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Abstract

This paper analyzes the effects of macroeconomic variations, such as exchange rate and
global GDP, on Japanese firms’ overseas expansion behavior. Particularly, we examine
how the macroeconomic shocks affect the number of overseas subsidiaries of individual
firm in the framework of factor-augmented VAR (FAVAR) model. Moreover, in this study,
we combine Tobit model and FAVAR model to incorporate the firm which has no
overseas subsidiary into our empirical analysis. The results are summarized as follows.
First, we reveal that most of firms increase overseas subsidiaries in response to the
appreciation of exchange rate. However, the result of forecast error variance
decomposition shows that global GDP shock plays a more important role on the
variation of Japanese firms’ overseas expansion, compared with the change of exchange
rate. In addition, our results indicate that the variation of exchange rate has a temporary
effect on overseas expansion behavior.
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