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DETERMINING RELATIONSHIP BETWEEN FOREIGN DIRECT
INVESTMENT INFLOW AND TRADE BALANCE IN VIETNAM

SUMMARY

Dang Ngoc Huyen Trang , Duong Thi Thuy Linh
TNU University of Technology

Foreign direct investment (FDI) inflows and trade balance are two important factors in balance of
payment. In Vietnam, quite a long time trade account always is deficit and FDI inflows is higher
than FDI outflows. Does the success in attracting FDI cause trade balance be deficit? Johansen test
for cointegration result confirms the long run moving together between them in Vietnam. From
some characteristics of FDI infows, export and import values, we want to find the long run
relationship between them by using Johansen test for cointegration and then using vector error-
correction model to find the long run and short run causality running from export and import
values to FDI inflows. Then we find the causality in short run and long run running from trade

balance to FDI.

Key words: FDI; export; import; unit root; Johansen test; causality.

INTRODUCTION

An inward investment involves an external or
foreign entity either investing in or
purchasing the goods of a local economy. A
common type of inward investment is a
foreign direct investment (FDI). This occurs
when one company purchases another
business or establishes new operations for an
existing business in a country different than
the investing company's origin.

In developing or low income countries,
investment demand is larger than saving, the
outsourcing is very important to robust the
development of economies. Vietnam is in the
same situation. By reforming economy and
opening the door, Vietnamese economy can
gain high growth rate, average rate during
period 1990 — 2015 was above 6.5% (World
Bank) [9] where the role of FDI would not be
ignore. FDI helps increase amount of
employment, compensate the shortage of
capital to increase investment, enhance the
transfer of technology and promotes the
integration in the global economy.... but The
most important role of FDI enterprises in
Vietnam is to increase in export value of
Vietnam. Their export values were around
572% and 62.5% in 2005 and 2014

: Tel: 0915208709; Email: Dangngochhuyentrang@gmail.com

respectively, helping the national economic
open and integration of  economic
globalization.

The FDI inward including numbers of projects,
total registered capital and implementation
capital increase as time path, detail in figurel.
Particularly, shardly increasing in 2008 of
registered capital, but falled after that, however
the implementation capital increase all phrase
from 1990 to 2014. Vietnam is successful in
attracting FDI inflow in ASEAN only after
Singapore in recent years, detail in figure 2.
After 2012 FDI inflow in Vietnam is nearly
close to Thailand and Malaysia and far from
other countries likely Lao, Combodia,
Myanmar, Philippin. Specially, the speed of
increasing FDI inflow is quite smooth, it is not
likely Malaysia or Thailand, fluctuating a lot,
particularly recent years. VietnameseFDI
ourward, the value is very small at the
beginning of period 1990-2014 and then
increase some years in the mid, after that it
continues to decrease. In short, FDI outflow is
small value and unstability in all period from
1991 to 2014.

International trade including export and
import values increases all phrases with
special characteristics. Firstly, most of this
period import value is higher than export
value, meaning that trade deficit, only being
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surplus some recent years from 2012 (World
Bank) [9]. Secondly, the export value from
domestic sector decrease from around 73% in
1995 to 32.6% in 2014 whereas foreigned
sector’s export values increase from around
29.7% to 76.4%.

Figure 1. FDI projects licensed during period
1988 — 2015
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(Source: General Statistics Office of Vietnam [8])

Figure 2. FDI inflows in some countries in ASEAN
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(Source: UNCTAD [7])

Thirdly, the import value from the domestic
sector is around 82% and 43% in 1995 and
2014 respectively, while foreigned sector’s
import value is 18% and 57%, shown in
figure 3, 4 and 5. The most important thing,
Vietnam signed FTAs and have trade
relationship  with many partners over the
world. Likely, in 1995 became member of

ASEAN (AFTA), Vietnam- USA bilateral
trade Agrement in 2000; Asean — China FTA
(2004); Asean — Korea (2006), member of
WTO in 2007;... Only in 2013, Vietnam had
trade goods and services with 240 countries
and territories (VCCI). These events can help
Vietnam is easier to import and export goods
and services to the rest of the world.

From some characteristics of FDI infow,
export and import values We want to find the
long run relationship between them by using
Johansen test for cointegration and then using
vector error-correction model to find the long
run and short run causality running from
export and import values to FDI inflow.
Figure 3. Exports and imports (% of GDP)
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Figure 4. Export values by kinds of economic sectors
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Figure 5. Imports values by kinds of economic sectors
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SOME LITERATURES ABOUT THE
FACTORS AFFECTING ON FDI INFLOW
IN VIETNAM

A numorous literatures study about the factors
affecting to attract FDI inflow. In Vietnam,
researchers find some factors affect on
attracting FDI inflow as follows:

Hoang Thi Thu (2010) [5] using OLS
estimation method to determine the factors
attracting the FDI in Vietnam and finding that
market size, GDP growth, trade openness and
better infrastructure development are factors,
but not found a strong relationship between
FDI and human capital quality. Tam Bang Vu
(2008)[4] using time-varying coefficients in an
augmented production function and let FDI
indirectly affect Gross domestic product
growth through labor productivity and find that
FDI has significant and positive effect on labor
productivity and economic growth in Vietnam,
but the effect is not equally distributed among
economic sectors. Hoang Thi Thu (2010) [5]
using panel data method across sixty-one
provines in 1995-2006 shows the strong and
positive the effect of FDI on growing the
Vietnamese economy.

Le Hoang Ba Huyen (2015) [3] using
questionaires to determine the main factors
affect on attracting FDI in Thanh Hoa
provine. The result shows that availability of
resources factors, infrastructure factors and
financial factors are significant. Shiba
Shankar (2016) [6] wusing Johnson Co-
integration test for find out the long run
relationship between GDP, FDI. Danish
Ahmed Siddiqui (2013) [1] using Johansen
Juselius co-integration technique and the
Granger causality test and find out the long
run relationship between FDI and current
account and long run causality between FDI
and current account in Pakistan economy.
James P. Walsh (2010) [2] using a GMM
dynamic approach to address concerns about
endogeneity and analyze the various
macroeconomic, developmental, and
institutional/qualitative determinants of FDI

in a sample of emerging market and
developed economies.

For this study I will find the long run
relationship between FDI, export and import
value in Vietnam by using Johansen test co-
integration and running vector error correction
model to find out the short run and long run
causality between FDI, export and import.

DATA, METHODOLOGY

To reinforce this relationship between FDI,
export and import [ use data from 1996 to 2014
and Johansen tests for cointegration and then
testing the causality running from exportation
and importation to FDI inflow. For this study
data have been taken from two sources as
dependent variable and independent variables.
Dependent variable is inward Foreign Direct
Investment (FDI), Inward FDI data is extracted
from UNCTAD database.

Independent variables include export and
import goods and services as percentage of
GDP. They are extracted from Worldbank. I
have given co-integration equation:

LFDI; = a,+B1Export+p2Import+U;

Where LFD], : natural log of total inward FDI
in period t; export, as a share of GDP in
period t=export/GDP; Import; as a share of
GDP in period t=import/GDP; U, is
disturbance.
To wuse Johansen co-integration test all
variables must be non-stationary in level and
stationary in the first order different. To serve
my purpose Augmented Dickey Fuller (ADF)
test is applied to check unit root of variables
and then if existing co-integration between
them I use the VECM to find the long run and
short run causality between FDI inflow,
export and import.

RESULTS
Unit root test

Using ADF test with three variables, log of
FDI inflow, export and import to test which is
variable stationary in level and the results of
ADEF test in level as in table 1.

167



Ding Ngoc Huyén Trang va Ptg Tap chi KHOA HQC & CONG NGHE 175(15): 165 - 170

Table 1. Augmented Dickey Fuller test (at level)
1% Critical 5% Critical 10% Critical

Variables s;l;ll‘;?sc‘cic value value value Result
-3.750 -3.000 -2.630

IFDI -0.214 Significant at 1%

Export -0.155 Significant at 1%

Import -0.852 Significant at 1%

(Source: Data base compiled by author)
Absolute value of Trace statistic is less than critical value at 1%, all variables are non-stationary
in level. Then I test unit root for the first different of all variables and the result in table 2.

Table 2. Augmented Dickey Fuller test (at first different)
1% Critical 5% Critical 10% Critical

Variables ~_1race value value value Result
statistic
-3.750 -3.000 -2.630
IFDI -2.690 Significant at 10%
Export -3.982 Significant at 1%
Import -4.470 Significant at 1%

(Source: Data base compiled by author)

Absolute value of trace statistic of export and import is greater than critical value at 1%, meaning
that they are stationary in the first different at 1%, absolute value of trace statistic of natural
logarithm of FDI is greater than critical value at 10%, IFDI is stationary at 10% in the first
different. It shows all the variables of our study are integrated of order one.

Co-integration Test

After ADF test for all variables at level and at first different, satisfying condition to test Johansen
co-integration, we have the result as table 3. We see both trace statistics and max statistics give
the same result. Absolute Trace statistic is 13.09 is less than critical value 15.41 at 5%. And max
statistic is 13.01 is less than critical value at 5%. That is the number of co-integration between
three variables equals one. We can conclude foreign direct investment inflow, export and import
have long run relationships, meaning that they move together in the long run. Because three
variables are co-integration, we can run VECM model to find the long run and short run causality
between them.
Table 3. Johansen tests for cointegration
Johansen testa for cointegration

Trend: conatant Number of oba = 16

Sample: 1999-2014 Lags = 3
maximum . trace 5% critical
rank parms LL cigenvalue statistic value

0 21 -67.856956 53.1337 29.68
1 26 -47.836806 0.91812 13.0934 15.41
2 29 -41.327645 0.55676 0.0751 3.76
3 30 -41.290106 0.00468 |
maximum . max 5% critica
rank parms LL cigenvalue statistic value
0 21 -67.856956 40.0403 20.97
1 26 -47.836806 0.91812 13.0183 14.07
2 29 -41.327645 0.55676 0.0751 3.76
3 30 -41.290106 0.00468
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Table 4. VECM model with log of FDI inflow as dependent variable

(1) [D_Ifdi] LD.export=0
(2) [D_Ifdi] L2D. export=10

chi2( 2) = 19.71

Prob > chi2 = 0.0001

(1) [D_Ifdi] LD.import=0
(2) [D_Ifdi] L2D. import=0

chi2( 2) = 14.60
Prob>chi2 = 0.0007

(Source: Data base compiled by author)

Table S. Testing short run causality jointly running from export lag and import lag to FDI

coef. Std. Err. P>z (95% Conf. Interval)
D _Ifdi
_cel
LI1. -.5852405 .1654529 -3.54 0.000 -.9095222 -.2609589
Lfdi
LD. 2563259 2346701 1.09 0.275 -.203619 7162708
L2D .0008458 2292424 0.00  0.997 -.448461 4501526
export
LD. .0055525 .014846 0.37 0.708 -.0235451 .03465
L2D. .0677006 0153918 4.40 0.000 .0375331 .097868
import
LD. -.032951 .0169294 -1.95 0.052 -.0661319 .00023
L2D. -.0579207 .0153619 -3.77 0.000 -.0880295 -.0278119
_cons -.2757553 .0978923 -2.82 0.005 -.4676207 -.0838899

Vector Error Correction Model

I use the FRE criterion to select the lag order
to run regression and the number of lags used
1s three, the result as in table 4. Coefficient of
cel is negative and P-value is zero, meaning
that the long run causality running from
export and import to FDI inflow is significant,
meaning that in the long run export and
import cause FDI inflow in Vietnam.

How about the short run causality, export lag
2 and import lag 2 are significant, they affect
on the FDI. However, export lag 1 and import
lag 1 in short run do not cause FDI inflow. |
take add more one test to know export lag 1
and export lag 2 jointly affect on FDI and
import lag 1 and import lag2 jointly affect on
FDI. The result is as in table 5. Theprobability
for both export lag 1, export lag 2 and import
lagl, import lag 2 are jointly causality to FDI
is significant, meaning that export lagl and
lag2 jointly affect on FDI inflow in the short
run and the same with import lagl and lag2
on FDI inflow.

CONCLUSION

Vietnam opened the door to foreigners to
invest and get successes. GDP per capita is
2052.319 current USD in 2014 (World Bank)

(Source: Data base compiled by author)
[9], average economic growth in period 1995-
2014 is above 6.5% (World Bank) [9],
openness index of economy calculated by
import plus export value over GDP increase
on the time path and get 178.76 in 2015.
Foreign capital resources contribute an
important role in this process. To attract more
FDI inflow beside other fundamental factors
like market size, exchange rate, GDP per
capita or improving infrastructure, laws,
financial system, open to trade is deciding
factor. This result is the same with Hoang Thi
Thu (2008) [5].

By using Johansen test and again this paper
shows that open to trade and FDI have long
run relationship, one side trade balance deficit
occurred for many years, the other side FDI
inflow have increased. And reason that
Vietnam can attract more FDI is speed of
open to trade rapidly. By running vector error
correct model, import and export are jointly
short-run causality running from trade
balance to FDI and also are long-run causality
to stimulate foreigners to invest in Vietnam.
This result can give a direction orientation to
policy makers in Vietnam, finding the
solution to increase open to trade is the first
priority to attract more FDI.
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However from the data and result analysis we
can see the cause of attraction of FDI inflow
is easy to take advantage conditions
inexportation and importation. The value of
both importation and exportation increase
significantly from FDI enterprises and
decrease significantly from domestic sector.
This signal is not good for the domestic
sectors. The input and technology for
production process of FDI enterprises are
imported, meaning that domestic sectors have
less roles in the supply chain of theirs so they
are easy to change to other countries if
Vietnamese investment conditions become
more difficult or government want to tight
more conditions likely increasing taxes or
environmental dispute.

Secondly, the value of exportation of
domestic sectors decreases significantly
following the time. This condition can prove
that the competitiveness capacity of
Vietnamese enterprises is falling in the
international market.

Thirdly, Vietnam had signed the free trade
agreements in order to facilitate the import
and export activities. However, the import-
export value of the domestic sector has
decreased over time, which indicates that only
the FDI sector has taken advantages of these
incentives. This reason may be the most

TOM TAT

important one why foreign direct investments
want to invest in Vietnam.
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XAC PINH MOI QUAN HE GIUA NGUON PAU TU TRUC TIEP NUOC NGOAI
VA CAN CAN THUONG MAI O VIET NAM

Ping Ngoc Huyén Trang , Dwong Thi Thity Linh
Truong Dai hoc Ky thudt Cong nghiép — DH Thai Nguyén

Dong vbn dau tu truc tiép nude ngoai (FDI) va can cin thuong mai 1a hai yéu té quan trong trong
can can thanh toan. Trong khoang thoi gian dai (1986-2012) can can thuong mai cua Viét Nam
luén bi thim hyt va dong von FDI chay vao ludn cao hon. Thanh cong trong viéc thu hiit FDI co
phai 14 nguyén nhén khién cho can can thuong mai bi tham hut? Chung t6i st dung kiém dinh
Johansen tim kiém méi quan hé nguyén nhan két qua giira can can thuong mai va FDI. Bang cach
st dung thir nghiém Johansen dé hop nhat va sau d6 sir dung vach 16i chinh stra, tir mot sé dic
diém ctia FDI, gia tri xuat khau va nhap khau, ching t6i da tim ra bang chimg can can thuong mai
la mot phan nguyén nhan dan dén thanh cong trong thu hit dau tu truc tiép nudc ngoai ngay ca

trong ngan han va dai han.

Tir khoéa: FDI; xudt khau,; nhdp khdu; unit root; Johansen; quan hé nhin qud.
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