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Abstract

In recent years, there have been frequent international terrorist activities.
Needless to say, this presents a great security risk to China’s foreign direct
investment. This paper explains the current situation of global terrorist activ-
ities and China’s foreign direct investment, analyzes the harm of terrorist ac-
tivities to foreign direct investment, and then proposes response measures
from the government and enterprise levels.
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1. Current Situation of International Terrorism and
China’s OFDI

The word “terror” comes from the Latin TERRERE, meaning “fear”. Before the
18th century, the main means of terrorism were assassination and poisoning.
After World War II, international terrorism really began to take shape. During
this period, terrorist activities occurred mainly in colonial, dependent and newly
independent nation-states. At present, terrorist activities have affected more
than 100 countries to varying degrees. The means of terrorist activities are in-
creasingly diverse, ranging from traditional kidnapping, hostage-taking and as-
sassination to the use of explosions, attacks, hijackings, chemical and biological
weapons and cyber terrorism. Due to the different ideologies, national interests
and political positions of different countries, governments, experts and scholars

have different definitions of international terrorism. Countries and organiza-
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tions around the world have more than 150 definitions of international terror-
ism. The Global Terrorism Database (GTD) defines terrorism as follows: The
threatened or actual use of illegal force and violence by a non-state actor to at-
tain a political, economic, religious, or social goal through fear, coercion, or in-
timidation [1].

In recent years, terrorist activities are frequent and terrorist organizations are
increasingly rampant. The figures show an increase in the number of terrorist
attacks around the world between 2001 and 2014, peaked at 16,840 in 2014 [2].
In the following years, the number of terrorist activities was gradually reduced,
but still remained at a high level. There is no denying that terrorist activities will
continue to be frequent and the number of terrorist attacks will remain high for
a long time to come. Second, terrorism has spread around the world. Countries
and regions with weak prevention are becoming areas with a high incidence of
terrorist activities. Since the Iraq War, the hot spots of global terrorist activities
have been spreading, from individual countries in South Asia and the Middle
East to a wider region including Africa and Europe.

By the end of 2017, China’s stock of foreign direct investment was $1.8 tril-
lion, be next to the United States to rank 2. China’s OFDI stock is distributed in
189 countries (regions) around the world, accounting for 80.8% of the total
number of countries (regions), covering all sectors of the national economy.
There are six industries with a stock of hundreds of billions of dollars. At the end
of 2017, China’s stock of OFDI in countries along “The Belt and Road” was
$154.398 billion, accounting for 8.5 percent of China’s stock of OFDI. Chinese
investors made investment in nearly 3000 enterprises in 57 countries along “The
Belt and Road”, involving 17 industries of national economy. The cumulative
investment in that year was $20.07 billion, up 31.5% year on year, accounting for
12.7% of China’s OFDI flow in the same period. In 2017, China’s OFDI regis-
tered negative growth for the first time, but the trend of internationalization of
Chinese enterprises will not change. Especially, under the guidance of “The Belt
and Road” strategy, China’s OFDI will still maintain a high level in the future.
However, according to the global terrorism index (GTI) released by the Austral-
ian Institute for Economics and Peace, eight of the top 20 countries in China’s
OFDI flow were in the medium-high terrorism index in 2017. Nearly 35% of the
countries along “The Belt and Road” are in the medium-high terrorism index.
Four of the six countries with very high terrorism index are member states of
“The Belt and Road”: Iraq, Afghanistan, Syria and Pakistan. Terrorism in coun-
tries along “The Belt and Road” not only exists traditional terrorism caused by
the ideological conflict of traditional ethnic groups, but also includes new ter-
rorism, such as extreme religion represented by al-Qaeda [3]. To sum up, Chi-

na’s OFDI activities are faced with a severe risk of terrorism.

2. The Influence of International Terrorism on OFDI

2.1. Threatening the Personal Safety of Employees

Once the overseas investment projects of enterprises suffer terrorist attacks, the
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employees of enterprises are extremely vulnerable to the harm of terrorists.
Given the violence of terrorist activities, almost every terrorist attack causes ca-
sualties, sometimes in the hundreds. Employees are the most important assets of
company. In the event of a terrorist attack, employees are likely to be detained,
kidnapped or even killed, and the company’s overseas business activities will in-
evitably suffer a major blow. Even if terrorist attacks do not cause physical harm

to employees, the resulting psychological fear can also affect their work.

2.2. Causing Property Damage of Multinational Enterprises

Terrorist activities will cause significant property losses to enterprises’ overseas
investment projects [4]. In many overseas contracting projects, the terrorists at-
tacked and kidnapped workers at the construction site, forced the construction
project to stop. The project was delayed, which greatly affected the profit of the
project. In addition to facing the loss of production and business equipment and
other property, companies sometimes need to pay employees kidnapped ransom
and compensation. Moreover, in order to prevent terrorist activities, enterprises
must increase investment in security, hire a large number of security personnel,

increase security facilities. This further reduced the profit of the project.

2.3. Leading to the Failure of Investment

If the business environment of the host country is very uncertain and terrorist
activities are rampant, the security threat will become an important restriction
for enterprises to expand overseas. When the risk of terrorism in the host coun-
try increases, the probability of serious casualties and property losses due to ter-
rorist attacks will also increase significantly. In order to avoid loss of interests,
potential investment enterprises will often adopt wait-and-see approach instead
of entering the market of the host country. Chinese companies’ overseas projects
are focused on the construction of infrastructure and natural resources devel-
opment. These projects have a large number of employees, who tend to live and
work in relatively enclosed locations. Once there is a terrorist attack, it will bring
incalculable loss. Therefore, terrorist activities will seriously affect the confi-

dence of enterprises to enter the market of the host country.

2.4. Discouraging the Subsequent Investment

The high risk of terrorism means that companies must increase security and in-
surance costs when investing in host countries. This will greatly increase the op-
erating cost of investment. The huge fees that have to be paid are likely to over-
whelm investors, which inevitably discourages companies from investing. In ad-
dition, terrorism risk in the host country often causes persistent social panic,
which not only aggravates the uncertainty and disturbs the normal economic
and social order, but also leads to production contraction and weak consumer
demand in the host country, thus reducing its attraction to foreign direct in-

vestment [4].
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3. Suggestions for Coping with International Terrorism Risk

From the above discussion, we can see that International terrorism has brought
huge risks to the overseas investment of Chinese enterprises, which will not only
affect the investment projects of enterprises but also inhibit the subsequent in-
vestment. According to the above analysis, this paper proposes countermeasures

from the government and enterprise level.

3.1. Government

e Establish and perfect the terrorism risk insurance system for overseas in-

vestment

Overseas investment insurance is a special insurance of property, it refers to
the government of capital-exporting countries underwrites the political risk that
the investment in the host country may encounter, and compensates for the po-
litical risk within the coverage and the loss of investment property in an effort to
protect investors in the host country of investment property safety [5]. Such in-
surance can greatly mitigate the losses of domestic investors in the event of po-
litical risks and coordinate the interests of the governments and investors. Since
the September 11th event, the United States has successively passed the Terror-
ism Risk Insurance Act, the Terrorism Risk Insurance (Extension) Act and the
Terrorism Risk Insurance Program Reauthorization Act to perfect its domestic
terrorism insurance mechanism. On this basis, terrorism insurance in political
risk insurance has developed into an independent insurance [6]. The continuous
development and improvement of the terrorist insurance system provides more
accurate and direct prevention for the overseas investment of the United States.
At present, there is no law on the operation mechanism of terrorism in China.
Although China Export & Credit Insurance Corporation underwrites the risks of
war and political violence, the risks of war and political violence lack a detailed
explanation of terrorist activities and the scope of terrorist insurance is not clear,
which is not conducive for investors to insure. Even if investors purchase insur-
ance, claim for compensation can be difficult. Therefore, the Chinese govern-
ment urgently needs to learn from the experience of western countries, formu-
late and improve the insurance system in line with national condition to reduce
the losses caused by the risk of terrorism in the process of global expansion.
e Strengthen cooperation with other countries in the field of counter-terrorism

The internationalization of terrorist crimes is a common problem faced by all
countries in the world. As an international crime, it is far from enough to rely on
only one country to combat it. This requires the joint efforts of all countries in
the world and extensive international counter-terrorism cooperation. The Chi-
nese government needs to pay attention to the international anti-terrorism work
to provide security for the investment and operation activities of Chinese multi-
national enterprises. First, the government should establish an “international
united front against terrorism” with other countries, improve regional information

sharing and coordination mechanisms, strengthen the integration and communi-
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cation of intelligence and information resources. In particular, it is necessary to
strengthen the construction of anti-terrorism information sharing mechanism
with countries along “The Belt and Road” and make it an important part of “The
Belt and Road” initiative. Second, the government should make full use of such
platforms as Interpol and Shanghai Cooperation Organization to actively plan
bilateral and multilateral international cooperation on counter-terrorism. In
light of the new situation and new needs in fighting terrorism, the government
should work with countries along “The Belt and Road” to promote the estab-
lishment of security cooperation mechanisms, further improve relevant me-
chanisms for various international criminal cooperation in fighting terrorism,

and continuously enhance international counter-terrorism cooperation.

3.2. Enterprises

e Assess host country’s terrorism risk in advance

When conducting overseas expansion activities, most multinational enter-
prises mainly attach importance to the evaluation of market entry of the host
country, focusing on the collection of market size, consumer demand preference
and competitor information of the host country, while ignoring the evaluation of
political risk of the country. Risk assessment refers to the definition of the possi-
bility, intensity, duration, region and key risk points of risk events, as well as the
quantitative analysis of the impact and loss of risk events on people’s lives and
property after the occurrence of risk events. Before overseas investment, Chinese
enterprises must make a comprehensive assessment of the country or region’s
political system, economic environment, legislation, culture, ethnic and religious
issues and the potential risk of terrorism that may arise from them. Chinese
companies should incorporate such political risk assessment into their internal
management as a proactive business process and institutionalize it. Enterprises
operating overseas should avoid countries or regions with unstable political sit-
uation and strong anti-china forces, and choose countries with sound laws and
stable political situation for investment.
¢ Establish a sound early warning system and safeguard mechanism

When establishing investment relations with host governments or enterprises,
Chinese enterprises should improve the emergency plans for investment coop-
eration projects. Enterprises can make emergency plans according to the specific
security risks that may be encountered in the region and conduct targeted train-
ing to improve the ability of emergency response, so as to ensure the safety of
employees and property of enterprises in the event of terrorist attacks. Second,
enterprises should pay attention to security operation. The enterprise needs to
write the security clause into the project contract according to the international
practice to clarify the security responsibility of both parties. At the same time,
enterprises shall include security input into their own investment costs to ensure
that security work has sufficient manpower, material resources and financial re-

sources. Finally, Chinese enterprises should adopt diversified investment strate-
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gies, cooperate with the government or enterprises of the host country or estab-
lish a joint venture as far as possible. To some extent, this can reduce the possi-
bility of enterprises encountering terrorist activities.
o Actively take remedial measures after the event

When encountered terrorist activities overseas, enterprises should adhere to
the people-oriented principle and put the safety of employees first. In the event
of a terrorist attack, the first choice of an enterprise should be to report to the
local government and seek help from Chinese embassies and relevant depart-
ments in China, so as to timely and properly handle security accidents under
guidance and minimize casualties and property losses. When the risk of terror-
ism seriously threatens the project operation and the personal safety of em-
ployees, the enterprise must choose the exit strategy. It is difficult for enterprises
to take effective measures at this time. Withdrawing from the host market as

soon as possible could avoid further casualties and losses.

4. Conclusion

Foreign direct investment is an important way of enterprise internationalization
and a key step of enterprise growth and development. However, enterprises are
facing more and more serious terrorism risks in the process of OFDI. Terrorist
activities often lead to casualties and property losses of enterprises and even di-
rectly lead to the failure of investment projects. Therefore, the government should
establish and perfect relevant laws and regulations, strengthen anti-terrorism co-
operation with the international community, so as to create a peaceful and stable
environment for OFDI of Chinese enterprises in the macro level. Enterprises
should improve the process of political risk management and take early warning
and safeguard measures to prevent the harm caused by terrorist activities to the

maximum extent.
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