenced China’s investment and trade in Africa. We employ a
two-step system GMM on a panel data set of 49 African countries over
19 years. Our results are, however, also robust to IV regressions, which
address other kinds of endogeneity in this relationship.

We find corruption to impede the flow of China’s FDI to Africa. In
contrast, corruption is positively and significantly associated with trade
and construction contracts with China. However, in further analyses, we
find that natural resource rent has a moderating effect on the impact of
corruption on the economic engagement of China in Africa. Specifically,
the negative effect of corruption on FDI turns to be positive while the
positive effect of corruption on construction changes to negative after
the respective threshold level of natural resources rent, for the models of
FDI and construction, is reached. However, China’s trade with Africa is
more pronounced in resource-rich countries. Regarding the anti-corrup-
tion campaign by Xi Jinping since 2013, our results indicate that this
campaign has yet to drive any significant change of direction in the effect
of corruption on China—Africa financial engagements.

Our results imply that China uses different routes to engage with
African countries depending on the level of perceived corruption in the
country. Given that corruption retards FDI, which is a long-term com-
mitment, our results are consistent with McKinsey reports that show that
African countries that have a robust and long-term partnership with
China appear to have low perceived corruption (McKinsey & Company,
2017). Notwithstanding the positive association between corruption and
trade, our article does not intend to make a case for promoting corruption
to attract more trade from China. On the contrary, given that FDI repre-
sents an inflow to African countries, compared to trade and construction,
which instead accrue more revenue to China, we argue that it will be in
the best interest of African countries to strengthen the fight against cor-
ruption to enable a robust and long-term partnership that yields better
benefits to the host countries.

The implications of our findings also extend to other non-African coun-
tries, specifically developing countries that are engaged with China in both
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FDI and trade. As shown from our results, although corruption attracts
some form of engagement from China, corruption is detrimental to engage-
ments such as FDI that provide long-term benefits to the host countries.
Thus, China will still trade with corrupt countries, but such engagement
yields less benefit to the host countries compared with less corrupt coun-
tries that attract FDI. Countries with high levels of corruption are likely to
attract short-term foreign operations in the form of trade and construction.
However, for the sustained and long-term flow of foreign investment, they
must endeavor to control corruption. These findings lead to the conclusion
that inadequate attention to the different routes of China’s global invest-
ment and trade may have skewed the debates on corruption and China’s
global engagement with developing countries. Hence, developing coun-
tries can harness the long-term benefits of China’s exponential global
investment and trade by curbing corruption in their countries.
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Appendix A

Table Al. Variable Definitions

Variable Definition Source
CPI Corruption perception index Transparency International
BCI Bayesian Corruption Index  Quality of Government
Institute
CCPT Control of Corruption Kaufmann and Kray (2018)
FDI The amount of foreign direct China Africa Research
investment from China to Initiative (2020)

each African country
(Table Al continued)
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(Table Al continued)

Variable Definition Source

Trade The sum of exports and China Africa Research
imports transactions of each Initiative (2020)
African country with China

Construction Construction revenue by China Africa Research
China from African countries Initiative (2020)

GDP per capita The value of GDP per unit of World Development

population in a country Indicators

GDP growth The yearly growth in GDP ~ World Development
Indicators

Population (log) Log of the total population in World Development
each African country. Indicators

Inflation The level of inflation in the ~ World Development

country as measured by the Indicators
Consumer Price Index in
each country

GFC An indicator variable that “Authors” construction
takes the value for years
representing the Global
Financial Crisis (2008 and
2009) and 0O for other years.

Political stability The level of political stability VVorld Governance
in each African country Indicators

Notes

1. Transparency International. https://www.transparency.org/en/cpi

2. Quality of Government Institute. https://www.gu.se/en/quality-
government/qog-data/data-downloads

3. The threshold level of total natural resources rents (% of GDP) can be found
by partially differentiating FDI inflow with respect to each corruption indi-
cator in Equation (4), and solving for the total natural resource rent by equat-
ing the partial derivative to 0. This approach can be applied to the other
measures of economic engagement.
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