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Introduction
The study on determinants of FDI is one of the most interesting issues in international economics. However, there is a very few studies on determinants of FDI in Vietnam. Most of the previous studies on FDI in Vietnam have focused on economic impacts of FDI such as promotion of trade, employment generation and technology spillover. Furthermore, although the issue of unevenness in spatial distribution of FDI across regions draw serious concern, the study on this issue was not paid due attention. The lack of thorough studies on FDI in general and determinants of FDI in particular has partially affected the formulation of appropriate policy for promoting FDI in Vietnam.

This study comes to contribute to on-going discussion on the determinants of spatial location of FDI in Vietnam by utilizing regional data from 1991 to 2001. It employs the regression analysis on panel data for 8 economic regions in Vietnam. FDI determinants are examined by both sources of data: committed and realized FDI. Further, in addition to whole time period 1991-2001, the study distinguishes determinant of location of FDI in Vietnam in two periods, namely 1991-1996 and 1997-2001. This is reasonable in the sense that Asian Financial Crisis may have changed significantly the nature of FDI in Vietnam. The Thessis aims to draw policy implications for better distribution of location of FDI. However, since Vietnam still needs another resurgence of FDI to sustain economic development, the study pay equal attention on the policy implication for attracting FDI to Vietnam. After discussing theories on determinants of FDI and their applicability for studying FDI in Vietnam, the study discusses in detail the development and characteristics of FDI in Vietnam. The main study is the empirical study on locational determinants of FDI in Vietnam. Policy implications will be drawn at the end.

FDI theories and its applicability

There are many reasons for FDI to occur. This, therefore, results in the wide range of approaches on determinants of FDI. The capital theory takes into account the consideration of profit rate and risk of firms. In contrast, international trade arguments focus on substitute or complementary effects between FDI and export. Theories on industrial organization see FDI as a tool to materialize firm’s specific advantages. OLI paradigm and IDP provides dynamic approaches to the determinants of FDI. Finally, agglomeration economies try to investigate the spatial distribution of FDI. 
Capital Theory
Differential Rate of Return Theory 

This theory sees FDI as a response to the differences in the rate of return on capital between countries.
Porfolio Theory

The investors want to build an efficient portfolio of investment to avoid risk. The rates of return of the different alternative investments are matched with an element of risk in the choice between substitutable assets to build an efficient portfolio. 
Risk Diversification Theory

The theory argued that the international diversification of portfolios is a way of reducing the firm’s risk and hedging the risks.
The International Trade Arguments

Mundell and the Heckscher-Ohlin Model

Mundell (1975) extended the basic model to show that trade and capital movements can be substitute. He argued that the introduction of trade tariffs would induce a flow of FDI towards the protected countries. This argument was the same with original Heckscher-Ohlin model
 that restrictions on trade can be modified by international movements of factors, namely capital, given the immobility of labor.

Kojima’s “Macroeconomic Approach”

Kojima groups motives of FDI into four categories (i) to seek natural resources (ii) to take advantage of cheap labor cost in the host country (iii) to avoid tariff and non-tariff barriers, and (iv) to take advantage of oligopolistic power owing to technology and knowledge advantage.

The Product Cycle Model

The product cycle model, developed by Raymond Vernon in 1966, was a response to the stylized fact that US firms invested abroad at a rapid rate. Vernon argues that, each product has a life cycle and will go through three phases: innovation, maturity and standardization. Domestic demand can be an incentive to innovate, while international demand similarity stimulates exports. Specifically, the theory described that US endowment of highly skilled labor and R&D resources, matched with sophisticated domestic demand, facilitated the innovation among US firms
Market Failures and Industrial Organization
The Hymer-Kindleberger hypothesis
Because foreign firms have necessarily some disadvantages vis-à-vis domestic firms (e.g., knowledge of the market, communication), they must possess some firm-specific advantages if they are to engage in foreign production. Hymer (1960, p.69) argues that, FDI is not simply about the transfer of capital, it is about the international transfer of proprietary rights and intangible assets-technology, business techniques, and skill personnels. Hymer (1960, 1968) claimed that the existence of FDI is exclusively resulted from international market imperfection for these assets. Therefore, the firms “internalizes or supersedes” these market failures through direct investment (Hymer, 1960, p.48).

The Internalization Approach

Some transactions are more cost-saving if it is performed inside the firm than in the market.  Internalization will happen as far as the benefits, including those associated with the barriers to new entrants is not outweighed by the cost of communication, co-ordination and control. FDI occur to capture this kind of benefits..
The Eclectic or OLI Paradigm and International Investment Path

Dunning (1979, p.275) suggests that a firm engage in FDI if three conditions are satisfied: 

It possesses net ownership (O-) advantage vis-à-vis firms from other countries;

It is beneficial to internalize (I- advantage) those advantages rather than to use the market to pass them to foreign firms; 

There are some location (L-) advantages in using the firm’s ownership advantages in a foreign location rather than at home.

The IDP approach deals with both inward investment and outward investment of a country. It suggests an association between development level of country and its international investment position (measured by net outward investment per capita). The basic hypothesis of this approach is that, there exists an interrelationship between the flows of inward and outward investment and country’s development. In other words, as a country develops, the conditions, which domestic firm and foreign firms face, will change.
Agglomeration Effect

Given rapid rate of globalization in the world today and implicit standardization of strategies of MNEs, it is argued that, locational determinants of FDI in host countries are more important factor determining FDI. In addition, UNCTAD (2001) hypothesizes that although traditional factors driving FDI may still be relevant, they are diminishing in importance in the era of globalization, particularly for more dynamic and high-tech industries. Instead, locations of FDI are seen to be increasingly based on the ability of host countries to provide complementary skills, infrastructure, suppliers and institutions (UNCTAD 2001: xviii). 
Increasing returns in production activities are needed if we want to explain economic agglomerations without appealing to the attributes of physical geography.

Externalities from agglomeration are known to encompass specialized labor markets and supplier networks as well as knowledge spillovers.
FDI in Vietnam 1988-2002: Development and Characteristics
Country Background (for graphs and figures, please refer to the PP handout) 
Economic Growth and Structural Change

A significant change in the structure of the economy is seen from 1991 onward. The share of agricultural production in GDP fell from 40.5 percent in 1991 to 23.3 percent in 2001 as its growth was outstripped by the expansion of industrial and services sectors. The good performance of industrial sector is partly explained by SOE reform and sustainable development of foreign-invested enterprises
Investment Ratio

The continuous increase of investment ratio can be partly explained by more creditworthiness of the domestic currency as a result of the appropriate monetary policy
. Another important factor for this phenomenon is the success of the country in containing hyperinflation. The inflows of FDI can be another candidate. 
Trade Balance

Exports grew at a slower pace vis-à-vis import despite continuous increase in absolute terms. Moreover, trade deficit has been on the rise until 1996 when it peaked at 15.8% of GDP, then it gradually decreased. The share of crude oil in total export has been increasing since 1998 while that of garment and footwear, the two main export commodity of the last period was decreasing. In 2000, crude oil accounted for 21.2% of total export.
External Debt

By international standard, Vietnam is not facing any immediate external debt crisis
. The standard debt ratio shows that they are outside the danger zones. The ratio of debt to export revenues has been falling from 237.1% in 1997 to 201% and 88% in 1999 and 2000, respectively. The ratio of debt to GNI also fell remarkably. The figure was 384.1% in 1990, but only 38.44% in 2001
. IMF assumes that if exports grows at 10-11 % and Vietnam still benefits from FDI and concessional loans, external debt services is estimated to decline to 5.5% of exports of goods and services by 2008-2009 and further fall later (IMF 2002).
Inflation

Tightening of fiscal and monetary policies, growth of export, reform of banking system and reduction of state subsidies to SOEs are the main to explain the reduction of inflation

Factors of Growth

Economic growth during the past years was attributed to growth in capital to a larger extent and to growth in productivity and labor to a lesser extent. Note that, while contribution of capital to overall growth shows a rather stable manner, contribution of total factor productivity (TFP) was uneven and quite fluctuating
. It is thus asserted that low productivity growth is still an impediment for future economic growth in Vietnam.
The needs for FDI

Financing investment

FDI shows its superiority among the various sources of external financing. In the macroeconomic perspective, FDI do not result in foreign debt burden for the country. Secondly, the worries about foreign dependency and country’s autonomy are relaxed since it is undertaken on mutual benefit basis. Thirdly, FDI tend to crowds in domestic investment by mobilizing idle capital into operation. Finally, investment productivity is generally guaranteed since FDI is guided by efficiency principle. 
Technology Transfer

Resorting to technology transfer from FDI should be the priority of developing countries. In the case of Vietnam, the ordinary technology is also beneficial for the country in some industries since high unemployment pressure always associates with growth process. Labor-intensive technology transfer through FDI, therefore, is justifiable in Vietnam in the coming times despite its limited effects on productivity and output in the long run.

Export Promotion and Employment Creation

The gain from export of FDI does not merely lie in static gain in terms of foreign currency earnings, but more importantly embrace dynamic gains in terms of technology advancement, access to wider market, skilled labor, more efficient allocation of resources, improving national comparative advantages and integration into the world economy. Employment creation by FDI is important for the transitional country like Vietnam. Given the fact that the country is labor-surplus, job creation from FDI can help to relax the unemployment pressure in the economy.
Institutional Framework for FDI in Vietnam

Trade Regime

FDI itself is diverse in nature. More open trade, on the one hand, encourages the export-oriented FDI, but it may discourage market-seeking FDI at the same time, on the other. However, with increasing share of FDI’s export in total export, the trade regime move towards a more liberalized orientations in recent times seems to be more supportive for FDI attraction in the long-term perspective.
Financial Regime

The financial regime in Vietnam still faces with two main, exactly structural problems: (i) strong linkages between state-owned commercial banks (SOCB) and state-owned enterprises, or in other words, SOEs enjoy red-carpet treatment whenever it borrows from such banks (ii) weak institutions and non-existence of regulations, for instance bank supervision and information system. The underdevelopment of stock market is another obstacle for FDI. It is virtually impossible for a FDI enterprise to raise capital for extended investment through stock market while it is legally allowed that FDI enterprises can be equitized.
Regulations on FDI

- Law on Foreign Investment Law on Foreign Investment in 1987 has been amended and supplemented with more articles favorable to foreign investors

- Legal Writing under the Law

- Investment Incentives

Development and Characteristics of FDI in Vietnam 1988-2002

Trend and Pattern

Compared to other countries in the region, the share of FDI stock in GDP was higher. However, in the absolute number, the FDI inflows into Vietnam were quite modest. In accumulated terms, FDI inflow into Vietnam is was only 2% of total FDI in China at the end of 2002

Reduction

There were two reasons frequently mentioned on this reduction. The first is Asian Financial Crisis. The second is internal weaknesses among others are poor institutional and economic infrastructure.
FDI by Ownership

Seventy three different countries and economies have invested in Vietnam by the end of 2002. Asian countries, namely Singapore, Taiwan, Japan and South Korea dominated total FDI. At the end of 2002, these countries accounted for 64% of total capital and 59.7% of total licensed projects. The European investment in Vietnam was low, occupying only 21% of the total capital, whereas US investment ranked at only 9th position
. Note that, five out of top ten countries are Asian countries
FDI by Sectors

Industry accounted for dominant share with 60% of projects and 55% of committed capital. Agriculture, forestry and fishery occupied only 11% of the total projects and 3.6% of committed capital. The service sector made up 21.6% of total projects and 40% of total committed capital. There has been a reduction in FDI flows to oil and gas industries. Such investment was the main motive for FDI in the early years. The declining share of FDI in agriculture was outstripped by increasing share of FDI in manufacturing.
FDI by Forms of Investment

Foreign investors have increasingly preferred FE in recent years. In the period of 1999-2002, FE accounted for 61% of the licensed projects and 32.8% of the committed capital
. More interestingly, in recent time, foreign investors tend to concentrate on industrial zones, where basic infrastructure is available. 71 industrial zones and export processing zones has been developed so far
. Among them, there is one wholly foreign owned, 14 joint-venture owned and 56 domestic owned industrial zones. The numbers of projects in industrial zones accounts for more than 20% of total numbers of FDI projects, while total committed capital reached USD 8.9 billion.
Locations of FDI

The Southeast region (where HCMC is located) accounts for the biggest share of total FDI for the whole period. By the end of 2002, it makes up 50.9% total commitments. Red River Delta region is the second hosting of FDI, accounting for 25.7% total commitments.

Impacts of FDI on the Economy

On Investment

FDI flows constitutes nearly one third of total capital formation in 1990-2000 period. The contribution of foreign investors to FDI equity, the contribution of Vietnamese counterparts and commercial borrowing of FDI enterprises constitute this number. The backward linkages from FDI more importantly accounts for the promotion of domestic production. These linkages can be clearly seen in the agricultural and manufacturing sectors 

Foreign Exchange Earnings

Export revenues from FDI constitute a significant foreign exchange earning in recent times. By providing necessary investment capital, know how, technology and more importantly access to international markets, FDI has significantly promoted export of the country. The export of FDI enterprises has increased very rapidly, averaging 178.2% annually in 1991-1995 and 141% in 1996-2000 respectively, many times higher than total export growth.
Economic Growth

The examination of structural share of FDI in Vietnam’s GDP was widely used. Based on the data of FDI sector in GDP, the direct contribution of FDI to GDP growth was calculated between 1.0 to 3.7 percent of the total growth rate of nearly 7% in the period 1991-2001
, lower than contribution of state sector and private sector. This is very significant, given the fact that FDI sector is much smaller than the state sector and the private sector.

Empirical analysis on locational determinants of FDI
A Short Review of Empirical Studies

In general, the conventional empirical studies on determinants of FDI have used the following ten variables suggested by Dunning and Narula (1996)
, namely: (i) natural and created assets; (ii) capital intensity; (iii) market size and market growth; (iv) infrastructural development; (v) labor cost and productivity; (vi) degree of openness; (vii) government policies; (viii) political stability; (ix) profitability; (x) geographical proximity.

Recently, Lim (2001)
 has listed rather sufficient variables for the determinants of FDI flows, in which agglomeration effects was one of important determinants beside other conventional factors. Specifically, he pointed out that, FDI inflow is influenced by the following factors: (i) economic size of the host market, (ii) economic distance (transportation costs), (iii) agglomeration effects, (iv) factor costs, (v) fiscal incentives, (vi) business/investment climate, (vi) trade barriers/openness and (viii) others. 

Empirical studies on conventional determinants of FDI show interesting results and there does not appear to be consensus. In part, this is because there are different types of FDI, which are affected by different factors.
The most robust determinant in virtually all the studies is the market size (proxied by real GDP or GDP per capita) (Shatz and Venable, 2000; Fung, Iizawa, Lee, and Parker, 2000, Billington 1999; Dees, 1998; Branard, 1997; Loree and Guisinger, 1994). This partly reflects that most of FDI is market-seeking or horizontal in nature.

Transport costs are found to be positively related to FDI by Branard (1997), but only weakly related to FDI in study of Ekholm (1998). The conflicting result are reasonable in the sense that horizontal FDI are stimulated by higher transport costs, while vertical FDI benefits from lower transport costs. 

Low labor costs should in general attract FDI. Feenstra and Hanson (1997) find that low labor cost is the major determinant of US investment in Mexico maquiladoras. Similarly, Dees (1998) finds the ratio of Chinese real wages vis-à-vis an average of East Asian real wages to be negative and significant; while Wheeler and Mody (1992) find labor costs to be significant influence on US electronics assembly manufacturers. Other studies show apparently puzzling results. Mody, Dasgupta, and Sinha (1998) find raw labor cost not to be an attractor of Japanese FDI but labor quality is; while Fung, Iizawa, Lee and Parker (2000) find average wage costs to be insignificant but labor quality (proxied by educational attainment) significant for US and Japanese FDI in Chinese provinces. In other recent study of FDI in China, Qian Sun, Wilson Tong, Qiao Yu (2002) used panel data analysis to capture the determinants of FDI across China but labor costs enter differently in various specifications. These results indicate that better variable representing both labor cost and labor quality are needed, e.g. unit labor cost.

Generally speaking, government incentives should be positive. The empirical results, however, are mixed. Wheeler and Mody (1992) analyze US FDI and find corporate tax rates not to be important because of avoidance through transfer pricing and that foreign taxes can be deducted from U.S tax liabilities. Case studies by Shah (1995) similarly suggest that tax incentives may simply shift tax revenue from host countries to investing countries, implying no effect of tax incentive in FDI. Woodward and Rolfe (1993), contrastly find evidence that tax incentives have positive influence on FDI.

Political risks are found to be negatively related to FDI in almost all studies. For example, Lecraw (1991), Nigh (1986); and Nigh and Schollhammer (1987) find negative impact of index of political stability on FDI. Similarly, macroeconomic instability affects FDI negatively. Schneider and Frey (1985) find negative impact of high balance of payment deficits and inflation on FDI, while Apergis and Kakhakilidis (1998) find FDI is negatively affected by inflation and inflation uncertainty.

Some studies find negative impact of red tape, lack of transparency in legal system and performance requirement on FDI. These evidence can be found in studies of Wheeler and Mody (1992), Singh and Jun (1995), Contractor (1991), and Loree and Guisinger (1994).

The impact of openness on FDI is mixed, reflecting the different nature of FDI as well as the different measuring tools used in empirical studies. However, if ratio of export or import to GDP is used, openness is found to be positive, e.g in Kravis and Lipsey (1982), Singh and Jun (1995), Dees (1998). If average tariffs is used, e,g by Branard (1997), openness is found to be negative factor for FDI. Lecraw (1991) and Wheeler and Mody (1992) see positive relation between openness and FDI using mixture of many factors in measuring openness.
Wheeler and Mody (1992) found agglomeration effect, as expected to be highly significant in their study of capital expenditures by US manufacturing MNEs covering 42 countries. Three variables represent agglomerations effects, namely quality of infrastructure, degree of industrialization, and the stock of FDI had large positive impacts on US manufacturing FDI.
Broadman and Xiaolun Sun (1997) analyzed the geographical distribution of FDI in China by looking at FDI inflows in 1992. The study used the cross section data at provincial level to investigate the effect of factors namely, market potential, infrastructure and coastal location and wage on the provincial FDI stock in China. They found out that gross provincial product, infrastructure development (for agglomeration effects), level of general education, and coastal locations are major determinants of FDI’s geographical distribution in China. However, wage variable has a positive sign, implying that better proxy for labor cost is required. Their result implies policy for equalizing FDI across provinces in China is not efficient. 

K.C Fung, Iizaka, Lee, and Parker (2000) investigate the FDI inflow from the US, Japan and the rest into provinces of China from 1991 to 1997. The study uses panel data model to examine the impact of various factors including GDP, infrastructure, wage, labor quality and policy on the FDI inflows from each of three sources. The level of GDP and the lagged GDP significantly affect inflow of FDI from all sources. Quality of infrastructure, measured by the kilometers of high quality roads (or railroad) in a province per square kilometer of land strongly affects FDI from all sources although the magnitude of the impact varies. The policy dummy variables, proxy by the numbers of Special Economic Zones, the Open Coastal Cities and Economic and Technological Development Zones are also found to have a substantial effect on FDI from all sources. However, the results for the wage variable are inconclusive, sometimes with the wrong sign. It may reflect the fact that average salary is not enough to capture labor cost.

Billington (1999) uses unbalanced panel data set of annual number of investment project successes in each of 11 regions in the UK in 1984, 1986 and 1990-1994, finds that population density, unit labor cost, and unemployment are significant determinants of FDI. However, the studies omitted education variables to represent labor quality.

Heid and Ries (1996) study 931 joint ventures in 54 cities in China from 1984 to 1991. Their conditional logit regression shows that cities with good infrastructure, established industrial base and foreign investment presence are more attractive to investors.

The most relevant to this study is the study conducted by Qian Sun, Wilson Tong and Qiao Yu (2002)
. In their paper, they analyze the spatial and temporal variation on FDI among China’s 30 provinces from 1986 to 1998. In that study, GDP per capita is used for capturing market size, railway for infrastructure, domestic investment per worker for degree of industrialization, cumulative FDI/domestic investment for level of foreign investment, number of research engineers, scientist and technicians as a per cent of total employees for labor quality, average wage for labor cost, total trade amount for openness, country risk for risk and foreign portfolio investment for FDI substitutes
. Their analysis is robust across different specifications. Surprisingly, they do not find significant evidence for agglomerations. They argue that agglomeration may has a limit. Beyond certain level, positive externalities of investing in the same location turn into negative externalities. They further argue that this does not imply non-existence of the agglomeration effects (cumulative FDI relative to domestic investment has a negative impact on new FDI). However, it does carry an important policy implication that provincial official have a lot more to do to improve the investment environment. On the other hand, multinationals may want to consider investing in provinces not yet flooded with FDI competitors. 

Proposed Analytical Framework: Potential Locational Determinants of FDI in Vietnam

First of all, the market demand and market size may have positive impact on FDI because it directly affects the expected revenue of the investment. One of the major motives for FDI is to seek new markets. The larger the market size of a particular region is, other things being constant, the more FDI the region should attract. GRP per capita is used to capture demand and size effect. By doing so, it is  implicitly assume away the possibility of the demand on region’s FDI output coming from other regions. It should be noted that, the provinces and economic regions in Vietnam have only limited trade with each other and hence the multinational can only serve the market where they locate.

The level of agglomeration of a particular region should be positively related to FDI. Following Wheeler and Mody (1992), the second, the third and the fourth variables in the regressions represents quality of infrastructure, degree of industrialization and cumulative FDI. The proxy for the quality of infrastructure is numbers of telephone sets. Industrial output reflects degree of industrialization. The cumulative FDI amount captures the possible “herding effect” among foreign investors.

Fifth, labor cost, as measured by wage, may be a negative factor for the attraction of  FDI. However, such a measure sometimes does not reflect true cost, especially in the case of Vietnam. Workers in SOEs are typically provided with house and health care insurance whereas workers in the private sector get only salaries and cash bonuses (which may not be reported to avoid tax). That weakens the ability of variable to capture the true labor cost. On the other hand, labor in foreign invested firms in Vietnam tends to be paid higher than the same quality workers in domestic firms. This may be because multinationals wants to hire quality workers. Hence, it is conceivable that wages in those regions that can attract more FDI can be higher, too. Further, as discussed earlier, most studies show no evidence that low wages, associated with low per capita income, were the main attraction for FDI. Therefore, the interpretation for this variable should be very careful. We use monthly average income per capita in the state sector under local government for this variable.

Sixth, labor quality should be an important factor for FDI consideration. It is proxied by numbers of student in secondary school. The variable measures the relative endowment of skilled labor in each region. It is expected to have a positive impact on FDI.

Seventh, the degree of openness has mixed impacts on FDI. On the one hand, a more open region can attract more FDI because it welcomes foreign capital, and foreign investors may be more familiar with the host economy. On the other hand, more openness means fiercer competition, therefore may discourage FDI. Hence, the exact relationship between openness and FDI is an empirical question. We use the ratio of import over GRP to measure degree of regional openness.

Eight, policy incentives may has positive impact on FDI. However, in some cases, policy failures have been found in attracting and implementing FDI. We use numbers of industrial zones and export processing zones over regional land areas to capture the effect of policy incentives on regional FDI.

Certainly, there are other commonly used variables in investigating determinants of FDI such as highway road, expenditures on FDI promotion activities, numbers of engineers. However, such data are not available or not long enough in time series dimension. We use fixed effect panel data analysis to control for that.
Data and Methodology

For dependent variables, both committed FDI and realized FDI statistics are used To make the result comparable across region, variables were normalized by population (per capita term). These data were collected from Foreign Investment Agency of Vietnam. 

Due to lacking of compete sets of regional variables in the early years of Doi Moi, the sample begins in 1991 and covers up to 2001. Since GRP, industrial output, wage are dominated in Dong (Vietnamese currency) and the FDI, import are in USD dollars, the FDI and import data are converted into Dong using Dong/Dollar annually average exchange rate obtained from Asian Development Bank Key Indicator 2003. Then all monetary data are converted to 1994 constant Dong using GDP deflator
. The cumulative FDI is the total sum of FDI in the previous years. For instance, the 1991 cumulative FDI is the sum of FDI from up to 1990.

A general pooled regression model is used on these variables and is specified as 
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in which, GRPC is gross regional product per capita, IND is regional industrial output over GRP, TEL is numbers of telephone sets per capita of a region, CFDI is cumulative FDI per capita, WAGE is monthly income in the state sector under local government, PUL is number of secondary school students over regional population, OPEN is percentage of import over GRP, POL is numbers of industrial zones and EPZs per regional land area. Subscript i refers to individual regions, t refers to years from 1990 to 2001 and
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is the intercept. Notice that all independent variables except cumulative FDI are in one-year lag. The amount of foreign direct investment and the independent variables may very likely affect each other. For instance, larger market demand (captured by GRPC) may attract FDI which, in turn, bring up the GRP of a region. To avoid such endogeneity problem, we follows Blomstrom et al (1992) and use lag variable to ensure that we are looking at the impact of variables a year earlier on current FDI situation. The log linear specification allows us to interpret the coefficient estimates as elasticities.

A major advantage of using the panel data method, as pointed out by Hsiao (1989), is to resolve or reduce the magnitude of a key econometric problem that often arises in empirical studies, namely, the omitted (mis-measured, not observed) variables that are correlated with explanatory variables. In the following empirical study, Eq.(1) allows for fixed effects in the cross-section so that intercepts need not be identical across different regions. As such, unique but missing or unobserved factors driving FDI amount of individual regions would be captured in the respective intercepts in the equation. 

The omitted variables are either one of the two: individual time-invariant variables and the period individual-invariant variables. The individual time-invariant variables are variables that are the same for a given cross-sectional unit through time but vary across cross-sectional units. Examples of omitted regional specific variables in this study are the geographical advantages/disadvantages, special economic policies granted by government, good sea and air links. The period individual-invariant variables are variables that are the same for all cross-sectional units at a given point in time but vary through time. Examples of these are changes in political and macroeconomic policies, widespread optimism or pessimism. 

However, the regional specific characteristics may also give rise to cross-sectional heteroskedasticity. To cater for this, we follow Bekaert and Harvey (1997). The initial estimation is done using OLS with the standard White (1980) correction for heteroskedasticity, then followed by GLS estimation, which allow for heteroskedasticity across regions (group-wise heteroskedasticity). We also do regressions on the first differenced data to account for non-stationary. Since the data is transformed into natural logarithm, the first differenced data give growth rate for the respective variables. Note that the first differenced data also sweep out the regional specific intercept.

Beside estimating the full sample, the study split the sample into two periods, 1991-1996 and 1997-2001. As well discussed in Chapter 3, it is important to cater for the fact that the nature of FDI changed significantly after Asian Financial Crisis in 1997. By doing so, the study can examine the differences in factors drawing FDI into Vietnam before and after AFC.

Further, there is also concern that Hanoi and HCMC may have distinct features in attracting FDI due to historical and political reasons. As shown in Chapter 3, the two regions where Hanoi and HCMC locates, namely, Red River Delta region and Southeast region drawn nearly two third of total FDI in Vietnam. To deal with this possibility, the study run regressions excluding Red River Delta region and Southeast region to see if the result with and without the two regions would be different.

Since there is a possibility that CFDI might explain everything in the Model, we run the regression dropping CFDI to see whether it is the case or not.

Empirical Results

Full Sample Period 1991-2001

Table 4.3 report the estimation results of Eq.(1) for the full sample. Panel A gives the results for the full samples of 8 regions and Panel B gives results of 6 regions excluding Red River Delta region and Southeast region. Within the Panel, Model (1) reports fixed effect regressions with a different intercept for each region, Model(2) is the regression with common intercepts, Model (3) is the pooled regressions on differenced data. Both OLS and GLS results are reported for different model. Notice that the regression use both commitments and realization FDI as dependent variables. We will interpret fixed effect GLS regression in Model (1) as standard case because OLS with White adjustment cannot account for group-wise heteroskedasticity. Using GLS approach is necessary and gives much stronger results. Moreover, regression using committed capital and realized capital will be compared. Since the Durbin-Watson statistics in common intercept regressions and differenced data regressions show either negative or positive autocorrelation in some cases, it will only be interpreted when necessary.

Table 4.3 Pooled Regression Results, Full Sample Period 1991-2001

Panel A: Regression Results for 8 Regions (full sample)

	　
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	　
	　
	　
	　
	18.06
	13.41
	-0.29
	-0.75
	　
	　
	　
	　

	
	
	
	
	
	2.39**
	2.13**
	-0.08
	-0.28
	
	
	
	

	GRPC
	-2.11
	-2.6
	-1.64
	-1.71
	1.41
	1.19
	-0.14
	-0.18
	-1.15
	-1.26
	-2.58
	-2.72

	
	-1.33
	-1.78*
	-2.08**
	-2.78***
	2.4***
	2.06***
	-0.5
	-0.64
	-0.41
	-0.5
	-2.11**
	-6.65***

	IND 
	-0.71
	-0.37
	-0.5
	-0.38
	-0.33
	-0.23
	0.5
	0.62
	4.68
	4.43
	-0.27
	-0.23

	
	-0.59
	-0.37
	-1.37
	-1.31
	-0.56
	-0.41
	2.14**
	2.96***
	2.69***
	4.2***
	-0.59
	-1.1

	TEL
	0.4
	-0.06
	-0.37
	-0.44
	-0.87
	-0.81
	-1.03
	-0.96
	1.84*
	1.35
	0.19
	-0.03

	
	0.77
	-0.13
	-1.66*
	-2.52**
	-3.16***
	-4.5***
	-7.7***
	-10.81***
	2.85***
	3.73***
	0.74
	-0.28

	CFDI
	1.9
	2.03
	1.36
	1.35
	1.61
	1.65
	1.2
	1.24
	2.84
	2.83
	1.45
	1.49

	
	4.8***
	6.1***
	17.44***
	22.24***
	8.55***
	11.69***
	18.31***
	19.36***
	9.8***
	12.1***
	7.93***
	12.91***

	WAGE
	-7.56
	-3.96
	-1.36
	-0.31
	-3.35
	-2.56
	0.38
	0.42
	1.87
	5.89
	1.56
	1.09

	
	-2.43**
	-1.64
	-1.61
	-0.65
	-2.3**
	-2.13**
	0.54
	0.81
	0.3
	2.06**
	1.41
	3.99***

	PUL
	-0.79
	-0.72
	-0.16
	-0.09
	-0.64
	-0.67
	0.06
	-0.02
	-0.6
	-0.6
	-0.07
	-0.07

	
	-2.63**
	-3.22***
	-1.49
	-1.02
	-2.46**
	-3.51***
	0.44
	-0.13
	-1.87*
	-5.15***
	-0.99
	-2.09**

	OPEN
	-0.33
	-0.2
	0.02
	0.03
	-0.06
	-0.02
	0.16
	0.07
	-0.76
	-0.6
	0
	0.02

	
	-1.73*
	-1.16
	0.32
	0.74
	-0.39
	-0.15
	2.35**
	1.76*
	-3.52***
	-3.63***
	-0.01
	1.42

	POL
	-0.07
	-0.09
	-0.02
	-0.04
	-0.03
	-0.06
	0.02
	0
	-0.06
	-0.05
	-0.03
	-0.02

	
	-1.91*
	-3.45***
	-1.83*
	-3.81***
	-0.64
	-1.97**
	-0.87
	0.03
	-1.18
	-2.76***
	-2.68***
	-2.55**

	Adjusted R squared
	0.71
	0.81
	0.94
	0.98
	0.69
	0.84
	0.9
	0.97
	0.43
	0.62
	0.57
	0.76

	
	
	
	
	
	
	
	
	
	
	
	
	

	DW-stat
	1.87
	1.89
	1.63
	1.43
	1.61
	1.78
	1.04
	1.02
	2.29
	2.63
	2.8
	2.41


Panel B: Regression Results for 8 Regions (excluding Red River Delta and Southeast) 

	1991-2001

　
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	　
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	　
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	　
	　
	　
	　
	40.48
	32.61
	8.86
	5.16
	　
	　
	　
	　

	
	
	
	
	
	2.90***
	2.83***
	1.99**
	1.59
	
	
	
	

	GRPC
	-1.94
	-2.33
	-1.85
	-1.98
	1.4
	1.48
	-0.2
	-0.37
	-1
	-0.57
	-2.59
	-2.69

	
	-1.19
	-1.45
	-2.45**
	-3.6***
	2.19**
	2.07**
	-0.51
	-0.86
	-0.32
	-0.18
	-1.87*
	-6.33***

	IND 
	0.01
	0.03
	-0.16
	-0.02
	-0.47
	-0.64
	0.55
	0.7
	4.99
	5.22
	-0.38
	-0.44

	
	0
	0.02
	-0.37
	-0.08
	-0.69
	-0.88
	2.28**
	2.87***
	2.52**
	3.21***
	-0.78
	-2.14**

	TEL
	0.53
	0.14
	-0.29
	-0.38
	-0.41
	-0.58
	-0.88
	-0.95
	2.13
	1.95
	0.23
	0.07

	
	1
	0.3
	-1.28
	-2.15**
	-1.01
	-1.68*
	-5.14***
	-7.28***
	2.64***
	2.91***
	0.78
	0.51

	CFDI
	1.82
	1.91
	1.29
	1.28
	1.87
	2.02
	1.3
	1.32
	2.86
	2.93
	1.46
	1.46

	
	4.32***
	5.34***
	13.77***
	18.92***
	4.63***
	5.52***
	11.45***
	13.66***
	9.09***
	10.62***
	7.17***
	10.44***

	WAGE
	-8.09
	-5.21
	-1.4
	-0.33
	-7.39
	-5.94
	-1.19
	-0.47
	1.99
	7.47
	1.8
	1.39

	
	-2.43**
	-1.87*
	-1.54
	-0.68
	-2.86***
	-2.76***
	-1.4
	-0.78
	0.27
	1.97**
	1.4
	4.41***

	PUL
	-0.89
	-0.9
	-0.22
	-0.17
	-0.88
	-0.99
	-0.01
	-0.05
	-0.56
	-0.42
	-0.08
	-0.09

	
	-2.64**
	-3.56***
	-2.16**
	-2.15**
	-3.04***
	-4.38***
	-0.08
	-0.45
	-1.34
	-1.47
	-0.95
	-1.55

	OPEN
	-0.39
	-0.25
	0.05
	0.07
	-0.23
	-0.14
	0.1
	0.1
	-0.78
	-0.75
	-0.01
	0.02

	
	-1.92**
	-1.3
	0.72
	1.71*
	-1.27
	-0.96
	1.57
	2.2
	-3.42***
	-4.38***
	-0.22
	1.11

	POL
	-0.08
	-0.09
	-0.02
	-0.03
	-0.01
	-0.02
	0.03
	0.02
	-0.05
	-0.07
	-0.03
	-0.03

	
	-2.16**
	-3.2***
	-1.26
	-2.57**
	-0.15
	-0.76
	1.42
	1.22
	-0.89
	-1.59
	-2.92***
	-4.16***

	Adjusted R squared
	0.48
	0.75
	0.88
	0.97
	0.48
	0.74
	0.8
	0.95
	0.39
	0.52
	0.53
	0.73

	DW-stat
	2.01
	2.15
	1.93
	1.79
	1.9
	2
	1.36
	1.32
	2.3
	2.55
	2.81
	2.4


Source: Author’s Calculation

Note: 
t-statistics is in lower part of a cell


*, **, *** denotes that the coefficient is significant at 1%, 5% and 10% respectively

Panel A

In Panel A, the fixed effect GLS estimates for FDI commitments in Model (1) are not quite significant in general except for GRPC, CFDI, PUL and POL. Surprisingly, the coefficient if GRPC is negative with 10 per cent significance level. If GRPC increases by 1%, FDI will reduce by -2.6%. It seems to suggest that the market size of regional economies does not overcome a threshold level to attract FDI. Another possible explanation might be the non-market seeking nature of FDI across regions in Vietnam. It is possible that even the level of FDI in the high-income region much outweighs that in low-income region, in per capita term, the low-income regions receive relatively higher FDI. This in fact does exist for some years. This finding also corresponds to the fact that FDI reduced continuously after 1996, of which, higher rate are found in Red River Delta and Southeast
. There is also something to do with our previous assumption of non-existence of possibility of the demand on region’s FDI output coming from other regions. 

As a proxy for agglomeration effects, CFDI is positively related with new FDI at any conventional significant level. If CFDI increases by 1%, new committed FDI will increase by 2.03%. It seems to suggest that the more FDI the regions accumulated, the more FDI will come. In other words, the foreign investors keep coming to the regions where they invest in the first years. This finding corresponds to the fact that Red River Delta region and Southeast region draw most of FDI over time, as discussed in Chapter 3. Its implication is very important. Regional authorities should improve their policies to attract FDI otherwise, FDI will continue falling into limited regions. 

The WAGE shows no significance in the regression. However, the negative sign is as expected. It seems to be supportive for the argument that low labor cost is important determinants of FDI in Vietnam. 

The proxy for labor quality, PUL negatively related with FDI commitment. No much difference in skillfulness of worker with secondary school education and the remaining workers might be an explanation for that. It also corresponds to the fact that general education much outweighs vocational training in terms of numbers of students in the country in general as well as in different regions. 

The coefficient of policy variable POL is negative with 1% significance level. A 1% increase in number of industrial zones and export processing zones per square kilometer, FDI per capita will reduce by 0.09%.  This result has an important implication for the development of industrial zones in Vietnam. Although there are some successful zones in attracting FDI, majority of zones fail to fulfill their duty. It seems that numbers of zones compete with each other and probably be the cause of decreasing attractiveness of the region in general.

For FDI realization in Model (1), the very interesting result comes out. Fixed effect GLS estimate show very significant result for agglomeration effect in the sense that cumulative FDI realization attracts further FDI. 1% increase in cumulative FDI realization will boost 1.35% increase in FDI. The result for PUL is insignificant. It may reflect the fact that, at the time of making investment commitment, foreign investors might concern about labor quality. However, when they decide to implement the projects, they found that labor quality is not so much important because it is not much different across regions. It also endorses the fact that most of FDI enterprises have to retrain their employees after recruitment.

The proxy for quality of infrastructure, TEL is negatively related with FDI realization with 5% significant level. As 1% increase in quality of infrastructure, FDI decreases by 0.44%. This evidence is not supportive for agglomeration effects in the sense of infrastructural development. Together with the negative coefficient of IND though insignificant, it seems to suggest that, foreign investors might be reluctant to invest in region with better infrastructure since such region may be flooded with industrial activities. It may also imply the lack or insufficient of domestic supporting industries for FDI enterprises. This in fact is confirmed in practice that FDI enterprises have to import spare parts for their productions.

One more interesting point is that, for FDI commitment, openness seems to be negative factor. In contrast, it is positively related with FDI realization although t-value is insignificant. Probably, at the time of making investment commitment, foreign investors want to sell their products in domestic market. Nevertheless, when they start production, export seems to be the attracting market for them. It is true for a numbers of foreign invested enterprises in Vietnam. They export the products after some years of production although their primary aim is domestic market. The implication for this finding is important. To realize FDI commitment, the country should be more open. WTO accession is right decision for the country in the sense of promoting FDI. Notice that the adjusted R-squared is generally higher for regression of FDI realization.

However, it is possible that the fixed effects of the regions itself may have significant impacts on chosen variables. To see how much it may be, we run the common-intercept regressions. The results are presented in Model (2). The Model shows interesting results. GRPC now is the significant determinants for FDI commitment. It might suggest that that the fixed effects across the regions have bigger impact than the impact of GRPC on investment decision of foreign investor. These might be the administrative procedures, geographical location, historical tie, the regional willingness to call for foreign investment. The Model also shows high level of significance for agglomeration, labor cost, quality of labor and policies. Anyway, we should not pay too much attention on the common-intercept results as they are mis-specified with omitted variables. 

Model (3) is the regression on differenced data. For GLS estimate for FDI commitments, agglomeration effects are significantly evidenced by all three variables IND, TEL and CFDI. This result seems to suggest that, foreign investors pay more attention on the rate of change than the present condition of a region. The openness is negatively related with FDI. This means that the more open the region, the less FDI will come. However, for estimation using FDI realization as dependent variable, the quality of infrastructure is insignificant in the regression, whereas the coefficient of degree of industrialization is negative sign. Agglomeration effects are found only in cumulative FDI. This may suggest that the FDI growth of a region is positively related to the regional accumulation of FDI.

Panel B

Since Hanoi and HCMC and their suburban areas in Red River Delta region and Southeast region destined most of FDI in Vietnam, they may be the main driving forces for the results found so far. However, the results shown in Panel B do not strongly support such view, except the fact that the coefficient of IND and TEL become positive in the fixed effect GLS regression using FDI commitment as dependent variable. Specifically, it shows that the market size do not overcome the threshold level to attract FDI while agglomeration effects is found in the impact of cumulative FDI. The coefficient of WAGE and PUL is significantly negative in the regression using FDI commitments as dependent variable. As explained earlier, low labor costs might be a significant determinant of FDI while there is not clear distinction in the level of skillfulness of workers with secondary school education and others. The only minor different result is in 10% significance level of positive coefficient of OPEN in GLS regression using FDI realization. It seems to suggest that, beside two most open regions, the more open the remaining regions, more FDI will come.

The estimates using common-intercepts indicate that the fixed effects help to explain to some extent the determinants even without Red River Delta and Southeast. It is to suggest that factors determining FDI in Vietnam are similar among economic regions. Red River Delta and Southeast are not exception. For the whole country, FDI keep falling to regions where FDI comes in the first years.

Sub-Sample Period 1991-1996

We split the sample into pre-1997 and post-1997 periods and examine in turn to see if the determinants of FDI different in the two periods. The results of the 1991-1996 period are presented in Table 4.3.
Table 4.3 Regressions Results for Sub-Sample Period 1991-1996

Panel A: Regression Results for 8 Regions 1991-1996

	 
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	 
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	 
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	 
	 
	 
	 
	6.61
	6.01
	3.25
	1.57
	 
	 
	 
	 

	
	
	
	
	
	0.70
	0.67
	1.01
	0.92
	
	
	
	

	GRPC
	-0.88
	-0.62
	-1.93
	-2.43
	0.89
	0.86
	0.04
	-0.01
	11.01
	11.55
	-1.35
	-0.86

	
	-0.75
	-0.81
	-2.60**
	-3.82***
	1.44
	2.28**
	0.10
	-0.02
	1.68*
	6.51***
	-0.81
	-0.60

	IND 
	2.02
	1.70
	-0.32
	-0.10
	0.09
	-0.03
	0.35
	0.45
	7.36
	5.70
	-0.65
	-0.68

	
	1.69*
	2.26**
	-0.93
	-0.38
	0.14
	-0.05
	1.11
	1.37
	3.08***
	3.38***
	-1.09
	-1.25

	TEL
	0.21
	0.41
	0.15
	0.12
	-0.22
	-0.15
	1.08
	-0.60
	3.07
	2.65
	0.79
	0.72

	
	0.42
	1.31
	0.56
	0.66
	-0.61
	-1.13
	0.61
	-8.78***
	3.21***
	5.92***
	2.66***
	4.51***

	CFDI
	2.09
	1.77
	1.15
	1.10
	1.21
	1.09
	4.71
	1.08
	3.28
	2.97
	2.13
	1.91

	
	7.71***
	7.21***
	7.78***
	9.33***
	6.46***
	8.75***
	12.58***
	15.48***
	7.94***
	6.04***
	7.01***
	7.57***

	WAGE
	-7.44
	-6.39
	-2.25
	-0.58
	-1.85
	-1.70
	-0.55
	-0.24
	-5.46
	-7.32
	1.07
	0.93

	
	-2.05**
	-3.65***
	-1.12
	-0.44
	-1.12
	-1.19
	-0.91
	-0.65
	-1.12
	-2.81***
	0.57
	0.62

	PUL
	0.78
	-0.47
	-1.05
	-1.29
	0.45
	0.51
	0.22
	0.18
	-0.65
	-0.51
	0.40
	0.13

	
	0.55
	-0.48
	-1.96
	-3.79***
	0.74
	0.97
	0.96
	0.82
	-0.48
	-0.34
	0.91
	0.38

	OPEN
	-0.58
	-0.51
	0.01
	0.07
	-0.30
	-0.14
	0.02
	-0.03
	-0.38
	-0.35
	-0.12
	-0.05

	
	-4.09***
	-5.04***
	0.14
	1.50
	-1.98**
	-1.19
	0.28
	-0.91
	-1.21
	-1.11
	-1.98**
	-1.29

	POL
	-0.08
	-0.04
	0.00
	0.00
	-0.03
	-0.02
	0.02
	0.02
	-0.10
	-0.07
	-0.02
	-0.01

	
	-1.70*
	-1.84*
	0.26
	-0.03
	-0.67
	-0.77
	1.06
	1.73*
	-2.55***
	-2.48***
	-1.65
	-1.34

	AdjustedR squared
	0.86
	0.93
	0.97
	0.98
	0.85
	0.94
	0.95
	0.98
	0.60
	0.73
	0.83
	0.83

	
	
	
	
	
	
	
	
	
	
	
	
	

	DW-stat
	2.52
	2.38
	2.33
	2.48
	2.63
	2.70
	1.93
	1.93
	2.19
	1.80
	2.61
	2.29


Panel B: Regression Results for 6 Regions (excluding Red River Delta and Southeast) 

1991-1996

	 
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	 
	 
	 
	 
	16.59
	18.02
	34.94
	21.82
	 
	 
	 
	 

	
	
	
	
	
	0.58
	0.7
	2.76
	2.5
	
	
	
	

	GRPC
	-0.93
	-0.67
	-2.02
	-2.61
	1.37
	1.43
	0.26
	0.02
	15.58
	14.98
	-3.27
	-2.01

	
	-0.75
	-0.74
	-2.68***
	-3.86***
	1.79*
	1.90*
	0.56
	0.04
	1.68*
	2.50**
	-1.69*
	-1.51

	IND 
	2.13
	2.19
	-0.39
	0.09
	-0.29
	-0.56
	-0.16
	0.09
	9.75
	7.92
	-1.14
	-1.02

	
	1.29
	1.97**
	-0.86
	0.21
	-0.34
	-0.6
	-0.39
	0.26
	2.98***
	2.99***
	-1.64*
	-2.08**

	TEL
	0.36
	0.76
	0.2
	0.17
	-0.25
	-0.22
	-0.39
	-0.37
	4.01
	3.58
	0.71
	0.67

	
	0.65
	2.54**
	0.69
	0.83
	-0.44
	-0.46
	-2.20**
	-2.58**
	3.21***
	4.42***
	2.08**
	4.19***

	CFDI
	2.16
	2.00
	1.15
	1.03
	1.66
	1.77
	1.35
	1.16
	3.55
	3.16
	1.92
	1.85

	
	7.73***
	11.49***
	6.57***
	7.07***
	4.39***
	3.14***
	7.41***
	7.03***
	8.40***
	9.70***
	6.12***
	6.23***

	WAGE
	-8.37
	-9.29
	-2.9
	-0.51
	-3.75
	-3.92
	-6.45
	-4.03
	-10.49
	-14.27
	5
	4.7

	
	-1.64
	-2.29**
	-1.09
	-0.2
	-0.71
	-0.84
	-2.70***
	-2.44**
	-1.26
	-2.34**
	2.45**
	2.78***

	PUL
	0.82
	-0.03
	-0.96
	-1.21
	0.37
	0.19
	0.62
	0.51
	-0.83
	-0.02
	0.12
	0.08

	
	0.54
	-0.03
	-1.41
	-2.77***
	0.58
	0.25
	2.27**
	2.3
	-0.56
	-0.01
	0.26
	0.27

	OPEN
	-0.65
	-0.74
	0.01
	0.09
	-0.44
	-0.38
	-0.06
	-0.04
	-0.33
	-0.5
	-0.12
	-0.08

	
	-4.15***
	-8.94***
	0.08
	1.53
	-2.44**
	-2.21**
	-0.75
	-0.84
	-1.02
	-1.88*
	-1.90*
	-1.65*

	POL
	-0.09
	-0.08
	0.01
	0.00
	-0.03
	-0.02
	0.04
	0.04
	-0.09
	-0.07
	-0.04
	-0.04

	
	-1.37
	-1.25
	0.25
	0.13
	-0.63
	-0.52
	1.81*
	3.33**
	-1.81
	-2.33**
	-2.68***
	-2.96***

	AdjustedR-squared
	0.58
	0.87
	0.89
	0.98
	0.59
	0.74
	0.86
	0.85
	0.61
	0.74
	0.84
	0.87

	DW-stat
	2.47
	2.21
	2.38
	2.27
	2.44
	2.2
	2.45
	2.37
	2.3
	1.94
	3.04
	2.78


Source: Author’s Calculation

Note: 
t-statistics is in lower part of a cell


*, **, *** denotes that the coefficient is significant at 1%, 5% and 10% respectively

Panel A

The Model (1) in Panel A, GLS estimate show the similar result with full sample period, except for high significant positive coefficient for IND in the regression using FDI commitment as dependent variable. The coefficient of TEL is positive although t-statistics shows marginal significance level. Such a result is opposite from what is found in full sample. However, this might be true for the very first years of opening up Vietnamese market for foreign investment. The foreign investors tend to choose the regions where they can be sure of rather good infrastructure given the fact that they missed information on the country for the first comeback after the War. This is supported by the fact that, besides considerable amount of FDI in oil and gas exploration and exploitation in the first years, more than two third of FDI flew to HCM, Hanoi and their suburban areas.

However, when FDI realization is dependent variables, two variables for agglomeration effects lost their significance, even turn negative for IND. Foreign investor may concern more on the FDI projects in previous years than other variables when they really disburse the capital. This might be justifiable in the early years of calling FDI. Foreign investor wanted to be safe by following the successful cases.

These interpretations are also supported by common-intercept regressions. In Model (2), however, GRPC become the significant determinants of FDI commitments across regions. The fixed effects in the first Model, as already argued, might be a factor for that. Foreign investor may consider much wider range of variables in investment decision-making process. However, at the first place, the market demand of the region plays a significant role in the process.

These interpretations are further evidenced by GLS regression on differenced data in Model(3). The growth rate of GRPC, degree of industrialization IND, quality of infrastructure TEL and cumulative FDI are positively related with FDI commitment, while WAGE has the adverse impact. When FDI realization is used as dependent variable, cumulative FDI remains as positive significant determinant of FDI.

Panel B

Again, the results are almost the same with regressions on the whole 8 regions. For instance, labor cost, rather than labor quality is an important consideration. Cumulative FDI rather than the size of market determine the amount of FDI coming into the region. In contrast, OPEN is deterring factor for FDI commitment but is not significant in FDI realization.

 Sub-Sample Period 1997-2001

We run regression for 1997-2001 to see if the determinants of FDI across economic regions can change after 1997. Results are reported in Table 4.4.

Table 4.4 Regressions Results for Sub-sample Period 1997-2001

Panel A: Regression Results for 8 Regions 1997-2001

	 
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	 
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	 
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	 
	 
	 
	 
	11.45
	4.85
	-13.78
	-13.11
	 
	 
	 
	 

	
	
	
	
	
	0.96
	0.62
	-3.68
	-5.54
	
	
	
	

	GRPC
	-27.68
	-33.35
	-5.56
	-6.25
	1.40
	1.21
	-1.24
	-1.01
	-34.76
	-38.36
	-3.94
	-4.53

	
	-4.45***
	-10.18***
	-2.20**
	-4.32***
	1.32
	1.36
	-3.45***
	-3.04***
	-3.49***
	-11.04***
	-1.52
	-4.69***

	IND 
	0.37
	0.32
	1.67
	1.76
	1.03
	1.02
	1.59
	1.61
	10.48
	9.59
	1.05
	1.18

	
	0.13
	0.19
	1.14
	1.36
	0.84
	1.06
	4.16***
	6.25***
	1.39
	2.94***
	0.68
	2.04**

	TEL
	2.37
	3.20
	-1.46
	-1.21
	-2.62
	-2.60
	-2.81
	-2.67
	6.80
	6.16
	-0.56
	-0.24

	
	1.27
	3.13***
	-1.69*
	-1.67*
	-2.82***
	-4.05***
	-9.88***
	-11.67***
	3.13***
	8.37***
	-0.85
	-0.90

	CFDI
	-0.20
	0.01
	2.38
	2.51
	1.66
	1.59
	1.57
	1.56
	2.61
	2.69
	4.09
	3.30

	
	-0.19
	0.00
	5.00***
	5.30***
	3.51***
	6.55***
	8.52***
	10.06***
	3.08***
	2.11***
	6.03***
	6.54***

	WAGE
	3.29
	6.37
	1.93
	2.04
	-1.05
	0.13
	4.10
	3.81
	5.64
	7.16
	2.91
	1.71

	
	0.74
	2.77***
	1.47
	2.89***
	-0.40
	0.07
	5.06***
	6.83***
	1.06
	3.37***
	2.82***
	3.10***

	PUL
	-0.68
	-0.34
	0.07
	0.06
	-0.75
	-0.71
	0.05
	-0.03
	-0.39
	-0.45
	0.02
	-0.01

	
	-2.08**
	-2.24**
	0.59
	0.56
	-2.44**
	-3.64***
	0.44
	-0.33
	-1.27
	-4.54***
	0.14
	-0.26

	OPEN
	-2.50
	-2.02
	0.46
	0.25
	0.22
	0.25
	0.60
	0.43
	-1.67
	-1.35
	0.52
	0.14

	
	-2.82***
	-3.67***
	1.52
	1.24
	0.45
	0.70
	3.69***
	2.65**
	-2.22**
	-3.44***
	1.74*
	1.13

	POL
	-0.06
	-0.07
	-0.03
	-0.05
	-0.07
	-0.05
	0.00
	-0.02
	0.01
	0.02
	-0.04
	-0.05

	
	-1.76*
	-4.24***
	-2.47***
	-5.48***
	-1.03
	-1.17
	0.03
	-1.61
	0.20
	0.59
	-2.48**
	-8.57

	Adjusted R squared
	0.69
	0.88
	0.95
	0.98
	0.59
	0.83
	0.92
	0.91
	0.33
	0.79
	0.38
	0.57

	DW-stat
	2.60
	2.70
	2.04
	1.74
	1.97
	2.17
	1.17
	1.03
	2.62
	2.92
	2.73
	2.85


Panel B: Regression Results for 6 Regions (excluding Red River Delta and Southeast) 

1997-2001

	 
	Fixed effects (Model 1)
	Common intercepts (Model 2)
	Differenced Data (Model 3)

	 
	Commitment
	Realization
	Commitment
	Realization
	Commitment
	Realization

	 
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS
	OLS
	GLS

	Constants
	 
	 
	 
	 
	28.85
	24.76
	2.20
	-0.37
	 
	 
	 
	 

	
	
	
	
	
	1.26
	1.55
	0.35
	-0.07
	
	
	
	

	GRPC
	-18.39
	-22.61
	-3.12
	-3.43
	-0.64
	0.91
	-0.76
	-0.75
	-33.32
	-24.72
	-3.32
	-4.26

	
	-2.61**
	-4.01***
	-1.17
	-2.66***
	-0.32
	0.36
	-1.24
	-1.32
	-2.55**
	-2.11**
	-1.04
	-2.74***

	IND 
	-1.57
	-2.68
	3.74
	3.52
	1.69
	0.67
	-0.11
	0.14
	10.05
	6.31
	1.77
	2.04

	
	-0.37
	-1.43
	2.20**
	3.04***
	0.81
	0.30
	-0.17
	0.22
	1.19
	0.80
	0.83
	1.65

	TEL
	0.69
	0.85
	-2.00
	-1.81
	-1.93
	-1.99
	-2.16
	-2.10
	6.93
	5.75
	-0.64
	-0.93

	
	0.33
	0.82
	-2.20**
	-2.48**
	-1.56
	-1.91*
	-5.67***
	-6.19***
	2.47**
	2.42**
	-0.69
	-2.07**

	CFDI
	-0.39
	-0.30
	1.97
	2.20
	1.43
	1.69
	2.55
	2.38
	2.54
	2.59
	4.12
	3.80

	
	-0.36
	-0.21
	3.09***
	4.89***
	1.66*
	1.73*
	7.36***
	6.81***
	2.88***
	1.94*
	5.75***
	6.20***

	WAGE
	2.37
	6.82
	1.57
	1.61
	-3.76
	-3.45
	0.75
	1.17
	5.92
	11.46
	3.26
	2.61

	
	0.49
	2.36**
	1.24
	1.99**
	-0.79
	-1.03
	0.58
	1.09
	0.97
	3.81***
	2.49**
	3.08***

	PUL
	-1.16
	-0.98
	0.17
	0.15
	-0.90
	-0.92
	-0.08
	-0.11
	-0.41
	-0.45
	0.14
	0.13

	
	-2.31**
	-4.10***
	1.08
	1.38
	-1.95*
	-2.78***
	-0.67
	-1.15
	-0.81
	-1.50
	0.74
	1.23

	OPEN
	-3.10
	-2.02
	0.72
	0.54
	0.33
	0.29
	0.51
	0.44
	-1.77
	-1.57
	0.68
	0.20

	
	-2.41**
	-2.59**
	1.91*
	2.27**
	0.53
	0.52
	3.20***
	3.08***
	-1.87*
	-2.55**
	1.66*
	0.97

	POL
	-0.05
	-0.04
	-0.03
	-0.05
	-0.01
	-0.02
	-0.01
	-0.02
	0.01
	0.03
	-0.03
	-0.05

	
	-0.91
	-1.23
	-2.22**
	-5.46***
	-0.19
	-0.53
	-0.52
	-1.15
	0.17
	0.71
	-1.65
	-5.04***

	Adjusted R-squared
	0.46
	0.81
	0.90
	0.99
	0.39
	0.84
	0.90
	0.94
	0.19
	0.46
	0.33
	0.51

	DW-stat
	2.72
	2.70
	2.28
	2.31
	2.41
	2.55
	1.90
	1.64
	2.60
	2.92
	2.69
	2.76


Source: Author’s Calculation

Note: 
t-statistics is in lower part of a cell


*, **, *** denotes that the coefficient is significant at 1%, 5% and 10% respectively

Panel A

The Model (1) gives very interesting results. Cumulative FDI lost its significance in determining the inflows of FDI commitments in the fixed effect GLS regression. The negative impact of Asian Financial Crisis might be an answer given the fact that a considerable amount of FDI comes from crisis countries in the regions. As shown in Chapter 3, FDI from Asia countries accounted for more than 65% of total FDI in this period. In addition, coefficients of GRPC become very largely negative with 1% significance level. This might reflect that the bigger size of regional market may be positively related with higher economic instability. During the Asian Financial Crisis, foreign investors might prefer to invest in regions with lower possibility of instability. Another possible interpretation is that, the size of market still is not big enough for large-scale production of foreign invested firms. Instead, they will export most their products. In fact, this may be true in the case of Vietnam since the data show continuous expansion of production for export of foreign invested firms. Notice that, the variable capturing OPENNESS may not reflect fully motives of investor for export production since it is simply the percentage of import to GRP. 

Another interesting result is that WAGE turns to be significantly positive in the regression. The 1% increase in WAGE will increase 6.37% FDI commitment and 2.04% FDI realization. This is opposite to the conventional view that lower labor cost is a significant determinant of FDI. Recall that, in previous sample period, the variable give significant negative estimate in fixed effect GLS regression for FDI commitment. In recent years, Vietnam has impressively high economic growth. It is conceivable that labor costs picks up significantly in recent years. Another point is that, the shortage of skilled labor is reportedly increasing despite continuous economic growth. Further, as the severe impact of Asian Financial Crisis intensifies, export market is narrowed down. The only way for investors to be competitive in export market is to increase the quality of products. Hence, labor cost is normally increased to acquire skilled labor to ensure the quality of products given the unchanged technology level. There is also something to do with administrative issues since the government increased twice the minimum wage level in this period. These reasons might explain the positive relation between FDI and labor cost. It is also noted that, as discussed in Chapter 3 FDI flow across regions show the same pattern with the previous years. 

POL is still significantly negative in the regression. It seems to suggest that, despite the great effort of the government in previous years, there are a lot of works to do to improve the efficiency of industrial zones in attracting FDI.

Model (2) and Model (3) gives the similar picture, except for positive coefficient of GRPC in common-intercept OLS and GLS regression using FDI commitment as dependent variable. As argued earlier, this fact may already be accounted for in the fixed effects. Specifically, agglomeration argument (CFDI, IND) is found in various specifications, while labor cost (WAGE) significantly positively related with FDI. 

Panel B

Again, the results excluding Red River Delta region and Southeast region, as shown in Panel B, do not change the overall picture of the whole 8 regions, except for policy variable (POL) for FDI commitments in Model (1). The policy does not seem to be effective enough to better diverse FDI. It is conceivable that despite the continuous drastic reform in central government, the regional authorities, especially in regions other than Red River Delta region and Southeast region are rather slow in creating the investment-friendly environment for FDI.

Concluding Remarks

The empirical test strongly supports the hypothesis on positive impact of agglomeration effects on the location of FDI in 1991-2002. Foreign investors seem to keep coming to the region where they have already invested in. Cumulative FDI has significant effects in all specifications, except for fixed effect regressions using FDI commitment as dependent variable in the 1997-2001 period. The clustering of foreign invested enterprises may create positive spillover effects among them. The insignificant, sometimes the negative sign for variable representing quality of infrastructure and degree of industrialization may be a sign of dual system for FDI and domestic activities. Even the general condition for economic activities is different, the condition for FDI is similar among regions. Further, domestic supporting industries may be lacking or insufficient to provide enough inputs for foreign invested enterprises. This finding is in line with the fact that foreign investors usually have to import spare parts abroad, suggesting that Vietnam is still do not provide enough solid industrial base to offer the benefit of this type of the agglomeration effect for the FDI to come. In other words, it reflects the weak domestic industries of the country at the early stage of industrialization. In general, to correctly investigate the effects of quality of infrastructure and degree of industrialization on regional location of FDI in Vietnam, better data is needed.

Surprisingly, market size is generally found to have negative impact on FDI inflows. However, in common-intercept regression, market demand is generally positively related with FDI. It seems to suggest that even market demand and market size play a positive role in attracting FDI, there exists other important variables those impacts is larger than the market size consideration. These might be the actual administrative procedures, geographical location, historical tie and regional willingness to call for foreign investment. This interpretation is justifiable in the sense that, foreign investors can invest in a region but products may be sold in nearby regions.

The study provides evidence that the importance of FDI determinants moves through times. Wage has negative relation with FDI before 1997, but has a positive relationship after then.  The consideration on labor quality rather than labor cost by foreign investors might play a significant role. The empirical test also seems to pose the doubt on if there is any significant difference in skill of labor with secondary education and labor with lower qualifications. In fact, there is only minimal difference in skill level between them. Further, it is evidenced that the determinants of regional flow of FDI changed significantly after Asian Financial Crisis. Labor quality may be the most significant determinants of FDI in the context of recent high competition on quality products. As the cumulative FDI lost its significance in 1997-2001 period, it seems to imply that positive effects of clustering of industrial activities can turn into negative ones when a crisis happen. 

The policy does not seem to be effective in drawing regional FDI. This, in fact implies that the widespread development of industrial zones with only few successful cases should be addressed. However, as proxied by numbers of industrial zones per regional square kilometers, this variable may not reflect the true policy framework of a region.

The study also point out that there is a significant differences in determinants of FDI commitments and that of FDI realization. Specifically, when considering investment, foreign investor prefers to be protected from outside competition. However, when they really start their business, openness is positive factor for realization of capital.

The model is robust whether Red River Delta region and Southeast region, where Hanoi and HCMC are located are excluded or not. It seems to suggest determinants of FDI are similar across regions. Our model is also robust across different fixed effect specifications and has high explanatory power. However, it explains the distribution of FDI realization better than FDI commitments.

Conclusion and Policy Implications

Vietnam has now entered very crucial stage of industrialization and development. The objective of turning Vietnam into an industrialized country by 2020 can only be attained if high economic growth rate and rapid industrialization are maintained. Financing huge investment and improving human capital quality are crucial for this ambitious target. However, reducing regional disparities is also very important not only for economic development but also for economic stability. Foreign direct investment, among the other things, plays an essential in this regard.

Since 1988, two years after the launch of Doi Moi Policy, FDI has increasingly become an integral part of the national economy. FDI might contribute positively to economic growth by encouraging domestic investment, creating employment opportunities, transferring technology and boosting export. However, FDI has reduced significantly since 1997, associating with slowed economic growth. Moreover, FDI distribution across regions in the country presented uneven picture, in line with increasing gap among the regions in the countries. In the coming time, Vietnam has, therefore, to fulfill the two tasks. On the one hand, it has to promote another surge of FDI to ensure high economic growth. On the other, it has to address the issue of uneven distribution of FDI across regions to sustain the development of the country.

This study comes to contribute to the address of the both tasks. It examined both conventional determinants of FDI and locational determinants of FDI based on agglomeration effects. It, therefore, gives policy implication for another surge of FDI in the whole country as well as for better distribution of FDI among the regions.
Policy Implications and Recommendations
For Promotion of FDI in Vietnam
It is argued in the previous section that, Vietnam needs another resurge of FDI at least in the short run to maintain its high economic growth rate. Even the problem of unequal locational distribution of FDI is serious, the central concern in Vietnam is to attract the mass of FDI. Therefore, drawing implication for promotion of FDI in the whole country is necessary.

Keeping Stable Political and Economic Stability, Improving Overall Legal Framework

This is very important for promotion of FDI in Vietnam. Our observation points out that FDI has lost its momentum after 1997. Domestic weaknesses together with Asian Economic Crisis were attributable to this. However, as argued by numbers of studies, the domestic weaknesses in creating favorable environment for FDI is the main cause.

Although it is very difficult to quantitatively measure the impact of the business environment in Vietnam, the fixed effects model and evidence of the weaknesses in the business environment in Viet Nam as presented in Chapter 3 show that Vietnam has much to do to create a really favorable investment environment. At least, the following actions must be taken.

The foreign investors should be enjoyed national treatment on possible areas where Vietnamese enterprises are not necessary to keep leading position

The dual price system for infrastructure service should be abolished soon. 

Law on Domestic and Foreign Investment should be merged into one to create the image that Vietnam does not treat domestic investment and foreign investment unequally. 

The regulation on local content should gradually be removed because it proves no effectiveness in linking FDI with domestic production, but creating difficulty for FDI enterprises in their operation

In general, regulation should be more transparent and more investor-friendly. Widespread dissemination of information about the investment environment in the country will facilitate this. In investment promotion workshop, the personal contacts should also be utilized since it has proved to be very effective in some cases.  The investment promotion activities might address to the limited targeted investors only, if necessary
.

Paying More Attention to Improve the Quality of Labor, While Keeping Comparative Advantage of Labor Cost with Countries in the Regions, Especially China

This implication is strongly supported by our empirical study. First, our study seems to suggest that the country’s advantages has moved from cheap-unskilled labor in initial years to more skilled labor in recent years. Second, as experienced by some countries, relying extensively on low labor cost is risky for the long-run development. Although the boom of FDI into Vietnam in the early years the Doi Moi policy is partly due to the cheap labor and the rising labor cost in other Asian countries, investors may shift their production sites to other countries if Vietnamese wages become relatively higher. It is more likely in the case of Vietnam since the country lack of other crucial factors for attracting FDI such as huge domestic market, poor infrastructure and poor legal framework. Third, skilled human capital is crucial for capturing the positive effects from FDI. Countries with skilled labors can more easily adjust and develop the gain from FDI. Many study show that the positive effects of FDI can only be fully absorbed when the host region overcomes a threshold stock of human capital
.

The study also seems to suggest that, the quality of education and training is low in Vietnam. Further, it implies that technical training should be enhanced in comparison with general education. Government should have measures to direct a large numbers of pupils to technical training schools. In other words, at early stage of industrialization as this moment, Vietnam should place a priority on development of skill-intensive sectors of labor-intensive industries. For that, the improvement in quality of the whole educational and training system is a prerequisite.

Place a Priority of Development for Export-Oriented FDI Together With Development of Domestic Supporting Industries to Fully Utilize the Linkage Effects from FDI.

The study provides evidence that, although protection is sometimes desired from foreign investors at pre-operational stage, openness seems to be a significant positive determinant of FDI. Therefore, to really promote FDI into the country, Vietnam should be more open. The WTO accession should be speeded up. However, as recently observed, Vietnam should also pay due attention to bilateral talks with targeted investors, which has proved helpful in the case of Vietnam-Japan Investment Agreement. In general, the tariff rate for foreign invested firm’s imports should gradually reduce according to international agreements.

In addition, the development of domestic supporting industries should also be addressed as soon as possible. Given the very low level of technology of domestic firms in Vietnam, it is justifiable to protect some domestic industry to be able to supply parts to foreign invested firms. However, it is also wise to allow some foreign firms to produce inputs for exporting foreign invested firms. For that, the respective authority for development of domestic industries should design a feasible path for development of supporting industries, where it shows clearly the timetable and targets for such development.
National Level Management and Regional Level Policy Initiatives Should Play a Complementary Role, Rather Than Competitive One
The study has pointed out that, in general, policy measures are not efficient to attract FDI. It implies the two possibilities: first, both national and regional policies may not be well designed; second, national and regional policies may contradict each other or regional policies by different regions may be competitive. The actual situation seems to show that it happens with the latter case. As discussed earlier, one clear example for this is the development of industrial zones in various regions. To account for this problem, policy formulation capacity at national level should be strengthened. In other words, policy at national level should avoid the possibility of overlapping strategy for attracting FDI among different regions. However, the regional initiatives should also be taken into account at the national level. For instance, the　case of successful Binh Duong and Dong Nai province in attracting FDI should be learnt and disseminated.
For Better Distribution of FDI Among Regions

Many believe that the uneven development among regions within a country is of historical nature. It is also further argued that, it is the wise choice to develop a limited regions first and expect the diffusion to other regions later. In other words, developing the whole regions at the same time is an impossible task. This argument is correct in the case of locational distribution of FDI in Vietnam. The government has failed to better distribute FDI in the country. It seems that, using only the fiscal tools is the cause of failure. 

The study suggest that the unevenness in FDI locational distribution is further strengthened by so-called agglomeration effects in the sense that FDI attracts more FDI, leaving regions with low FDI inflows in the first years with fewer and fewer chances to attract any in the future. However, it also does provide the evidence that there is a room for further improvement of policy impacts for attracting more FDI into the whole country. To creating agglomeration effects by policy tools will be efficient in attracting FDI in the case of Vietnam.

Even it is very difficult to attract FDI into less developed regions, given the fact that they are in disadvantageous position in all aspect compared to developed regions, policy can play a role in improving or at least maintaining the situation from being worser. 

The policy formulation for better distribution of FDI, however, should admit the fact that less developed regions are discriminated for over decades.  It resulted in backward development of infrastructure. Further, its market potential is small. The human capital of less developed regions has gradually lost its position due to extensive brain drain over numbers of years. Therefore, targeting export-oriented FDI as suggested earlier, which often requires enough supplies of skilled labor and a minimum purchasing power in these regions may be not feasible. 

It should also be admitted that the creation of small agglomeration effect within a less developed region is rarely successful, as exemplified by failure of a numbers of industrial zones.

The only way for less developed regions (namely, Northeast, Northwest, North Central, Central Highland and Mekong River Delta) is to build strategy for attracting FDI on their comparative advantages.

Specifically, for regions having natural resources, policy should aim at calling resource-seeking FDI. Foreign investor should be provided most favored condition in doing their business there. For other regions, FDI of labor-intensive type is the only choice. Agricultural, fishery and forestry projects should be targets. The regional authority themselves should offer investment opportunities rather than waiting foreign investors submitting their proposals. The case of Binh Duong and Dong Nai can be a lesson in this case.

However, it should be practical in the sense that  attracting FDI into the less developed regions is very difficult, if not impossible, in short-term or mid-term due to above mentioned reasons. For long-term strategy, common measures, such as public investment on infrastructure and education and training should be used to help less developed provinces gradually escaping from the poverty trap. 
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 TEN MOST PROMISING ECONOMIES TO JAPANESE FDI

	Medium – term (next three years)

	
	2001
	%
	2000
	%
	1999
	%
	1998
	%
	1997
	%
	1996
	%
	1995
	%

	I

2

3

4

5

6

7

8

9

10
	China

U.S.A.

Thailand

Indonesia

India

Vietnam

Taiwan

Korea

Malaysia

Singapore
	82

32

25

14

13

12

11

8

8

6
	China

U.S.A.

Thailand

Indonesia

Malaysia

Taiwan

India

Vietnam

Korea

Philippines
	65

41

24

15

12

11

10

9

9

8
	China

U.S.A.

Thailand

India

Indonesia

Vietnam

Malaysia

Philippines

U.K.

Brazil
	55

39

27

15

15

II

9

9
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8
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U.S.A.

Thailand

Indonesia

India

Philippines

Malaysia

Vietnam

Brazil

U.K.
	55

41

23
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15

14
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II
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Indonesia

Thailand

India

Vietnam

Philippines

Malaysia

Brazil

Taiwan
	64

36

28
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19
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13
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8
	China
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U.S.A.

Vietnam
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Singapore
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Taiwan
	68
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32

27
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18

13

10

7

7
	China

Thailand

Indonesia

U.S.A.

Vietnam

Malaysia

India

Philippines

Singapore

U.K.
	74

36

33

32

28

22

17

15

10

7

	Long – term (next 10 year)

	
	2001
	%
	2000
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	1999
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	1998
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	1997
	%
	1996
	%
	1995
	%
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Korea
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14
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7
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	China

U.S.A.
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Thailand
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Vietnam

Malaysia

Brazil

U.K.

Taiwan
	70

38

22

21

14

14

10

9

9

8
	China

U.S.A.

India

Thailand

Vietnam

Indonesia

Brazil

Malaysia

Philippines

Mexico
	66

30

27

24

18

18

14

8

8

7
	China

U.S.

India

Indonesia

Thailand

Vietnam

Brazil

Philippines

Malaysia

U.K.
	64

34

25
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19

18

14

13

7

6
	China

India

I.J.S.

Vietnam

Indonesia

Thailand

Brazil

Philippines

Malaysia
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	73

36

31

24

21

16

11

II

9

S
	China

India

Vietnam

U.S.A.

Indonesia

Thailand

Malaysia

Myanmar

Philippines

Mexico
	74

39

33

31

24

24

12

11

11

6
	China

Vietnam

India

U.S.A.

Indonesia

Thailand

Myanmar

Malaysia

Philippines

U.K.
	78

41

36

30

24

24

15

13

II

6


Source: Japan Bank for International Cooperation (2001, 2002)

 THE PROBLEMS FACED BY JAPANESE FIRMS (%)

	
	Thailand
	Indonesia
	Malaysia
	Vietnam
	China

	Underdeveloped infrastructure

Legal system (underdevelopment)

Legal system (lack of transparency)

Legal system (instability)

Tax system (complicated system)

Tax system (lack of transparency

Tax system (instability)

Tax system (high tariff rates)

Restriction on equity participation

Complicated administrative procedure

Political and social instability

Unstable exchange rates

Difficulty in procuring local parts

Underdevelopment of supporting industry

Difficulty in obtain finance

Tough competition

Difficulty in recruiting managers

Difficulty in recruiting workers

Increase in wages

Labor disputes

Shortage of information on the host country 

Others
	14.9

17.2

14.9

5.7

4.6

13.8

2 3

10.3

10.3

5.7

11.5

48.3

19.5

10.3

11.5

29.9

23.0

13.8

20.7

9.2

4.6

0.0
	24.1

25.9

16.7

16.7

7.4

7.4

7.4

5.6

7.4

3.7

94.4

57.4

11.1

13.0

11.1

20.4

11.1

11.1

11.1

11.1

5.6

0.0
	14.3

7.1

7.1

3.6

3.6

7.1

3.6

0.0

32.1

17.9

32.1

32.1

17,9

0.0

17.9

21.4

28.6

14.3

21.4

3.6

0.0

3.6
	18.6

36.4

20

15.9

2.3

11.4

11.4

9.1

11.4

15.9

25.0

22.7

34.1

22.7

9.1

13.6

20.5

9.1

6.8

2.3

18.2

0.0
	27.3

43.8

53.3

52.1

16.8

36.5

42.2

17.5

20.3

34.9

34.0

15.2

20.6

10.2

16.2

23.8

19.7

10.5

14.0

12.7

9.5

0.3

	The number of respondents
	87
	54
	28
	44
	315


Source: Japan Bank for International Cooperation (2002)

COMPARISION OF BUSINESS COSTS AMONG COUNTRIES

 (12/2000 - Unit: US Dollar)

	
	Hanoi
	Ho Chi Minh
	Shang-hai
	Singa-pore
	Bang

kok
	Kuala Lumpur
	Jakarta
	Manila

	Worker’s salary/month
	94
	113
	248
	468
	176
	329
	64
	228

	Engineer’s salary/month
	251
	221
	447
	1.313
	378
	668
	190
	344

	Middle-level manager’s salary/month
	511
	488
	453
	2.163
	727
	1407
	723
	620

	Expenses for office lease/month/rn2
	23
	16
	24
	42
	13
	17
	19
	28

	Expenses for house rent for foreign representative
	1850
	1800
	1500
	2.285
	1.420
	920
	2000
	1970

	International telephone cost (a 3 minutes call to Japan)
	8.52
	8.52
	4.3
	2.23
	3.1 1
	2.61
	2.59
	3,78

	Electricity cost for business/KWh
	0.07
	0,07
	0.035
	0.05
	0.03
	0.06
	0.0177
	0.09

	Container transportation (40/ft/container) (from factory to Yokohama port)
	1825
	1.375
	880
	670
	1466
	895
	1252
	994

	Normal petrol price 

(1liter)
	0.31
	0.31
	0.3
	0.74
	0.34
	0.29
	0.138
	0.35

	Personal income tax (highest tax rate, %)
	50
	50
	45
	29
	37
	29
	30
	33


Source: The Japan External Trade Organization (JETRO), 2000































































� see, for example, International Economics, Paul Krugman and Maurice Oftsfeld, 5th edition


� MPI’s Department of Financial and Monetary Affair Report, 2000 


� Under the IMF/WB Heavily Indebted Poor Countries (HIPC) Initiative, targets of acceptable levels of debt have been set at 150 percent of a country’s exports and 250 percent of government revenues.


� Author calculation from ADB Key Indicators 2003


� the GDP equation is estimated by the form � EMBED Equation.3  ���


where � EMBED Equation.3  ���is the weight of capital and � EMBED Equation.3  ��� is the weight of labor


� see footnote 15


� in realization terms, according to World Investment Report, 2003, UNCTAD


� Author’s calculation from MPI statistics


� Author’s calculation from MPI data, 2003


� see Le Dang Doanh (2002) “Foreign Direct Investment in Viet Nam: Results, Achievements, Challenges and Prospect”, IMF.  By the first quarter of 2004, 96 IZs and EPZs has been developed. Of which 68 IZs and EPZs are in operation, 28 IZs and EPZs are in infrastructural development. Total land areas of the IZs and EPZs is 18.599 ha, of which 12.896 ha are occupied. There are 2.734 projects have been licensed, of which 1.378 projects are FDI.


� MPI estimate in Bieu 1, Tong hop tinh hinh dau tu nuoc ngoai tai Viet Nam 1991-2002. However, due to frequent adjustment in FDI realization, the estimate changes quite frequently. 


� for detail, see Dunning, J.H and Rajneesh Narula (1996), The International Investment Path Revisited: Some Emerging Issues, in Foreign Direct Investment and Government, Catalysts for Economic Restructuring, Editors, Dunning, J.H and Rajneesh Narula, Routledge Studies in International Business and the World Economy, pp1-41


� for detail, see E.G Lim, Determinants of, and the Relation Between, Foreign Direct Investment and Growth: A Summary of Recent Literature, Working Paper 01/175, IMF, 2001


� for detail, see Qian Sun, Wilson Tong, Qiao Yu (2002) Determinants of foreign direct investment across China, Journal of International Money and Finance 21, (2002), pp79-113


� notice that, in this study, they use regional FDI in level terms, not in per capita terms


� It is more accurate if GRP deflators is used. Unfortunately, this data is not available for complete time-series.


� In per capita terms, FDI commitments reduced 65 times and 6.74 times from 1996 to 2000 for Red River Delta region and Southeast region, respectively, while other regions reduced with lower rate.


� This depends on which type of investment regulations Vietnam will pursuit to follow, namely incentive-based system or rule-based system.


� See, for example, Borensztein (1998) 
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