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ON STUDY OF FOREIGN DIRECT INVESTMENT WITH
INFLATION UNDER AMBIGUITY

FEI Wei-yin, GAO Gui-yun, LIANG Yong
(School of Mathematics and Physics, Anhui Polytechnic University, Wuhu 241000, Chma)

Abstract: In this paper, we study foreign direct investment (FDI) problems by a foreign firm

with inflation under ambiguity. By using It6 formula, we derive the dynamics of consumer-basket-
price with inflation. Combining with the corporate tax needed to pay when the company makes
transnational investment decisions, we give the value of the foreign direct investment. Under
maximizing the value of foreign direct investment discounted by inflation, we analyze the optimal
timing of foreign direct investment (irreversible) by a foreign firm. Then through the solution
of HJB equation, we derive the optimal GDP level of switching from exporting to FDI under
ambiguity. Finally, we carry on the numerical analysis and quantitatively analyze the influence of
inflation on the company’s foreign direct investment strategy.

Keywords: foreign direct investment (FDI); ambiguity; inflation; corporate tax; HJB
equation
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