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Does Digitalization Affect the OFDI Model: Greenfield or M&A?
ZHANG Jiacai WU Wenbo YU Dianfan
( Shanghai University of Finance and Economics Shanghai 200433)

Abstract: Under the circumstance of the global downward economy pressure and geopolitics  global investment
risks continue rising and China’s outward foreign direct investment ( OFDI) experiences an overall contraction.
Firm digitalization comprehensively and profoundly affects enterprise production and investment behavior. It has sig—
nificantly reduced transaction costs and improved total factor production which influenced the OFDI strategies.
Under the opportunity of the digital economy’s all+ound reconstruction of enterprise production and operation it is
of great significance to explore the impact of firm digitalization on the OFDI model of Chinese enterprises and its
mechanism.

This paper analyzes the impact of firm digitalization on the OFDI strategies of listed companies from both theo—
retical and empirical aspects. Based on the traditional enterprise heterogeneity model this paper introduces firm
digitalization into the study of OFDI strategies selection model expands the research boundaries of OFDI strategies.

This paper uses samples of listed companies from 2008 to 2020 to empirically analyze the impact of firm digi—
talization on the OFDI strategies. The results show that in the digital era improving firm digitalization level can re—
duce corporate transaction costs improve corporate total production efficiency and thereby increase the probability
of corporate greenfield investment during OFDI. This regression conclusion still holds after considering different em—
pirical regression models and variable substitutions. The results of heterogeneity analysis indicate that firm digitali—
zation promotes OFDI mainly through greenfield investment which is more significant in state-owned enterprises
small and medium-sized enterprises and non-sensitive industries. Additionally the lower the development level of
the host country the more likely companies are to adopt greenfield investment for OFDI.

This paper introduces firm digitalization into enterprise’s OFDI decision-making enriches the enterprise heter—
ogeneity model of enterprises” OFDI mode selection and expands the boundary of factors influencing the enterprise”
s OFDI strategies. Given China’s rapidly growing digital economy and OFDI the findings may have the following
policy implications.

First it is recommended to continue promoting enterprise digitalization and accelerating the digital transforma—
tion and upgrading of core business processes marketing networks and supply chain management.

Second it should enhance enterprise digitization and improve the performance of OFDI by implementing ap—
propriate measures.

Third the government should enhance the public service platform by providing multi-channel timely and ac-
curate investment information to go global and reducing the cost of information search for enterprises.

Keywords: firm digitalization; greenfield investment; cross-hborder M&A; foreign investment; transaction

cost; production efficiency
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