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1.Background introduction

Financial development and institutional quality are important factors that affect the development

of bilateral trade between China and the countries along “the Belt and Road”. What impact will their

interactive effects have on bilateral trade?What are the impacts of financial development, institutional

quality and their interaction effect the development of bilateral trade between China and countries

along "the Belt and Road"? From the perspective of national income level, is there any heterogeneity in

the impact of financial development, institutional quality and their interaction effect on the

development of bilateral trade? At present, there are still controversies and deficiencies in the existing

literature research, and further research is necessary.

This paper will take the national income level as the breakthrough point, based on the trade data of

countries along the "the Belt and Road ", and answer the above questions through empirical analysis.

Then to provide the reference and suggestions for further improvement of "the belt and road "initiative

trade policy and accurate assistance of trade enterprises.
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2.1Theoretical analysis 

Assuming two trading countries m and n, they can conduct international

trade with other countries. Pm represents the supply price of goods in country

m, and is also the net cost of the transaction between the two countries. Pmn is

the price of goods from country m provided to consumers in country n.

Because there is transaction cost, pmn is greater than the domestic supply price.

The transaction cost will exist in the process of exporters and importers

transactions. It is also called a cost factor. Therefore, tmn is the cost factor of

transactions between countries m and n, and always have pmn=tmnpm



2.1 Theoretical analysis



2.1 Theoretical analysis



2.2 Theoretical hypothesis

• Theoretical hypothesis1: If the countries along "the Belt and Road" improve their

levels of financial development, financing costs and risks will be decreased. It will have

a positive effect on the bilateral trade among China and the countries along "the Belt and

Road " .

• Theoretical hypothesis 2: If the countries along "the Belt and Road" have high

institutional qualities, trading costs will be reduced. It will have a positive effect on the

bilateral trade among China and the countries along "the Belt and Road " .

• Theoretical hypothesis3: The interactive effect of institutional quality and financial

development has a positive impact on the development of bilateral trade between China

and the countries along "the Belt and Road " .
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3.1 Model setting



3.2 Indicators selection

3.2.1 Explained variable
Bilateral trade volume (Trade), explains total foreign trade volume between China and the 

countries along "the Belt and Road". It represents the development degree of bilateral trade between 

China and the others.

3.2.2 Core explanatory variables
(1) Financial development (FIN). This paper will regard ratio of private credit to GDP as an 

index to judge the level of financial development of the countries along "the Belt and Road" (Hur et 

al, 2006, Bingzhan Shi et al, 2011)[27-28]. The larger the scale of private credit, the higher the 

financial development and the lower the financing cost of enterprises, which can further reduce the 

transaction cost of bilateral trade.

Institutional quality (INST). Nowadays, most scholars mainly use WGI to measure institutional 

quality (Yu Luo et al, 2017, Mengistu & Adhikary , 2011, Kolstad & Wiig, 2012).The "World 

Governance Indicators (WGI)" mainly includes six indicators. See Table 1 for detailed definitions. 

The value range of each indicator is [-2.5, 2.5],the higher the value, the higher the institutional 

quality of a country. 



3.2 Indicators selection

Variable Indicator name Variable meaning

Voice and Accountability Measure the degree of political democracy in a 

country

Political Stability No 

Violence

Measure the probability of the government being 

overthrown

Government Effectiveness Measure the quality and efficiency of government 

public services

Regulatory  Quality Measure the government's ability to formulate and 

implement regulatory policies

Rule of Law Measure the quality of contracts and contract 

execution

Control of Corruption Measure the government's control over public power 

and judicial perfection

Table 1 World Governance Indicators（WGI）



3.2 Indicators selection
Table 2 Definitions of Variables & Origins of Data
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4. Regression results and discussion
Table 3 The Influence of Financial Development on Bilateral Trade 

between China and the Countries along "the Belt and Road"



4. Regression results and discussion
Table 4  The Influence of Institutional Quality on Bilateral Trade between China and the 

Countries along "the Belt and Road"



4. Regression results and discussion
Table 5 The Interaction Effect of Financial Development and Institutional Quality on 

Bilateral Trade between China and the Countries along "the Belt and Road"
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5. Stability test
Table 6 The 2SLS Regression Results about 

Financial Development Lag One Period and Bilateral Trade



5. Stability test
Table 7 The GMM Regression Results about Institutional Quality and Bilateral Trade
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6.1 Main conclusion

financial 

development

bilateral 

trade

institutional 

quality

6.1 Main conclusion 6.2 Policy enlightenments

Accelerate the implementation and 

advancement of "the Belt and Road" 

initiative.

Improve the financial development 

level of "the Belt and Road". 

Optimize trade cooperation with 

countries along "the Belt and Road ".



Thanks for your

listening and guidance


