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Abstract - Since the "DoiMoi" reform launched in 1986, Vietnam’s economy has been one of the fastest growing countries 
in ASEAN region. Vietnam stands out as a nation with a high political and social stability, which attracts investors from 
various partner countries. Foreign direct investment (FDI) inflows play a significant factor that stimulates economic growth 
and development in any developing country. Hence, it is crucial to examine the determinants that attract FDI in Vietnam, 
while highlighting their both positive and negative effects to govern the prospects.  The results of this research confirm that 
Becoming official member of WTO, Exchange rate, Foreign direct investment outflows and Mobile cellular subscriptions 
are robust driven factors of FDI inflows in Vietnam. Amongst those four, joining WTO is the factor that has the strongest 
positive impact on incoming FDI of Vietnam from 2000 to 2016. Other explanatory factors are proved fragile to determine 
incoming FDI of Vietnam in this period. 
 
Keywords - Foreign Direct Investment, Vietnam. 
 
I. INTRODUCTION 
 
After 1986, Vietnam has increasingly integrated into 
the global economy. Since the first Law on 
Investment was launched in December 1987, the 
country has made numerous openness policies 
governing FDI to make it more attractive for foreign 
investors. Large amount of bilateral and multilateral 
free trade agreements were signed, which has 
facilitated for international cooperation and business. 
Currently, in 2016, FDI value into Vietnam reached 
the peak of 12,600 million US dollars, accounted for 
6.14 per cent of GDP (World Development Indicators 
2017, 2017). 
 
In general, FDI not only has brought a considerable 
amount of capital to the Vietnamese economy, 
offered modern technology, brought along managerial 
expertise; but also actualized capabilities and 
resources of the host country to create more 
industries, products and occupations.  
 
This research primarily aims to define the major both 
economic and non-economic determinants of FDI in 
Vietnam at the beginning of 21st century by revising 
the most current literature review and analyzing the 
data in the updated period of 2000 to 2016. The 
purpose of this research is to promote FDI, and, 
therefore, Vietnamese economic development.  
By considering above-mentioned objectives, the 
research questions can be defined as following: (1) 
what are the major driven economic and non-
economic determinants that govern FDI inflows in 
Vietnam? (2) How do these major determinants 
influence FDI? Which ones are robust? Which ones 
are weaker? 

II. LITERATURE REVIEW  
 
2.1. Economic determinants and indicated proxies 
Host market sizes 
This factor can be indicated by national economic 
indexes such as GDP, GDP growth, GDP per capita, 
GNP and so on. There are huge number of empirical 
studies confirmed the positive relationship between 
host market size and FDI inflows (Chakrabarti, 
2001). Bevan and Estrin (2000), Chakrabarti(2001), 
Ito and Rose (2002), and Farrell, Gaston, & Sturm 
(2000) all proved in their studies a positive 
correlation of GDP, GDP growth and FDI inflows 
into the host country. GDP per capita is also a robust 
factor that stimulates the FDI inflows, which 
confirmed by Chakrabarti(2001). Consequently, host 
market size is considered as an undeniable 
determinant that contributes to the growth of FDI. 
Labor factors 
There are controversies among FDI-related studies 
about the relationship between labor factors and FDI 
inflows. In terms of labor cost, Matsuoka (2001) and 
TeVelde and Morrissey (2002) confirmed a positive 
relationship of it with FDI inflows. Whereas Blonigen 
and Slaughter (2001) stated that FDI is associated 
negatively with this factor.  In terms of human 
capital, which is ‘the stock of knowledge, skills, and 
abilities that determine the labour productivity of an 
individual’, Hashimzade, Myles, & Black (2016), 
UNCTAD (2002) defined that FDI has a positive co-
movement with this factor; while Dunning, Hoesel, 
&Narula(1996) confirmed that this relationship is 
negative.  
International trade 
International trade factors may include several factors 
such as import, export, trade volume/GDP, degree of 
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economic openness and bilateral exchange rate. 
Numerous studies conducted discussed about the 
impact of international trade factors on FDI inflows. 
For example, Wang and Swain (1997 ) showed the 
negative impact of import factor on FDI, while 
Farell(2000) proved that these two had a positive 
relationship. Trade volume was mentioned in the 
study of Habib &Zurawicki(2002) as a factor that is 
associated positively with FDI. Chakrabarti(2001) 
also found a positive influence of economic openness 
on FDI inflows, whereas the study of Smarzynska 
and Wei (2002) proved the reverse. In terms of 
bilateral exchange rate, Wang & Swain (1997) has 
showed a positive relationship of it with FDI. Hence, 
it can be concluded that international trade 
contributes an important part in stimulating FDI. 
 
Government Policies 
Government policies is an inevitable driven-factor 
that influences FDI. Taxes policies, investment policy 
and inflation rate are such possible determinants of 
FDI. This statement was evidenced by numerous 
studies of researchers such as Hines (1996) and 
Chakrabarti (2001). 
 
2.2. Non- economic determinants and indicated 
proxies 
Non-ecomomic determinants may include but not 
limited to law and regulations, geographic distance, 
infrastructure development, political stability, 
languages and other qualities of institution. 
Infrastructure development 
Some common proxies for infrastructure 
development are number of telephone, number of 
mobile phones and number of internet user. 
Chanegriha, Stewart, &Tsoukis (2017) supported the 
statement that infrastructure development has positive 
impact on incoming FDI into a country. 
Geographical factors 
Distance of capital city has been proved to have 
particular impact on FDI. This was mentioned in 
studies of Ito & Rose (2002) and Smarzynska& Wei 
(2002). Another factor is geographical location was 
raised by Chanegriha, Stewart, &Tsoukis(2017). 
They found that coastal countries tend to get more 
FDI and countries with more than three boundaries 
tend to attract more FDI than fewer boundaries 
countries. 
Political stability 
Political stability is also one of the unquestionable 
determinants of FDI. Morisset(2000) and Bevan & 
Estrin (2000) both pointed this factor in their FDI-
related studies. 
Languages 
Chanegriha, Stewart, &Tsoukis (2017) found that 
language is a significant determinant in attracting 
FDI. To be more specific, countries where Arabic and 
Spanish are the main languages receive higher 
incoming FDI, ceteris paribus, whereas countries 

where English and French are the main languages do 
not have any noteworthy increases in incoming FDI. 
Institutional quality 
Masron& Abdullah (2010) and Chanegriha, Stewart, 
&Tsoukis (2017) supported the notion that a rise in 
institutional quality, which indicated by greater 
democracy and lower conflict, would strengthen the 
new incoming FDI. 
 
2.3. Previous studies of determinants of 
FDIinflows in Vietnam 
A limited number of researches related to FDI inflow 
in Vietnam includes (Hoang , 2006), (Nguyen & 
Nguyen, 2007), (Pham, 2008), (Anwar & Nguyen, 
2010), (Nguyen, Zhang, & Tran, 2012), (Nguyen & 
Zhang, 2012), (Nguyen & Hua, 2013), (Hoang, Do, 
Bui, & Dang, 2013) and(Trinh & Nguyen, 2015). 
Those studies considered both economic and non-
economic driven factors. Different authors might 
choose different proxies for a same determinant. 
Some studies shared the same empirical findings in 
the co-movement of a particular proxy with FDI 
inflows into Vietnam, while some showed the 
reverse. Almost all of them used panel data to form 
the model and perform analysis.  
 
Most of those studies applied simple linear regression 
models and least-square regression models to define 
the coefficient between FDI inflows and considered 
proxies, each model included a limited number of 
explanatory variables of interest. From above 
summary, it is found that the findings of some studies 
showed contrast emperical findings on a same 
variable. For instance, Trinh & Nguyen (2015) 
proved that ‘telephone lines’, which was proxy of 
‘infrastructure development’ determinant, had a 
negative impact on FDI inflows into Vietnam; while 
the study of Anwar & Nguyen  (2010) pointed out 
that the relationship between these two varibles are 
positive. These inconsistent outcomes amongst 
previous studies might due tothe difference in model 
specification, which includes but not limited to the 
choice of data period, number of proxy and 
independent variables. Those different researches did 
run linear regressions using different set of 
variables.In my concern, it is difficult to know 
amongst all of those results, which ones are truly 
significant and which ones are only the results due to 
omitted-variable bias. An omitted-variable bias 
example is that variable x1 is significant when the 
regression include n of variables, but it becomes 
insignificant when variable x2 is included. 
 
Thus, in my research, I would like to advance this 
line of research on the determinants of FDI in 
Vietnam in several ways. Firstly,this research uses a 
more comprehensive set of variables. I include all 
possible available explanatory variables suggested by 
previous studies, which I classified into two groups: 
“economic determinants” and “non-economic 
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determinants”. Secondly, I apply an Extreme Bounds 
Analysis (EBA), which could resolve the omitted-
variable bias concern in defining robust determinants 
of FDI. It was also applied in cross-country context in 
the researches of Chakrabarti(2001), 
Moosa&Cardak(2006), Moosa(2009) and 
Chanegriha, Stewart, &Tsoukis(2017).  
 
III. ESTIMATION METHODOLODY 
 
3.1. Extreme Bounds Analysis concept 
Extreme Bounds Analysis (EBA) is a sensitivity 
analysis, which was first developed by Leamer 
(1983), subsequently contributed by Granger 
&Uhlig(1990) and Sala-i-Martin (1997). This 
analysis is mainly used for determining the most 
extreme possible estimate for a set of variable in a 
linear regression and a fixed subset of coefficients. In 
comparison with traditional econometric theory, EBA 
test is more rigorous to test the specification 
uncertainty. It combines prior information and a 
systematic approach to test the fragility of coefficient 
estimates (Ghosh & Yamarik, 2004). 
 
In this research, I would like to apply the EBA 
version developed by Sala-i-Martin in 1997, which 
Chanegriha, Stewart, &Tsoukis (2017) also 
undertook to define the robustness of FDI’s 
determinants in their cross-country study. Basically, 
this test works as follows. The regressions that would 
be tested take the following regression form: 

γ = α + β . y + β . z + β . x + ϵ(1) 
 
In Eq. (1), γis the dependent variable that is taken into 
consideration; y, z, and xj are independent variables 
selected from a pool of N available explanatory 
variables suggested by past theories and empirical 
researches. Following Levine and Renelt (1992), y is 
a set of exactly three fixed variables that always show 
up in the regressions because they are considered to 
be priori to be important determinant of γ. Next, z is 
any variable of interest that need to be tested; and xj 
is any jth combination of up to three additional 
variables taken from the pool of variables that do not 
include y and z. Each model j = (1, 2, … , M) gets a 
corresponding coefficient, β , that determines the 
correlation of variable z and γ in the equation, and a 
standard deviation, σ  Finally, ϵ is an error term.  
In the past versions of the EBA test, Leamer (1983, 
1985) and Leamer& Leonard (1983) tested the 
robustness of a coefficient based on its Extreme 
Bounds (EB). A LowerEB and an UpperEB under the 
following formulas define the EB of a coefficient: 

LowerEB =  β − 2σ  

UpperEB =  β + 2σ  

whereβ  is the lowest value of β  and 

β  is the highest value of β . If the Extreme 

Bounds of a coefficient are on the same side, that 
coefficient is significant and the variable is defined as 
robust; and vice versa. However, in his research, 
Sala-i-Martin (1997) argued that this test is too 
restrictive for any variable to be regarded as robust. 
 
In his EBA version, Sala-i-Martin defined robustness 
of each variable based on the fraction of cumulative 
distribution function (CDF) of its coefficient that lies 
to each side of zero. To be more specific, any variable 
z is robust if more than 90% of CDF for β  is 
positive and a variable is determined fragile 
otherwise. Thus, to define the robustness of each 
variable z, calculating CDF(0) needs to be taken in 
consideration. CDF(0) indicates the larger of two 
areas under the distribution function of β  in any side 
of zero, therefore, 0.5 ≤ CDF(0) ≤ 1. However, it is 
impossible to acknowledge the exact form of each 
distribution at the first place. Hence, the test would be 
executed under both of two different cases. 
 
Case 1: If the distribution of the coefficient β  across 
models is normal, CDF(0) formula are as following: 
CDF(0) = ϕ(0|β , σ ) ifϕ 0 β , σ ≥ 0.5 

CDF(0) = 1 − ϕ(0|β , σ )ifϕ 0 β , σ < 0.5 
where ϕ denotes the cumulative distribution 

based on the standard normal distribution; β  is the 

average value of M β , β = ∑ β  ; σ  is the 

average of the coefficient variances, σ = ∑ σ . 
Case 2:  If the distribution of the coefficient β  
across models is not normal, CDF(0) could be 
calculated as the average of all individual CDF for 
each jth regression in the total of M regressions. It 
follows the following formula: 

CDF(0)∗ = ∑ F 0 β , σ (4) 
where CDF(0)* indicates the cumulative 

density function of β  when they non-normally 

distribute across models; F 0 β , σ  is the CDF 
for the each  jth regression. 
 
Following Salai-i-Martin (1997), the research applies 
the following criteria to determine the robustness 
level of variables: 

Table 1. Robustness Determination Criteria (Salai-i-Martin, 
1997) 

CDFs value Robu
stness 

Lev
el 

Denot
ed 

CDF(0) ≥ 0.99 or CDF(0)* 
≥ 0.99 

Robu
st 

0.99 *** 

CDF(0) ≥ 0.95 or CDF(0)* 
≥ 0.95 

Robu
st 

0.95 ** 

CDF(0) ≥ 0.90 and CDF(0)* 
≥ 0.90 

Robu
st 

0.90 * 

Otherwise Fragil
e 

  

(2) 

(3) 
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3.2. Data description 
This current research employs panel data that 
contains a number of economic and non-economic 
factors of Vietnam from 2000 to 2016. To conduct 
the EBA test, the research considers as many 
explanatory variables as possible. Table 2 lists out 
the dependent variable, 18 explanatory variables and 
description for all of them. Except for one dependent 
variable that is foreign direct investment, there are 18 
explanatory variables, which are proxies for possible 
determinants of Vietnam incoming FDI, were chosen 
based on literatures. 

Table 2. Data description 
Variable 

code Variable description 

CAB Current account balance (BoP, current 
US$) 

EXP Exports of goods and services (current 
US$) 

EXR Official exchange rate (LCU per US$, 
period average) 

FDI/GDP Foreign direct investment, net inflows 
(% of GDP) 

FDIO Foreign direct investment, net outflows 
(% of GDP) 

GCF Gross fixed capital formation (% of 
GDP) 

GDP GDP (current US$) 
GDPG GDP growth (annual %) 

GDPP GDP per capita, PPP (current 
international $) 

GFCE General government final consumption 
expenditure (% of GDP) 

IMP Imports of goods and services (current 
US$) 

INFL Inflation rate, GDP deflator (annual %) 

LAW 
Promulgating Unified Enterprises & 
Amending Investment Law in 2005 
dummy 

LPR Labor Productivity = GDP, PPP/Total 
number of Labor Force 

MOBI Mobile cellular subscriptions (per 100 
people) 

OPEN Economic Openness = Trade (% of 
GDP) 

TEL Fixed telephone subscriptions (per 100 
people) 

TTRADE Taxes on international trade (% of 
revenue) 

WTO Becoming official member of WTO 
since 2007dummy 

 
3.3. Model specification 
Following the standard of EBA test and Sala-i-Martin 
(1997), each specific jkth regression takes the 
following equation: 

= α + β . Y + β . Z + β . X + ϵ (5) 

is the FDI inflows as a percentage of GDP into 
Vietnam. 
For the set of three fixed variables represented by Y, 
these variables need to meet some requirements. For 
instance, these three variables were used widely in 
the literature, they have to be evaluated in the 
beginning of the interval and they have to be 
appeared ‘robust’ in the sense that it does make sense 
in all regressions in the previous studies of FDI’s 
Determinants in Vietnam (Sala-i-Martin, 1997). 
Based on that, I took out GDPG (GDP growth rate), 
OPEN (Openness to trade) and WTO (Becoming 
official member of WTO since 2007) from 18 above-
mentioned explanatory variables to be contained in Y.  
 
Zk is any variable of interest that is taken from the 
rest of variables, thus, k = (1,…,K), with K = 18 −
3 = 15. 

Final, Xjk stands for jth combination of three 
variables taken from the pool of data that does not 
include variable Zk and three variables of Y, 
j=(1,..,M). For each k = (1,…,K), all the possible set 
of 3 from 14 remaining variables are considered.  

The aim is to determine the statistical 
significance of coefficient β  on each kth variable of 
interest in every possible combination of three 
variables included in X . 
 
IV. RESULTS AND DISCUSSIONS 
 
This research employs ExtremeBounds package in R 
software (Hlavac, 2016) to perform all the regressions 
and Sala-i-Martin’s EBA tests. The empirical results 
of the EBA applications are presented in this section. 

Partly following Sala-i-Martin (1997), I 
break down this section into two main parts. The first 
one shows the results for the EBA test on three fixed 
variables. The other summarizes the results for all 
remaining variables of interest. 
 
4.1. Results for fixed variables 
To test the robustness of three fixed variables that 
always exist in all regressions and gain confidence on 
them, I conducted the EBA test allowing each of the 
fixed variables to be the variable of interest, 
meanwhile keeping the other two as fixed variables in 
all regressions and allowing for all possible 
combinations of three amongst 15 remaining 
variables. 
 
Table 2 summaries the results of EBA test on three 
fixed variable, which are GDPG, OPEN and WTO. 
Column (0) tells the number of regressions generated 
in the EBA test for each fixed variable. Column (1) 
reports the variables under consideration, column (2) 
states the average coefficient for the variable over all 
regressions used in the EBA test, and Sala-i-Martin’s 
(1997) normal CDF, non-normal CDF are reported in 
column (3) and (4) respectively. Bold emphasis 
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shows that the variable is robust based upon Sala-i-
Martin’s criteria. 

 
Table 2. EBA application results for Fixed Variables 

Variable of 
Interest 

(1) 

Average 
Coeff. 

(2) 

CDF(0
) 

(3) 

CDF(
0)* 
(4) 

GDPG - 0.324 0.7509
5 

0.759
51 

OPEN 0.043 0.8679 0.804
97 

WTO 4.529*** 0.9999
5 

0.995
97 

 
Based on criteria mentioned in Table 1, it could be 
seen that amongst three core variables, only variable 
WTO which presented for Being official member of 
WTO event of Vietnam is a robust determinant of 
FDI inflows into Vietnam, at the 0.99 level. The 
average coefficient of 4.529 amongst 576 regressions 
proves a highly strong positive relationship between 
being a member of WTO and FDI inflows into 
Vietnam. This result is consistent with the findings of 
previous researches such as Hoang, Do, Bui, & Dang 
(2013), Nguyen & Zhang (2012) and Nguyen, Zhang, 
& Tran (2012). 
Whereas, the other two variables GDPG (GDP 
Growth rate) and OPEN (Openness to Trade) are 
presented with both CDF(0) and CDF(0)* are under 
0.90. This is considered as strong evidence against 
the statement in a number of researches that GDPG 
and OPEN are significant determinants of FDI 
inflows into Vietnam. 
 
4.2. Results for all other explanatory variables 
Table 3 summaries the EBA application results with a 
total of 1904 regressions and all 18 explanatory 
variables under consideration.  With both CDF 
exceed the value of 0.90, there only four variables 
passed the test and proved to be robust determinants 
of FDI inflows into Vietnam. Those are Current 
account balance (CAB), Official exchange rate 
(EXR), Net outflows of foreign direct investment 
(FDIO) and Mobile cellular subscriptions (per 100 
people) (MOBI). 
 
Current account balance, a proxy for Government 
Policies, is proved to have no co-movement with FDI 
inflows with the average coefficient value is equal to 
zero to the level of 99% (denoted ***). This is a 
conflict with the research of Chanegriha, Stewart, 
&Tsoukis (2017) where Current account balance is a 
significant determinant and had a negative impact on 
FDI inflows. 
 
Official exchange rate and Net outflows of foreign 
direct investment, proxies for International Trade, 
with negative average coefficient, significantly shows 
a negative impact on FDI inflows into Vietnam, 
which is inconsistent with all previous empirical 

findings of Anwar & Nguyen (2010) and Trinh & 
Nguyen (2015). EXR is significant to the level of 
99% (denoted ***) and FDIO is significant to the 
level of 95% (denoted **). 
 
Mobile cellular subscriptions (per 100 people), an 
indicator of Infrastructure Development, is also 
negatively correlated with FDI inflows into Vietnam 
with an average coefficient of - 0.033. MOBI is 
significant to the level of 99% (denoted***). This 
result is consistent with the finding of Trinh & 
Nguyen (2015) but contrast to the outcome of Hoang 
(2016). 

 
Table 3. EBA application result for variables of interest 
Variable of 

Interest 
(1) 

Average 
Coeff. 

(2) 

CDF(
0) 
(3) 

CDF(0
)* 
(4) 

CAB 0*** 0.994
36 

0.9856
7 

EXP 0 0.563
43 

0.5742
5 

EXR - 0.001*** 1 0.9990
7 

FDIO - 2.374** 0.988
53 

0.9629
8 

GCF 0.056 0.672
76 

0.6166
5 

GDP 0 0.931
52 

0.8262
6 

GDPP - 0.005 0.912
3 

0.7312
5 

GFCE -0.13 0.537
3 

0.5321
1 

IMP 0 0.762
54 

0.6432
5 

INFL - 0.008 0.585
53 

0.5482
2 

LAW 0.233 0.564
41 

0.5523
5 

LPR 0.003 0.857
87 

0.5 

MOBI - 0.033*** 0.997
87 

0.9567
2 

TEL 0.015 0.576
09 

0.5576
9 

TTRADE 0.123 0.807
71 

0.7728
1 

 
Apart from those four variables, remaining variables 
are shown fragile determinants to FDI inflows of 
Vietnam because either of each’s CDFs is under 0.90. 
Comparing this outcome to previous studies on 
determinants of FDI inflows into Vietnam brings 
some brand new insights. When GDP and GDP per 
capita are significant in almost previous researches, 
they are proved to be non-robust variables in this 
research. Furthermore, Exports and Imports, two 
common proxies for International Trade, presented 
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significant in other researches, but fragile in the 
findings of this research. This research also found 
Gross fixed capital formation (GFC), General 
government final consumption expenditure (GFCE), 
Taxes on international trade (TTRADE), 
Promulgating Unified Enterprises & Amending 
Investment Law in 2005 (LAW) and Inflation rate 
(INFL), indicators for Government Policies, to be 
fragile, which is contrast to the argument of Nguyen 
& Hua (2013). Finally, the non-robustness result for 
variable Labor productivity (LPR), a proxy of Labor 
Force, is consistent with the finding of Hoang (2006), 
but opposite to the findings of Anwar & Nguyen 
(2010) and Trinh & Nguyen (2015). 
 
4.3. Limitations and future studies 
In the attempt to identify the economic and non-
economic determinant factors of FDI inflows into 
Vietnam, the current research has some limitations as 
follows. 
- The EBA test version of Sala-i-Martin (1997) 
requires a pool of all possible variables to be in the 
test. However, because of the lack data available for 
the whole period from 2000-2016, this research fails 
to collect more explanatory independent variables. It 
is a suggestion for future researches that they could 
employ an EBA test with more variables to avoid 
omitted-variable bias in regressions as much as 
possible. 
- Also resulting from the unavailability of data, labor 
cost, a key important proxy of labor factors is absent 
in the EBA test. This variable should be considered 
because of the fact that Vietnam is an appealing host 
country for foreign investors due to low labor cost. 
Future researches may contribute to this line of 
research by adding up this variable to the EBA test. 
- This research shares the same conclusion with 
Jaratin, Mori, Dullah, Lim, &Rozilee(2014) on the 
negative relationship between exchange rate and FDI 
inflows. Nonetheless, they also argued that the 
relationship between exchange rate and FDI inflows 
is positive if the FDI objective is to sell in the local 
market and negative if the FDI objective is to re-
export or to reduce manufacture expenses. The fact 
that Vietnam is a country usually attracting FDI from 
foreign firms that have purpose to reduce cost and 
then re-export is against this argument. Therefore, we 
need further comprehensive researches to figure out 
the underlying reasons of the relationship between 
exchange rate and FDI in Vietnam. 
- Future researches may develop this line of research 
by conducting another EBA test of Sala-i-Martin 
(1997) with 3 out of 4 robust determinants in the 
current research to be fixed variables. 
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