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Theoretical and empirical analysis of outward foreign
direct investment of Chinese companies

GONG Xiu-guo
(School of Economics, Sichuan University, Chengdu 610064, Sichuan, China)

Abstract: Since the outbreak of the international financial crisis in 2008, there was the explosive
growth against the market in outward foreign direct investment of Chinese companies with the
intensification of international economic turmoil and international market risk. The mature theory of

transnational corporations in the west has enlightening significance for exploring the theory of outward
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foreign direct investment of Chinese companies, but it was not applicable or not fully applicable of
Chinese companies. By resorting to the latest research results, the “real option” theory of Chinese
companies’ direct investment to European and American developed countries was further promoted to a
large number of developing countries, and econometric models were constructed. Empirical analysis and
tests were carried out by using the monthly data of Chinese companies’ outward foreign direct investment
since 2010. It is concluded that as a typical representative of emerging markets and a “world processing
factory”, the fundamental reason for outward foreign direct investment of Chinese companies is to
establish or obtain a “real option” overseas to avoid the growing price risk of international resources and
RMB exchange rate risk ; in other words, the higher the international market risk, the greater the value of
“real option” overseas and the more outward foreign direct investment of Chinese companies, and vice
versa. The results show that the empirical analysis and test results from the monthly data of Chinese
companies’ outward foreign direct investment since 2010 fully support the theory of “real option”.

Key words: Chinese company; outward foreign direct investment; real option; international

resources; price risk; RMB exchange rate risk
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