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Abstract We investigate the endogenous nexus between firm’s productivity and firm’s
outbound foreign direct investment (OFDI), using a rich firnrlevel panel dataset of China’s
Zhejiang province for the period 2006—2008. Based on a precise measure of firm'’s total factor
productivity (TFP) by using the augmented Olley-Pakes (1996) semi-parametric approach,
after controlling the possible endogeneity of firms” OFDI, we find that; (1) firms with higher
TFP have larger probabilities to involve in OFDI; (2) the higher TFP a firm has, the more its
OFDI is; (3) the income level of the destination country of ODFI has no significant impact on
firms” OFDI decision. Such findings are robust to various econometric methods.
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