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Whether Arbitrage Motivations Accelerate OFDI
——A Study of State—owned Mineral Enterprises

ZHANG Hai-liang'?, QI Lan*, LU Man'

(1. Kunming University of Science and Technology, Kunming 650093, China;
2. Central University of Finance and Economics, Beijing 100081, China)

Abstract: As the important pioneers of Chinese outward FDI, state—owned mineral enterprises have made
great contributions to resource demand and security. But they also expose many problems. Three arbitrage
motivations were put forward based on the characteristics of outward FDI from Chinese state—owned mineral
enterprises, and based on the real option theory, the model of investment decision containing the motivations was
built. The results show that as the result of arbitrage motivations, enterprises will invest even if potential value of
the project is less than the cost. Especially when arbitrage is independent of the project value, which becomes
decision—makers’ gain, this problem will become more prominent. And institutional arbitrage, term arbitrage, and
market arbitrage will make investment in advanced even if the investment is not yet mature. Promoted by
institutional arbitrage, state —owned mineral enterprises make use of supervisor vacancy abroad and subsidies
to accelerate the overseas layout, which may cause excessive concentration in investment areas. Pushed by term
arbitrage, enterprises may more focus on asset speculation than the project itself, which makes decision makers
invest impulsively when dynamic analysis is insufficient and this may cause capital far away from the real economy
and form resources mismatch. Driven by market arbitrage, state—owned mineral enterprises will focus on overseas
bargain hunting in a short run, which will increase the risk of outward FDI, and this may cause the domestic
enterprises competition with each other and foreign enterprises gain the benefit.

Key Words: arbitrage motivation; outward foreign direct investment (OFDI); mineral resources; state—owned
enterprises
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