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RMB Exchange Rate and China’s Outward Direct Investment: A Perspective of Distribution
ODI

Abstract

Outward Direct Investments(ODI) are usually found to be hampered by home currency
depreciation in most countries while export is encouraged. This paper shows the opposite finding
in China that ODI increases as export does in responses to RMB depreciation. Distribution ODI
helps reducing cross border communication cost and other variable cost incurred in export as well
as a lower fixed cost compared to non-distribution (i.e., production) ODI. Thus, only the most
productive firms self-select to engage in production ODI whereas less productive firms, a majority
of Chinese firms, self-select to engage in distribution ODI. In this regard, distribution ODI is an
auxiliary rather than a substitute of export. The paper enriches our understanding of the nexus

among ODI, export, and exchange rate movement.

Keywords: RMB Exchange Rate, Distribution Outward Direct Investment, Chinese Firm
Productivity
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