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On Divestment Hysteresis of MNEs from China
from a Perspective of Real Options: Evidence from
Divestments of Japanese MNEs from China

Liu Hongru'*, Xie Jiaping', Ma Jie'

(1.School of International Business Administration , Shanghai University of Finance
& Economics s Shanghai 200433, China ;2. Business School » Henan
Normal University . Xinxiang 453007, China)

Abstract: With the changes in investment environment in China, the divestments of
MNESs happen frequently in recent years; however, there is hysteresis as for divestments
of MNEs from China. From a perspective of real options, this paper empirically examines
the factors affecting the divestment hysteresis of MNEs from China based on the sample of
Japanese MNEs and Cox proportional hazard model. It comes to the results as follows:
firstly, industry demand uncertainty and investment irreversibility affect Japanese MNEs’
decisions of divestment from China; higher investment irreversibility and larger demand
uncertainty result in higher possibility of the divestment hysteresis of Japanese MNEs from
China; secondly, investment irreversibility and diversification of MNEs play a moderating
role in the effect of uncertainty on divestment hysteresis, namely investment irreversibility
strengthens the positive effect of uncertainty on divestment hysteresis but diversification
weakens this effect; thirdly, both redundancy and flexibility of the affiliates have positive
effects on the divestment hysteresis of MNEs from China, namely, both redundancy and
flexibility of affiliates of Japanese MNEs in China enhance affiliates’ hazards of divesting.
The results are not only helpful for MNEs to treat uncertainty rationally of their host
countries’ markets and avoid divestment blindly from current host countries, but also con-
ducive for MNEs to the selection of appropriate divestment objects and the optimization of
their affiliate portfolio within the host country.

Key words: real option; demand uncertainty; investment irreversibility; Japanese
MNE; divestment hysteresis from China
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