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The Nature and Growth of Foreign Direct Investmentand its
Impact in Vietnam: A National Innovation System Pespective

Quynh Tho Nguyeh Angathevar BaskardnrMammo Muchié
and Ngoc Nguyeh

Abstract

In this paper we explore the possible relationsbgiween the nature and
characteristics of national system of innovatiors(Nand the nature and shape
of FDI inflow and outcomes. We adapt an NSI-FDI agptual framework that
presents a taxonomy of NSIs as: well functioningfeg, relatively well
functioning, and weak, and try to relate each @nthto corresponding FDI
outcomes. Despite some data limitations, our stltyw that the nature and
characteristics of the NSI can impact on the natume shape of FDI flows and
outcomes in a particular economy, other things dpequal. Therefore, it is
important particularly for developing countriesfemulate national policies to
build systematically their NSI.

Keywords: Foreign direct investment, FDI inflow, FDI policyNational
Innovation System, Vietham

1. Introduction

Many developing countries view the flow of foreidimect investment (FDI) as
an important source for achieving greater and fast®nomic growth. A
number of studies have highlighted that there areebts as well as costs from
FDI for a host economy (e.g. OECD, 2002; Wei, 200Bbakraborty and Basu,
2002; Rajan, 2005). Although overall benefits @vasidered to be greater than
costs, it is argued that benefits of FDI are ndbanatic. Different studies use
different models or approaches to analyse the eaitiFDIflow and its impact
in a particular economy. For example, two stepépne’ model was used
Haskel et al. (2002) to study the technology trangfom parent MNCs to
subsidiaries and the subsequent technology spiBote@ domestic firms; and
Konings (2001) focused on whether the limited cdpies of domestic firms
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act as constraints on absorbing the spillovers fNCs. But Marin and Bell
(2006) and Marin and Giuliani (2008) questioned to@ventional ‘pipeline’
model by arguing that a substantial part of thehnietogical potential for
spillovers is generated within the local subsidiayyits own knowledge-creating
activities, rather than being delivered to it frahe parent company. Going
beyond the MNC- subsidiary knowledge creating apdl ®ver concerns,
Baskaran and Muchie (2009) focused on the possifppact of the nature and
characteristics of national system of innovatioi®(Non the nature of outcomes
of FDI particularly in the host developing counstid=or this, they employ a
heuristic NSI-FDI conceptual framework that progbswee types of NSis (well
functioning/strong, relatively well functioning, @mweak) in relation with three
types of corresponding FDI outcomes (high-end, omador average, and low-
end). This study adapts this conceptual frameworkxplore the relationship
between NSI characteristics and the nature of Rial autcomes in Vietnam
using descriptive data.

Starting with no foreign investment in 1986, by 20%ietnam had received
US$5.8 billion of FDI for about 800 projects. In@®Q it was increased to over
US$20 billion which was about 70% increase comp&ne2i006 figures. At the
beginning of 2008, the number of the investmentstio® anvil continued
increasing to 40 projects, worth about US$50 hilli¢Vietnham Foreign
Investment Agency, 2010). These new investmenteptsjcovered most of the
areas in Vietnam’s industry such as electricityghhvalue manufacturing,
electrical part production, steel manufacturingghhtechnology, entertainment
complex development, seaport construction, hoteleld@ment, transport
infrastructure, and urban development (Vietnam igordnvestment Agency,
2010). This study analyses the nature of growthFDf and outcomes in
Vietnam from a NSI perspective, using the deswm@#DI data for Vietnam
that were collected from different sources suchFBs Vietnam, UNCTAD,
HIDS, and other sources

2. FDI Literature Review

Over the years, a number of studies focused on dérminants and
performance of FDI in the host economy. In termshef policy framework, in
the report of Organisation for Economic Co-operatiand Development
(OECD) (2002) on the relations between FDI, trea®] trade policy in food
sector, the situations of the four African courdriencluding Ghana,
Mozambique, Tunisia, and Uganda are examined. Aloogrto them, trade
policy is suggested to have strong influence orggaahical distribution of FDI.
Banga (2003) focused on the effectiveness of gowemi policies and
investment agreement on FDI. It was suggestedviaabus policies attracted



dissimilar FDI resources. For instance, FDI of depimg countries might be
attracted by financial support and reducing tarifihile restriction removal
policy, bilateral investment treaties are likelyli® more interesting to investors
of developed countries. Evidences from East-As@mmtries demonstrated that
developing nations would be successful in using HKDthey create and
implement national and technological developmelitigs properly (Hermaset

al, 2004).Regarding FDI effects, there are numeropsii@ans about the
influences of FDI, but there is no conclusion imgel because FDI outcomes
depend on specific context and particular host tas (OECD, 2001;
Blomstrom & Kokko, 1997; Zarsky, 2006).

The impacts of FDI can be categorised into 3 patanomic, social, and
environmental aspects.

From an economic point of view, Borensztetnal (1995), indicated that FDI
plays a significant role in transferring technoldgym developed countries to
developing countries and supporting positively ékenomic growth of the host
countries. There are numerous researches whichodugips finding. Falki’s
(2009) study of Pakistan found that FDI contributedincrease employment,
productivity, export and technology transfer. Themsg and positive relation
between FDI and GDP was also found. In contrastfitidings of another study
with Sri Lanka case study (Athukorala, 2003) showeat there was not tight
linkage between FDI and economic development incthuntry, but there was
evidence of positive civil society’s net attituddsat FDI could impact on
opportunities for domestic business and economiwitkes. Alfaro (2003)
suggested that the influence of FDI on the growtambiguous. Another study
showed that the relation between FDI and GDP ingtloeip is relatively weak
(Hussein, 2009).

From a social perspective, FDI can affect the bositries’ social welfare both
positively and negatively. Positive effects could treating jobs, increasing
labour productivity, improving human resourcesaegihg foreign relationships,
and so on. Rondinelli (2002) found that there weositive impacts of social
responsibility and economic power of multinationabrporations on host
countries’ governments and public welfare. In casiirnegative effects could be
increases in redundancy, human rights abuses,efieconflicts between
employers and employees. Hermatnal (2004), examining the influences of
FDI on the society, indicated that there were mmgative contributions to the
society than positive due to constraints of thet losintries’ law, regulation,
and policy which negatively impact on the FDI ouwt@s. From an
environmental viewpoint, according to OECD (200&)! impacts consist of
scale (economic production), structural (productiaand consumption



redistribution), and technology effects (technobadi development and
diffusion).

Baskaran and Muchie (2009, p.314) explored “a ptssielationship between
the characteristics of a National System of Inniova(NSI) and their impact on
FDI outcomes, particularly in developing countriesinploying cases studies if
emerging economies. This study adapts their FDd &8l conceptual

framework to analyse the nature of growth of FOd antcomes in Vietnam.

In the case of FDI flow in Vietnam, there are origw in-depth studies
evaluating the performance of the FDI and its inbpaan Vietnamese socio-
economy (i.e. Freeman, 2002; Nguyen Thi Phuong B082, 2004; Doan Ngoc
Phuc, 2003; Nguyen Mai, 2004). They drew out thernelationship between
FDI and other economic factors, its successes atatrdinants in the economy.

According to Nguyen Mai (2004), based on Vietnaf3 statistics from 1988
to 2003, FDI has positively influenced the economrowth at the national
level. Thus, Vietnam is suggested to expand the&keband find more partners
to attract more FDI inflows.Freeman (2002) pointed several weaknesses in
Vietnam’s FDI policy system and then came up wiitk tonclusion that the
business environment for the FDI is affected bydhenomic reform and trade
liberalisation policies in a positive way. The et of FDI on productivity
growth in Vietham’s economy have been analysed gyyen Thi Phuong Hoa
(2004) using an analytical framework of relatiomshetween FDI and poverty.
The results of her research show that FDI has ipehit influenced on
Vietnam’s economy at province level. The FDI eféecre based on the
formation and accumulation of capital assets. Bhigly also proved that FDI
interrelates to human resources positively. Moreoske provided evidences
that the FDI has positive spillover effects on tip@up of agricultural and
forestry processing industries through labour maaminm Doan Ngoc Phuc
(2003) suggested that FDI significantly contributedadded value in industry
sector, capital formulation, job creation, and sarpp commodity production
and exports. Also, it helped to improve the balamiceayments and the national
economy’s competitiveness.

This study aims to add to this FDI literature atebado NSI literature.



2.NSI and FDI: A Conceptual Framework

The NSI concept has evolved over the years dravinogn Friedrich List's

(1856) concept of ‘national production system’ @mrean, 1982, 1987, 1995;
Lundvall, 1988, 1992; Nelson, 1993; and Edquist97)9 NSI has been
increasingly used to understand building technalalgicapabilities and
industrialisation process in developing countries.g( Cimoli, 2000;

Intarakumnerd and Chaaminade, 2007; Muchie e2@03).

Baskaran and Muchie (2009) categorise NSIs intadiyothree groups: well

functioning/ strong NSIs, relatively- well functimg/-strong NSIs, and non-

functioning or weak NSIs. They argue that strpngsence and interaction and
linkages between various institutions, technolqgiksowledge, incentives,

investment, and infrastructure determine the higbrerelatively stronger or

weaker level of functioning of a particular NSl,dathis in turn can shape the
nature of FDI flow and outcomes.

Table 1: Ten major NSI components that impact on FDoutcomes
1. The general investme | Macroeconomiand social stability, security, al

climate and policy regulatory regime such as trade and tax policies.
framework
2. Market and per capita | Market size, growth, structure, proximity to regabn
income and global markets.
3. Infrastructur Physical and technical infrastructure such ads,
ports, power, and ICT network.
4. Educational syste Particularly technical tertiary education syst

producing skilled and quality technical people.

5. Skilled labour or labou | Availability of skills including scientific an
regulation engineering skills for competitive wage rates and

flexible labour regulation.

6. Incentives for linkage | Fostering positive linkages between foreign, dore

between actors firms, and R&D institutions including universiti@s
developing local capabilities.
7. R&D performing Private and public firms and labs, universities
institutions standards and quality setting institutions.
8. Industrial structur Presence of diverse industrial structure with t
class technology and industrial clusters.
9. IPR regimi Strong IPR regimeparticularly to protect industrie

where technologies are easy to imitate.
10. Implementation, monitoring ai| Ability to implement, monitor, review, and chan

review policy framework for FDI.
Source: Baskaran & Muchie, 2009, p.3¢

Baskaran and Muchie (2009) identified 10 main N8mponents that could
influence the nature of FDI flow and outcomes, gsthe study UNCTAD



(1999). These are shown in Table 1.They propdsatdain NSI is strong if it has
over eight of these above components. The one wiashabout five of them is
categorised as relatively strong. The others wtieke less than four are
described as a weak NSI. Also, the category ofisl8etermined by the level of
complexity of components and their reaction, whickurn resulting in different

FDI outcomes. A strong national system innovatiok l@ad to highly positive

performance of FDI (high outcomes), whereas a waak will produce either
little or negative effects of FDI (low outcomes). rAlatively strong national
innovation system creates relatively positive omtes of FDI (medium

outcomes).

Baskaran and Muchie (2009) also proposed the 1@rnmsitive outcomes
from FDI inflow, which were originally identifiedyoUNCTAD (1999). These

are: (i) Increasing income growth by raising inwestt rates; (ii) Technology
acquisition/ transfer, technological capacity-buj and technological
learning; (iii) Improved and adaptable skills, amelw organizational practices
and management techniques; (iv) Improving expantsworld markets; (v)

Creating more and better employment opportuni{a@$;Foster new and higher
value-added activities to produce goods and sesyifgi) Raising technical

efficiency and competitiveness of local firms, signg, and clients through
linkages and by intensifying competition; (viii) Reg the local R&D effort to

increase efficiency by domestic firms (i.e. to wmp and improve existing
technologies); (ix) Establishment of R&D and dediggilities by foreign firms;

(x) Development of marketing networks and markéglligence.

As we have seen in the literature review sectienRBI outcomes could be also
seen in three broad categories: economic, socidleavironmental. This study
adapts NSI-FDI framework of Baskaran and MuchieO@0by incorporating
economic, social, and environmental outcome categtoo analyse the nature of
FDI flow and outcomes in Vietham and to make polisyggestions to
strengthen the performance of FDI in Vietnam. Tikes contribution in two
aspects: (i) this adds a new perspective to thaiegiNSI literature; and (ii) this
also adds to the existing literature of FDI in gahend FDI in Vietnam in
particular.



Table 2: Relationship between the level of NSI and the level of FDI & Socio-economic
Outcomes
Type | Strong NSI results in Relatively strong NSI results Weak NSI results in
High end FDI outcomes in Low FDI outcomes
Medium FDI outcomes
1. Major source for 1. Additional source for 1. Little contribution for
economic growth economic growth economic growth
2. Significant contribution to | 2. Relatively positive 2. Little contribution to
restructure national contribution to restructure restructure national
economy, labour, and national economy, labour, economy, labour, and
improve industrial and improve industrial improve industrial
production capacity production capacity production capacity
3. Creating the balance in 3. Improving the balance in 3. Creating the imbalance
industries and territories industries and territories in industries and territories
4. High level of technology 4. Low or restricted level of 4. No or low level of
transfer and technological technology transfer and technology transfer and
learning in various sectors technological learning in technological learning in
several sectors various sectors
5. Positive effects on other 5. Limited effects on other 5. No or negative effects on
economic sectors economic sectors other economic sectors
" 6. Positively contributing to 6. Limited contribution to 6. Insignificant contribution
'g the State Budget and the State Budget and to the State Budget and
§ improving the economic improving the economic economic balances
o | balances balances
€
g 7. High export growth 7. Significant export growth 7. Insignificant export
> growth
1. Significant increase in 1. High increase in 1. Insignificant or no
employment employment increase in employment
2. Highly positive 2. Positive contribution on 2. Low or insignificant
contribution on enlarging enlarging foreign contribution on enlarging
@ foreign relationships and relationships and integrating | foreign relationships and
S integrating to local and to local and global economy | integrating to local and
% global economy global economy
= 3. Innovation in labour issue | 3. Improvement in labour 3. No improvement in
§ handling issue handling labour issue handling
1. Low environmental 1. Medium environmental 1. High environmental
= pollution index pollution index pollution index
=
qg" 2. Well equipped technology | 2. Relatively well equipped 2. Poor equipped
S ‘3 to handle water disposal technology to handle water technology to handle water
:‘S:: % disposal disposal

Source: Derived from Baskaran & Muchie, 2009; Athukoral®03; Falki, 2009; Alfaro, 2003; Rondinelli,
2002; Kiss, 2003; Hermaet al, 2004; OECD, 2001; Dasgupthal, 1995; Andreoni & Levinson, 2001; Seldon
& Song, 1994.



3. FDI Policy Framework in Vietnam

The Law on Foreign Investment — 1987 created abé&tgal environment to
attract FDI into Vietnam. This law has been sup@eted in order to suit the
new circumstances; in particular, its motto is tevelop diversifying and
multilateral foreign trading relationships and taprove the effectiveness of
international cooperation (Vietham Foreign Investtieaw, 1987, p.1).

According to Ministry of Planning and Investmentrfab (2010), since it was
promulgated, the foreign investment law was amend@d remarkably
supplemented 4 times in 1990, 1992, 1996, and 2009€.considered as clear
and basically consistent with international staddaiThis law and other legal
documents relating to FDI have created a good legaironment for FDI
activities in Vietnam. In parallel with improvindné legal system, agreements
with other countries were signed to encourage aradegt FDI. Although
Vietnam’s market is imperfect, these measures ahged FDI flow into the
country without significant difficulties compareditiv other countries which
originally have existing market economy.

The aims of investment law are to make a good lessiand legal environment
for existing and potential businesses/investorgréate a level playing field of
equality and non discrimination for investors; tm@slify investment procedures
to attract and effectively exploit investment capitto meet the demand of
international economic integration; and to enhatfte management of the
government for investment activities (Vietham Inwesnt Law, 2005, p.1). For
these reasons, in 2005, Viethamese Congress apbpitbeeInvestment Law
which have came into force froni July 2006 and replaced the Law on Foreign
Investment and Law on Domestic Investment Promatiaime previous period.
This change represents the interest of the goverhime economic sectors
invested by foreign capital. Over the years, theedtiment Law has played an
important part in making positive changes in thefgeiance of FDI in
Vietnam, especially from 2006 to present.

The actual development of FDI in Vietnam during yars shows that it is
essential to create a legal environment for FQOdeemlly in the context of fierce
competition in the region and all over the worldgiviam Foreign Investment
Agency (FIA Vietnam), 2007). Therefore, the law Bareign Investment has
become an important leverage in attracting FDI ithe country. It has
supported the implementation of the policy relato@ttracting FDI.



Vietnam Investment Law (2005) led to decentralg@atiof power to the
Provincial People’s Committees and the Boards ohddg@ment of industrial,
processing, hi-tech areas to issue investmenficaté, and manage investment
activity and project reduction. Following theseJyomportant projects which
are not included in the original plan are neededbe¢oapproved by Prime
Minister. The remaining projects which are alreadthe planning approval and
meet the conditions prescribed by law and inteomati treaties will be decided
by the Provincial People Committees and the Boafddanagement.

The power decentralisation to the Provincial Ped@xenmittees and Boards of
Management is one of the policies to reform the iaghnation in economic
management. It has made easier for the Provin@apleé Committees and the
Boards of Management to manage investment acsyipiarticularly FDI in their
regions. Also, it has created favourable conditidois the top government
managers to centralise their functions which ar®tmulate policy, to forecast,
to inspect, and to supervise the economy gengi@lly Vietnam, 2010).

Furthermore, the government did simplify the mamagyet activities of local
FDI, especially business areas which have plentiylf (Ministry of Planning
and Investment Portal, 2010). It is a big innovatiwshich is contributing to
improve the investment environment for the locakibass. The ministries,
branches and provincial People's Committee alsdalmmiate to support
implementing process including assessing to grantificate of Investment and
supporting enterprises to overcome their diffiadti

According to VnExpress.net (2009), training courasgo provide professional
exchanges and supports have been opened by Vidtimaisiry of Planning and
Investment. The activities include organising coafees, building promotion
campaign, creating the list of projects which aeenf§ demanded investment,
issuing FDI guidelines in the local level. Thes@iaats have helped to improve
FDI efficiency and attract more capital into VietmaTherefore, it can be seen
that the legal framework has been gradually imprgyithe quality of
management has also increased. They are the kegmug:m which are
contributing to the positive results of FDI actieg in Vietnam.



4. Flow of FDI from 1988 to 2009
Granted Projects

Reported by Vietnam Foreign Investment Agency (Wiatnam, 2009), by the
end of 2009, there were 10,960 foreign investedept® which had been
approved with total investment capital registerggraximately US$177.113
billion. Although the FDI has been allowed only §8ars ago, it has grown
rapidly and spread broadly. In order to analysepethe development of the
FDI in Vietham, the overview of FDI since 1988 i#/n in Table 3.

As can be seen in Table 3, in the period of theseg/from 1988 to 1990, there
were only 211 projects supported by foreign captath total granted capital of
around US$1.6 billion. It could be due to the fhett the law on FDI in Vietnam
had just come to existence, its effects on FDI teépiwere still limited.
Obviously it could be said that FDI in this timeddiot influence the national
socio-economy much.

The period from 1991 to 1995 could be considerethagreat phase of FDI in
Vietnam with 1,409 projects approved and the tagshnted capital of

approximately US$17.6 billion, including new capitand increased capital. It
had a positive impact on the economic situatiorthef country. According to

FIA Vietnam (2010), the period is evaluated by emuit analysts as the first
wave of FDI when the national business environntemte started attracting
investors due to its lower cost of business investimand its cheap and plentiful
workforce. It could be also because Vietnam is & n&rket which had never
had much interest from investors before. Thereféi®, have grown rapidly,

spread into other economic sectors, and contrilpagtively to the socio-

economy of Vietnam. In particular, in 1995, theatajranted capital of US$6.9
billion was attracted. It is 5.4 times higher ththose in 1991, which were only
approximately US$1.3 billion (FIA Vietham, 2007,(8) 2009; HIDS, 2009).
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Table 3: FDI in Vietnam - Granted projects from 198 to 2009
. Granted capital
Year No. of projects (million USS)
1988 — 1990 211 1,602.2
1988 37 341.7
1989 67 525.5
1990 107 735.0
1991- 199t 1,40¢ 17,663.(
1991 152 1,291.!
1992 196 2,208.5
1993 274 3,037.4
1994 372 4,188.4
1995 415 6,937.2
199¢-200( 1,72¢ 26,259.1(
199¢ 37z 10,164.:
1997 34¢ 5,590.°
1998 285 5,099.9
1999 327 2,565.4
2000 391 2,838.9
2001-2005 3,935 20,720.0
2001 55¢ 3,142.¢
200z 80¢ 2,998.¢
2003 791 3,191.2
2004 811 4,547.6
2005 970 6,839.8
2006-2009 4,541 126,559.8
2006 987 12,004.0
2007 1,54 21,347.
200¢ 1,171 71,725.
2009 839 21,482.1
Source: FIA Vietnam, 2007, 2008, 2009; Ho Chi Minh City finste for Developmen
Studies (HIDS), 2009.

The numbers fluctuated in the period from 1996Q@6@ According to Table 3
of granted projects, the total licensed capital wasr US$10 billion in 1996,
45% more than the previous year. From 1997 to 1889 were 961 projects
licensed with total amount of more than US$13 dnilliHowever, these capitals
tended to decline. In 1998, granted capital wasaetpu81.8% of that in 1997.
The number in 1999 was equivalent to only 46.8%988. It is due to financial
problems of investors and Asian Financial Crisid®97-1998, especially those
from Korea and Hong Kong (HIDS, 2009). In 2000, Fas likely to be
recovered. Newly granted capital in the year wa$2JS billion, an increase of
21% compared to that in 1999 (calculated from T&ble
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In the next period, though there was a recover¥ DI, its performance was
unstable in some years. The rate of increase v&as shbw. For instance, the
capital in 2001 increased 18.2% over 2000. In 2002 granted capital

decreased slightly, i.e. it was equal to 91.6% @12 The granted capital in
2003 rose again, reaching US$3.1 billion, which veas increase of 6%
compared to 2002. From 2004, it rapidly increas&atticularly, FDI capital in

2004 reached US$4.5 billion, going up 45.1% in twemparison with the

previous year. The figure of 2005 increased 50.8&%c(lated from Table 3).

The period from 2006 to 2009 can be considereth@sniost successful year of
FDI. Compared to 2005, FDI in 2006 grew up by agpnately 75.5%. In 2007,

FDI continuously increased to US$21.3 billion, yp7#¥.8% compared to 2006,
and more than doubled the number in 1996. The Rildw in 2008 reached a
record at US$71 million. However, the figure wemwah in 2009 at around
US$21.5 billion (calculated from Table 3).

Overall, Table 3 shows that the figures for consequears are higher than
previous years. However, according to HIDS (20089st of projects are still
small and medium scale. In 2006 and 2007, FDI abfidwed into Vietnam has
increased significantly. The total capital in tweays was US$33.3 billion with
many large scale projects, especially projecthienimdustry and service sectors
such as steel manufacturing, electronics, highnelogy products, seaports,
information technology, and tourism. This periodcgnsidered as the most
successful period of FDI in Vietnam.

The trend of granted foreign invested projects akierperiods is also presented
more clearly in Figure 1.

12



Figure 1: The Trend of Granted FDI Projects in Vienam (1988-2009)

140000
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80000 /
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40000 /
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1988 - 1990 1991- 1995 1996-2000 2001-2005 2006-2009
e |JSS Million

Source: Derived from HIDS, 2009; FIA Vietnam, 2007, 200802.

Investment capital increase and project expansion

Besides attracting new investment projects, maaptgd projects after working
effectively have expanded their scales and increa&stments, especially from
2001. According to FIA Vietnam report (2009), upthe end of 2009, there
were over 5,500 proposed capital increase. In 24168e, 215 projects were
approved to raise capital with a total increasedestment of over US$5.13
billion (FIA Vietnam, 2009).

From 1988 to 1990, the amount of increased invesisngas very small, due to
the fact that there were few projects that hadigorenvestment. The capital
increase reached US$2.13 billion in the five yeaniqu from 1991 to 1995. It
continuously rose to US$4.17 billion between 1986 2000, which was almost
double than the figure for the previous five yeaFsom 2001 to 2005,
investment reached US$7.08 billion, 69% more thaat of previous five

years. In particular, the amount of capital incesbis over US$1 billion in 2002.
From 2006 to 2009, the capital increased over UBi#idn per year, which

grew average 35% each year (HIDS, 2009; FIA Vietn&@10). Capital

increase primarily focused on projects relatingiridustrial production and
construction sectors. For example, it reached aro6% in the period of
1991-1995, 65.7% from 1996 to 2000, and about %7 i8 the period between
2001 and 2005. The rate of increase in 2006 and@ 2@& respectively 80.17%
and 79.1% of total increased capital. In additionyestment capitals were
mostly from investors in Asia (59%), therefore tabiincrease and capital
expansion from Asian investors also accounted fier ighest proportion of

13



66.8% in the period 1991-1995. This number in thegad 1996-2000 was 67%,
in the period 2001-2005 it was 70.3%. The rate3(06 and 2007 were 72.1%
and 80% respectively (FIA Vietnam, 2010).

Increased investments to expanded production aesviwere primarily
implemented in several important economic areasravithere was high
concentration of foreign invested projects. For repke, according to FIA
Vietnam (2010), the Southern economic area occupe8% in the period
1991-1995; 68.1% in the period 1996-2000; and 71i6%he period 2001-
2005. On the other hand, the Northern areas’ nat¥e 36.7%, 20.4%, 21.1%
respectively.

In accordance to the survey of the Japanese Tremladdon Organisation in

Vietham, 70% of the investigated FDI enterprisesemglanning to increase
capital and expand production activities. This dest@ates the increased
confidence and more interest of the foreign invssto the business investment
environment in Vietnam.

Scale of projects

Over the years, the size of foreign invested ptsjdas been fluctuated which
shows the influences of financial capability and #ttention of foreign investors
on Viethamese investment environment. Average schl@vestment projects
has increased during the years, although it waslstél in a few years after the
regional financial crisis in 1997-1998.

Table 4: Scale of FDI projects in Vietham (1988 —0D9)

Perioc Average size of proje
(US$ million/ a project)

1988-1990 7.59

1991-1995 12.53

1996-2000 15.23

2001-200¢ 5.27

200€-200¢ 25.0¢

Source: Derived from FIA Vietnam, 1988-2009.

As seen in Table 4, from 1988 to 1990, the avesagée of granted investment
capital was US$7.59 million per project per yedreie was an increase in the
size of average granted capital per project. Trexaaye capital per project was
US$12.53 million in the period 1991-1995, and hadreéased to US$15.23
million per project in the period of 1996-2000. $hs due to the fact that the
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number of large projects licensed in the period6t2000 was more than that of
the previous 5 years. However, in the period betm#@)1 and 2005, the scale
of the granted capital decreased to US$5.27 milpen project. This implied

that most of newly granted projects in the peri@222005 were very small

scale. From 2006 to 2009, average investment guaieproject remarkably

increased to US$25.04 million. That is, large-scptejects had increased
compared to previous periods. Especially there wwemamber of multi-national

corporations such as Intel, Panasonic, Honhai, @brRgaggio, who invested in

big projects (HIDS, 2009; FIA Vietnam, 2010).

Foreign direct investment by industries

Vietnamese economy consists of 3 main industriesnaty industry and
construction, services, agriculture — forestry shéry. Based on this economic
structure, the foreign investments are distribytexportionally:

Figure 2: Share of FDI by industries (up to 2009)

1.7%

M Industrial and Construction
M Service sector

Agriculture-Forestry-Fishery

Source: Derived from FIA Vietnam, 2009.

Foreign direct investment in industrial and construction sectors

Since the Law on Foreign Investment came into ezt in 1987, Vietnam has
focused on attracting FDI in industrial and constian segments. In each stage,
the priority areas needed to attract investmente halvanged, the specific
products were identified in the List of Investmé&tdcommended Areas. In the
1990s, projects the government encouraged to dewetre those relating to
manufacturing activities substituted for importealbds, goods production for
export, and projects which use domestic raw mdserend have high
localisation rate (FIA Vietnam, 2010).
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After joining the WTO in 2006, Vietham has abolidhthe regulations on
preferential treatment for projects which have hegpporting rates and use
domestic materials. Over the years, the policyttmet FDI in industrial and
construction has changed but still basically ogdrib encourage productions of
new materials, high technology products, informattechnology, mechanical
manufacturing, and so on. They are projects whieh likely to create high
value and also based on comparative advantage ethafm’s economy. For
these reasons, foreign invested projects in thasamentioned above; including
oil and gas exploration and exploitation, high tembgy manufacturing,
electrical and electronic, iron and steel, andilexiroduction; still remain an
important contribution to economic growth, expodad creating jobs. On the
other hand, investment structure has changed yelgititowards high
technology, oil refining and information technolofiglds. The main investors
in these sections are well-known multinational coghions such as Intel,
Panasonic, Canon, and Robotech. Most of the foreigasted projects use
nearly 100% modern and automatic equipments in rotde have high
production, high productivity, and good quality AFNVietham, 2010). This
positively affects on the value of the whole indiastand construction section.

Table 5: FDI in industrial and construction sectorsin Vietnam (up to 2009)

, , Granted capital
Sections No. of Projects (million US$)
Mining Industry 66 3,079
Processing Industry 6,766 88,851
Construction 501 9,103
Total 7,333 101,033

Source: Derived from FIA Vietnam, 2009.
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Figure 3: Share of FDI in industrial and construction sectors in Vietnam
(up to 2009)

H Oil and gas
M Light & Heavy Industry

Construction

Source: Derived from FIA Vietnam, 2009.

By the end of 2009, industrial and constructiontises made up the largest
proportion in the total FDI. There were 7,333 vafibjects, with the total

granted capital of over US$101 billion, accounting66% of the total invested
projects, that is, 57% of the total granted cagid Vietnam, 2009). Of them,

processing industry accounts for 87.94% of thel ptanted capital with US$

88,851 million (Table 5, Figure 3).

Foreign direct investment in service sector

Many Vietnamese government policies have createdufable conditions for

the development of services since the Law on Fordigvestment was

implemented in 1987. Therefore, the service selcéme had positive changes
and better met the needs of production, consumptidne public. Some service
sectors such as real estate, restaurants and,lageishunication services, have
continuously grown significantly. These areas hatteacted a lot of workers
and promoted exporting. It is partly due to thet fdwmt Vietnam joined the

World Trade Organisation (WTO) in 2007 and has enpnted their

commitments.
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Figure 4: FDI in service sector in Vietnam (up to lhe end of 2009)JS$ millions)

45,000 A
40,118
40,000 A
35,000 A
30,000 A
25,000 -
20,000 -
14,964
15,000 -
10,000 -
4,673 5 goo
- ' 2,325 2,236
>/000 1,2031,182 957 626 598 269 185 59
0 A _— —_—
\"5@1 \_6\6 \Q/‘o \(JQ,"‘) . ‘0(:9 ;000 . \(’Q; (\QQ, \g‘o \QQ’(, \('Q"'o \Q‘o \('0‘9 Q,&
3 OISO O G P P NP P
&R S & K S & & & & &
2 & & &) N <O o & S S < < 4
E e &S F &S & & S
«,bQ (Jrg' -(\& ‘_)Q‘,(\ \i_\(\ \z\e'b & 6‘10 /'b\Q o Q
S & S SN N
& & & A & I &L
<& (,0& cefé\ ‘%"% ,bc?' ,g&\o & 'z‘»@}
& & < SR

Source: Derived from FIA Vietham, 2009.

18



Figure 5: Share of FDI in service sector in Vietnanfup to 2009)

69, 1:3% _\(ﬂﬁ% /0.4% 0.3% 0.1%

M Real Estate M Restaurants & Hotels ® Communication Services

W Art & Entertainment Services M Logistics M Distribution

M Retails & Households Service B Finance, Banking, Insurance Health Services

M Other services m Researching Services Education & Training Services
Administration & HR services Water supply & Treatment

Source: Derived from FIA Vietham, 2009.

As can be seen in Figure 4 and Figure 5, FDI instietor primarily focused on
real estate business which contributes approxim&#4I9% of the total capital
invested in the sector. Besides, restaurants artédlshanade up 20.5%,
communication services accounted for 6.4%, wheeshAgation and training
service only 0.4% of the total and so on.

According to FIA Vietnam (2009), although investrheontinued to focus on
industrial sector which made up 57% to the totakstment in 2009, it can be
seen that there has been heavy restructuring tewdrd service sector,
accounting for approximately 41% the total grardegital.

Foreign direct investment in Agriculture-Forestry-Fishery sectors

Although there are a plenty of incentives for irtw@snt projects in Agriculture,
Forestry and Fishery sectors, due to their high tiee result of attracting FDI to
the sector has not been as expected. Most of Fi)eqis investing in these
sectors aim at poor people including ethnic mimesjt small farmers, and
women headed households, in order to reduce poaedycreate better living
conditions.
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According to FIA Vietnam (2009), by the end of 20@Bere were 480 valid

projects invested in these sectors with total grdutiapital of over US$3 billion.

They accounted for 4.38% of the total invested qut, 1.7% of the total

granted capital (Figure 2). In accordance to tlgawisation, the most effective
projects consisted of sugar cane, rice, miling athdéour, cassava, and
vegetable processing. The others are reforestatidrforest product processing
projects.

There have been 50 countries and territories imgestirectly in agricultural-

forestry-fishery section of Vietham so far. Amorgein, in 2007, the Asian
countries such as Taiwan, Japan, China, Hong Kooguat for 60% of the total
granted capital in the agricultural sector, esplgcibaiwan contributing 28%

(FIA Vietnam, 2010). Regarding European countrieggestment from France
and British Virgin Islands amounted to 8% and 1EX4pectively. Nevertheless,
countries, whose agricultural sectors are devetp@itiongly such as United
States, Canada, and Australia, tend not to invesagricultural sector in

Vietnam (HIDS, 2009; FIA Vietnam, 2010).

FDI by regions

Within 20 years, FDI has become nation-wide buu$ad mainly in important
locations in 3 main areas: Southern, Middle, andidon of Vietnam. They are
considered as key points to restructure the locahemy and support socio-
economic development.

Up to 2007, key locations in the Northern of Vietnhave received 2,220 valid
projects with the total capital of US$24 billionpraributing 26% to total

projects, 27% of the total nation’s granted capifahong them, most of the
projects are located in Hanoi. Number of the ptsjec Hanoi is 987, totally
equivalent to US$12.4 billion granted capital, aoding for 51% of granted
capital. Southern key areas have attracted F2§8cts with total investment
capital of US$44.87 billion by the end of 2007, aaating for 54% of granted
capital (FIA Vietham, 2010). In particular, Ho Q¥linh City is the city with the

largest number of 2,398 projects, approximately L& billion, accounting for

36.9% of the total granted capital of the regidnslfollowed by Dong Nai

which has 918 projects in process with total grétapital of US$11.6 billion,

making up 25.9% to the region’s granted capitahhBDuong is the third ranked
with 1,570 projects and US$8.4 billion granted taptontributing 18.8% of

total granted capital of the region (FIA Vietnar91D).
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Key locations in Middle Vietham have the smallestmber of projects.
Particularly, during the time from 1987 to 2007148 0jects have been attracted
into these areas, equivalent to total granted abhpif US$8.6 billion,
contributing 6% of the total granted capital of g@untry. One of the biggest
projects in the region is the Vung Ro Oil Refingvigh the granted capital of
US$1.7 billion (FIA Vietnam, 2010). Although thiecor has been able to
attract significant FDI, especially in projects atahg to entertainment and
resorts, it is still considered to be below itsqutial.

Overall, though there are several especially peefesl policies from the
government for those regions, still they couldaattronly limited FDI due to
their geographic and economic conditions.

5. FDI Outcomes in Vietham

In terms of production and business activitieghmlast 20 years, the FDI sector
has contributed to the development of national seconomic in terms of
creating significant value, positively contributing the country’'s budget and
creating jobs.

The share of FDI sector towards contributing to Gi2B been increasing over
the years and becoming an important component ef daonomy. The

continuous increase of FDI and its contribution GDP every year is an

illustration. Between 1991 and 1995, its averagdrdaution to GDP was 6.3%.

This number grew to 10.3% within next five yeats.the period from 2001 to

2005, the contributing proportion reached 14.6% ayely. Especially in 2005

FDI sector accounted for about 15.5% of GDP, higtieamn expected. The
number continuously increased between 2006 and,288Ring up more than

17% to GDP.

In the period 1991-1995, the total revenue valueched US$4.1 billion, of
which export value excluding crude oil was US$1lilRom, contributing 30% to
the total revenue. This increased steeply in thegdetween 1996 and 2000,
particularly total sales value was up to US$27.U8ob, of which exports
exclusive of crude oil was US$10.59 billion, making 39% of total revenues,
increasing 6.5 times then its last five years. F&fi1 to 2005, the total value
of sales increased to US$77.4 billion with the ekpalue of US$34.6 billion
apart from crude oil, contributing 44.7% to totavenue, growing 2.8 times than
the five year period from 1996 to 2000. In 200®02, the total sales value was
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over US$69 billion including US$28.6 billion of exp value (exclusive of
crude oil), equal to 41% of total revenue (FIA Vi, 2010).

For the FDI sector, export value part has alsoeased rapidly. For example,
the total export value of the whole period 19918 9%s US$1.2 billion. The
number grew up to US$10.5 billion in the periodnfira996 to 2000, which was
over 8 times higher than previous era. Five yeatey | it reached up to US$34.6
billion, tripled the figure of the earlier perioBarticularly the numbers of each
year from 2002 to 2005 were increased by 25%, 33%%, and 26%
respectively. The 2006 export value in foreign stee sector was US$12.6
billion, accounting for above 57% of the countripeTnumber has continuously
increased and reached US$ 27.3 billion, which dmunted 56.8% to the total
national export value (FIA Vietnam, 2010).

In the early years when the law of foreign investhieegan to be implemented,
few preferential policies for this sector were méagehe government. However,
it was shown that the sector has contributed padytito the state budget. The
inflow to the state budget from FDI sector has bmemneasing over the years.
Especially in 2006 the number was over US$1.2%hill39.5% higher than the
previous year and contributing 12% to the totatlestaidget income. The period
between 1991 and 1995, due to the preferentiatipsliof government towards
FDI sector, its contribution was limited at US$IhBlion. However, in the next
five years this figure rapidly increased to US$1bd8on, over 10 times higher,
since the preferential tax policies for severalimesses were expired of date.
From 2001 to 2005, the sector contributed US$ 8lidrb to the state budget,
doubled the number of the previous five years. ififlew to the state budget
from this sector continuously increased in consefjugeears. Notably the
contribution in only 2006 is US$1.4 billion, equieat to that of the whole era
from 1996 to 2000 (FIA Vietnam, 2010).

FDI sector has also created jobs and stable incé&weording to Ministry of
Planning and Investment Portal (2010) and FIA \aetn(2010), from 1988 to
2007, there are more than 1.26 million direct laboNumber of employees was
gradually increased by periods. In particular, figare at the end of 1995 was
only 210 thousand, which increased steeply to 8d8dand direct labours five
years later. At the end of 2005, it increased ig$, due to the fact that number
of the implemented project was increased remarkadidlynbers of labours in
2006 -2009 were increased by 9.9% and 12%, showiag the demand of
employees for projects is bigger and bigger (Mmgisbf Planning and
Investment Portal, 2010; FIA Vietnam, 2010).
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FDI outcomes could also be could be assessed ilwugalspects such as
economical, social, and environmental.

Economical aspects

Firstly, from economical point of view, FDI brougéignificant benefits as well
as detriments as following:

From 1990 to 1995, the value of FDI has signifibamtiried. It was 13.1% in

1990 and grew up to 32.3% in five year time (FlAeMiam, 2007). However,
due to the influence of financial crisis in theioeg the figure gradually reduced
in the next five years. At the end of 2000, FDI tritnuted only 18.6% to the
total investment in Vietham. From 2001 to 2005nade up 16% of the total
investment. Particularly, the rates were 16%, 14.2269% in 2003, 2004 and
2005 respectively (FIA Vietnam, 2007; HIDS, 2008kcording to Statistical

Yearbook report (2010); the FDI in 2006-2007 actedrior 16% in average.

With these values added to the national investniéithas contributed to boost
the country’'s economic growth. For instance, fro®91-2000, GDP has
continuously increased at the average rate of 7.p&%year (FIA Vietnam,
2007). According to reports of FIA Vietham (201GBDP in the period from
1991 to 1995 grew up 8.18%, of which agriculturirestry and fishing
industry, construction, and services accounted 204%, 11.3%, 7.2%
respectively. The rate from 1996 to 2000 was 6.94%owhich agricultural,
forestry and fishing contributed 4.3%, constructidh6%, and services 5.75%.
Comparing to those of 1990, the total domestic petidn in 2000 was doubled.
Moreover, GDP continued to increase and reache® 7rbthe period 2001-
2005, of which agriculture, forestry and aquacwdtaccounted for 3.8%,
construction 10.2%, and services 7%. The numbe20d6 reached 8.17%,
including 3.4% from agricultural, forestry and fisg industry, 10.37%
construction, and 8.29% from services. It sligltigreased to 8.48% in 2007, of
which agricultural, forestry and fishing industryasv3.4%, construction 10.6%
and services 8.6%.

Secondly, FDI contributes positively to restructaine national economy and
labour, and also improves industrial productionacaty:

During 20 years, FDI played an important role ie @&tonomic development and
has become a key source of the total investmeitteohation by encouraging the
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development of industry and creating more jobs.ufnber of foreign invested
projects were completed and have been workingiefiity. Projects relating to
power, oil and gas, heavy and manufacturing inglustrich were foundations
for consequent stages were speeded up to operate.

According to the report of, the growth rates of sieetor are higher than that of
the country and have been increasing continuougdy the years. In particular,
the growth rate was 23.79% in 1991, 40% in 2005 4h%¢b in 2006 (FIA
Vietnam, 2010). These figures suggest that the fédtor has remarkably
contributed to encourage economic restructuringemms of industrialisation
and modernisation.

Production value of the sector in the last 5 yeardributed averagely 42.5% to
that of the country. In specific, the percentage2®00 which was 41.3%
increased to 43.7% in 2004 and 2005; especiallydhes of provinces such as
Binh Duong, Dong Nai, Vinh Phuc, reached 65-70%\(Fletham, 2010).

FDI has not only created many new industries, Hab atrengthened the
capacity of industries such as oil and gas, infailenatechnology, chemicals,
automobiles, motorcycles, electronics, leather faatwear, textiles and so on.
Currently FDI is accounting for 100% production wofdustrial products
including oil and gas, computer equipment, washmaghines, air conditioning;
60% of steel production, 33% of electronics, 76% mtcision medical
equipment, 49% of shoes and leather, 55% of filaed,25% of garments (FIA
Vietnam, 2010).

To sum up, foreign invested sector plays a key paforming and developing
Vietnamese industries including industrial parksl dmgh-tech zones. It also
provides conditions to use less fertile land effesty.

Thirdly, in terms of the balance in industries daditories, an imbalance was
created:

It is a fact that profit is the main objective ofeey investor. That means any
project or business which has high rate of retuilh aatch more attention of

foreign investors. In contrast, the others whicé aital for people but make

insufficient profit may fail to attract FDI.

In order to operate projects easier, foreign iromssare generally attracted by
places which have good conditions including wellipged socio-economic
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infrastructure. For this reason, big cities, lovdaand harbour provinces have
more advantages. In contrast, poorer locationgginldnd regions which need to
speed up the economic growth rate are not thefticsts of the investors; even
these areas offered them more incentive conditioiberefore, it led to an

unexpected result that places which have highezl lef development attract

more FDI, whereas those which are less developegive less investments.
Like a cycle, the imbalance is becoming bigger laigder.

Fourthly, FDI helps to promote technology transfer:

The FDI flows have significantly contributed to prote technology transfer
into Vietham in order to develop a number of impatteconomic sectors such
as telecommunications, petroleum exploration anglogation, chemical,
mechanical manufacturing electronics, car, motdegyand so on. Especially, a
lot of international companies have invested irhkigch projects. For instance,
Intel Corporation invested US$1billion into Vietnam the project producing
high-quality electronic components. It is indicatesione of the biggest foreign
invested projects in Vietnam (FIA Vietnam, 2010).

Most of the projects have adopted sophisticatedagament methods and also
have been generally influenced by the strategy aher companies. Therefore,
the efficiency of FDI areas is generally highernthathers. In agriculture-
forestry-fishery, FDI has created some new prodweith high technical
content. New products in agriculture, forestry distiery with high quality are
illustrations of this.

However, there is a gap in technology transfer. ety speaking, levels of
equipments and technologies installed in foreigrested businesses are higher
than those of domestic firms in the same fieldsvexiheless, in some cases,
foreign investors took advantage of weaknessesi@ingmese laws and poor
abilities in inspection and supervision to impodame backward machinery
technologies or even discarded machineries fronerotiountries. Also, book
value of imported equipments which are recordeidvoices is normally higher
than the average global market price. As a resaine unethical investors
appear to have used this as a tool to make biggeogion in their joint venture
with Viethamese companies.

The foreign technology transfer into Vietnam is ulagised by contracts
between parties and approved by the State Agensgiefice and technology.
However, it is very difficult for countries who m@ge investment, including
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Vietnam, to assess the accurate value of technoéspecially high-tech
productions. Foreign businesses transferred teoggand trading methods to
domestics on one hand and on the other hand, tregd domestic enterprises
to strengthen their competitiveness to survivdnendontext of globalisation.

Another impact of FDI is on the State Budget and the economic balances.

FDI sector is increasing to contribute to the Vastrese budget. For example, in
the period from 1996 to 2000, the contribution afeign invested enterprises,
not including income from crude oil, was up to US®Lbillion, which is 4.5
times than the previous five year time. From 20®2Q05, inflows of the state
budget from FDI sector grew to over US$3.6 billith the increased speed of
24% per year averagely. Especially in 2006 and 20@/sector had contributed
over US$ 3 billion, which was double than that lo¢ fperiod 1996-2000, and
equal to 83% in the five year time from 2001 to 2QBIA Vietnam, 2010).

In terms of influence on the economic balances, &Bd affected positively the
budget balance. In addition, it was helpful to ioy@ the current balance, the
balance of international payment by transferringited into Vietnam, and
developing source of foreign exchange indirectlynirinternational tourists,
rental and machinery, materials purchases fromgoreusinesses.

Finally, FDI sector helps Vietnam to integrate msgional economy intensively
and increases national exports production.

The increased rate of export turnover in the segtew very fast and generally
higher than that of the country. That is, it acdedrfor a significant proportion
to the national export turnover. In particular, estpturnovers of FDI sector
reached US$10.6 billion (excluding crude oil) ir tperiod from 1996 to 2000,
which is more than 8 times than the last five yeansl contributing 23% of the
total export turnover of Vietham. Moreover, theerabntinuously grew up; for
instance, it was 25% in 2000, increasing to 31%083, 54% in 2004, and over
55% in each of 2005, 2006 and 2007. In some fisld$h as petroleum, shoes
and leather products, FDI sector accounts for bigpgtion of export
production. It contributed 100% to the nationalrpletum exports, 84% to the
national electronics, computers and accessorie®rexp42% to shoes and
leather products, and 35% to garments (FIA Vietn20i,0). These products are
accessed to global market through the network guopsan of international
corporations and gradually closer to the world’astomers. Therefore, it could
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be concluded that the sector has helped the ndeooeaomy to integrate to the
world in every industry.

Social aspect

The impacts of FDI in social aspect are relatingetmployment, foreign
relationships, and international integrations. Dgrthe last 20 years, FDI has
been contributing significantly in this aspect.

Firstly, FDI played a significant part in creatirjgbs, increasing labour
productivity, improving human resources. FDI sedtas created more than 1.2
million direct jobs so far excluding indirect lalrsuBy this way, the sector has
played a part in improving social welfare and ernag living standards. It also
contributed to increase annual GDP per capita.

In addition, foreign enterprises with a lot of expaces in human resource
management have gradually formed standard teamaoggers, high qualified

and skilled employees when directly operating besses in Vietham. It gives
labours opportunities to work with modern technglognd gain professional
working style and knowledge about frontier sciemrel technology. On the
other hand, FDI in Vietham has created a competignvironment which

enhanced domestic firms to innovate their technokogd management method
in order to improve quality and win in competition.

FDI sector also helped to enlarge foreign relatmps and integrate to local and
global economy actively. FDI played a significanlierin eliminating the United
States embargo against Vietnam. Based on the dethahdoreign companies
are willing to invest in Vietnam, policies towardsconomic connections
between domestic and foreign businesses are credtetham has created
favourable conditions for foreign companies to aper This created a good
environment for Vietnam to expand internationalrexaic relations and more
actively promote its economic integration with tiegion and the world. Image
and position of Vietham has been remarkably impdolg foreign investors’
supports.

However, the fast and strong growth of FDI is legdito labour abuse/
exploitation in terms of lower wages and long wogkihours Generally
business managers pay employees less than whaté&seyve, and not satisfy
their demands. This can result in the conflict kesw labour and those who
employ them. It can lead to strikes which damageogeration of the firms.
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Environmental aspect

According to the survey of Central Institute of Bomic Management (CIEM)

in 2002, most of the foreign invested companiesewenrvironmental friendly.

They strictly followed Vietnamese environmental netards. There was no
company infringing the environmental regulationd @aolicies. In addition, they
performed even better than domestic. In partictle,survey showed that 77%
of foreign invested companies have lower enviroraiepollution index than

allowed. Remarkably 60% foreign invested comparoésfood processing

industry installed standard equipment to handleewalisposal, while this

number of domestic companies is only 10%.

There are several reasons to get such positiveomg® such as management
methods, government policies, and so on. Vietnamd'gantages are political
stability and social security which are securedimn for investing.

Although investment environment in Viethnam has baeproving much, it is
still slow in comparison with other countries iretregion. Since the competition
to attract FDI has become fiercer and fiercer piberer investment environment
is one of the country’s most weaknesses to rivabtAer reason could be the
low starting point of the economy due to long perionder war conditions.
Before economic reforms, the scale of economy waallswith poor socio-
economic infrastructure; productivity was low, wea&s production cost was
very high. In addition, the activities to promoteernal and external resources
were limited.

6. Discussion

FDI inflow has grown rapidly in Vietnam over thesta20 years and has had
significant effects on the economy, society, andirenment. From economic
aspect, it is believed to have helped the econoyrstriengthening its production
capacity and technological innovation in industmpternational market
penetration, international economic integratiord atso raising revenues for the
State budget. The increasing share of FDI in GDM{6.00% to 8.50% in the
period from 2003 to 2008 illustrates this. Howewiéris noticed that FDI is
creating an imbalance among industrial sectorsregns. In terms of society,
FDI has created significant number of jobs, inarea$abour productivity, and
also improving human resources. Moreover, it alstpdd to enlarge foreign
relationships and integrate the local and globahemies actively. Regarding
the environmental concerns, foreign invested comggsaappears to have strictly
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followed the Vietnamese environmental standards emwkributed to make

better environment in the area.

The FDI inflow trend suggests that
influence on the growth of FDI in
Investment Law. Of these, the decent

government pesichave significant
Vietnam, espdgiathrough Foreign
ralisation aigr in taking FDI related

decisions and reforming of the FDI policy regime aonsidered as two main
factors influencing the FDI flow to Vietnam. On thé&her hand, it appears that
the administrative formalities are complex and finecess is slow. They are
main constraints for foreign investors when entghifietnamese market.

The nature of growth of FDI flow and the outcomewpear to have been
influenced by the specific factors or environmenthe national economy. That
is, the NSI appears to have influenced the natbifeDd flow and the shape of

outcomes.

The NSI in Vietnam can be identified ths relatively well

functioning/ strong type according to the concepftemework employed for
the study. The level of NSI components and the &illitomes identified are

shown in Table 5.

Table 5: Impact of NSI on FDI Outcomes: Evidence fom Vietnam

(Relatively Well Functionin

g/ Relatively Strong NS)

Level of NSI Components I dentifiedin Table 1

FDI Outcomes/ Impact | dentified in Table 2

1. Attractive investment destination and open
different sectors and regions to FDI.

edl. Significant contribution to GDP growth a
GDP per capita.

2. Medium size domestic market and increa:
per capita income.

2. High Growth in particular regions FDI flo
was fostered. Regional imbalance due to
specific NSI characteristics.

3.Relatively strong infrastructure (both physic
and technological).

aB. Significant contribution to capital
accumulation.

4. Relatively strong education system,
particularly tertiary.

4. Significant contribution to export,
especially since 2003.

5. Availability of low-cost skilled labour, but
rigid labour regulations and mobility.

5. Significant contribution to industrial outpt
and industrial value-added.

I

6. Encouragement and incentives for linkages
between foreign and domestic firms,
universities, and R&D institutions.

6. Significant contribution towards
managerial, marketing skills, and limited
technology transfers.

7. Effort to foster R&D by foreign and domest
firms, universities and network of public labs.

C/. It appears that FDI has forced domestic
enterprises to adopt to change in specific
sectors.

8. Diversified industrial sectors.

8. Positive enmimental outcomes

9. Weak IPR regime, but being strengthe

9. Significant contribution to State bud

10. Capability to set, mitor, review anc

10. Not strong; but continue to build st

change policy to suit developmental goals.

capability.
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Table 5 illustrates the specific strength/ weakradsa specific NSI component
and also shows the impact or outcomes of FDI infiowVietnam.  This

suggests that the nature of NSI components andntberelationship among
them could influence the nature of FDI outcomes iparticular economy. In
other words, the nature of growth of FDI inflow atiee shape of outcomes
could be significantly influenced by the nationantext, that is, innovation
system.

7. Conclusions

We set out to explore the possible relationshipvben the characteristics of the
NSI and their impact on FDI outcomes using the cabeVietnam and
employing descriptive data. We adapted a NSI-FDiceptual framework from
Baskaran and Mammo (2009) that proposed three tgbeNSIs — strong,
relatively strong, and weak and corresponding FDtcomes — high end,
medium or average end, and low end. Although wes hesed qualitative and
descriptive data, we have shown that differencethéncharacteristics of NSI
can lead to different FDI outcomes. The FDI outcenmeVietnam, which has a
relatively well functioning/relatively strong NShave been mixed and at the
medium or average level which included significamntribution to GDP,
significant exports, some technology transfer, ifiggmt capital formation, and
significant domestic linkages and skills developmen

To generalise, our study on Vietnam suggests behature and characteristics
of a specific NSI can impact on how effectively #@l flows and how it can be
transformed into tangible economic benefits. Despiie limitations of the
descriptive data our paper has shown that the emand characteristic of the
NSI can impact on the nature of FDI flows to a dopland also can shape the
outcomes, other things being equal. Therefores important particularly for
developing countries to build systematically thidil in order to both attract
guality FDI and to achieve better outcomes.
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