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A Study on Mechanism Design for Reducing Risk in “the Belt and Road”
International Trades under Internet Circumstances
LI Xiao-ying, LI Ling—fang
(School of Management, Fudan University, Shanghai 200433, China)

Abstract: Trading risk due to asymmetric information is one of the main issues in international trades. Most
of the countries involved in the Belt and Road Initiative have high risks in trades, and the asymmetric information
problem is relatively severe. “Report disclosure” is a kind of reputation mechanism which can help trades alleviate
moral hazard problems via disclosing non—-payment records. We use dynamic signaling model to study the effect and
scope of this mechanism. We find that “report disclosure” has several benefits: (DIt increases the total social
welfare and the total trading volume. @1t protects sellers, and helps sellers to avoid losing money because of
underestimating the default risk. @It lowers the market prices, and protects honest buyers from default. However,
“report disclosure” mechanism does not work in all cases as it will be affected by the turnover rate of buyers in
the market. Under the Belt and Road Initiative, policy makers can decide whether to adopt the “report disclosure”
mechanism depending on their own objectives: (DIf the policy maker’s objective is to protect exporters, and the
market price is relatively low, then it is better to adopt the “report disclosure” mechanism. @If the policy maker’s
objective is to protect importers and the markets where the market price is relatively high, buyers’ turnover rate is
relatively low and the executive cost is relatively low, then it is better to adopt the “report disclosure” mechanism,
and to cooperate with the e-commerce platforms of the countries involved in the Belt and Road Initiative by
disclosing the defaulting buyers’ information.
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