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ABSTRACT

Foreign Direct Investment (FDI) is often seen as an important catalyst for
economic growth in developing countries. It affects the economic growth of the host
country by stimulating domestic investment, increasing human capital formation and
facilitating technology transfer. Regional Gross Domestic Product, Taxes Generation,
Export and FDI Labor are often considered the indicators to evaluate the contribution of
FDI on the economy of a province.

The main purpose of the study is to investigate impacts of FDI on the economy of
Hung Yen, measured by four economic indicators, i.e. Regional Gross Domestic
Product, Taxes Generation, Export and FDI Labor. The study uses annual data series for
the period of 1998-2010. The relationships between FDI and the indicators are analyzed
by using Distributed-Lag models. The results of the study show positive and statistically
insignificant relations between FDI inflows and the Regional Gross Domestic Product,
Taxes Generation, Export, FDI Labor respectively in Hung Yen. Policy recommendations

are suggested in the light of the results obtained, regarding the FDI in the province.
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Chapter I: INTRODUCTION

1.1 Background of the study

Today, globalization is more and more increasingly recognized process and
becomes an inevitable trend of development in human history. When globalization and
international economic integration take place more rapidly in both size and speed,
competition becomes tougher in the world market. Foreign Direct Investment (FDI) is
increasingly important for development of economy of nations. It is claimed that
FDI can create employment, increase technological development in the host country
and improve the economic condition of the country in general. FDI is a sign to evaluate
the policy and economic outlook of a nation. FDI is the motivation to make extensive
changes in the development of international relations such as political, economic,
diplomatic, etc. Simultaneously, FDI becomes a sharp instrument for development and
global integration, market extension, cost reduction and enhancement of competitive
advantages of nations. Townsend (2003) said the relationship between foreign direct
investment and economic growth is not so clear. There are different views by
researchers on the contributions of FDI to economic growth, based on theoretical and
analytical findings. Some scholars see FDI as a very important tool for economic growth
especially in the less developed countries (LDCs), but others claim that the contribution
of FDI to economic development is not as pronounced as most people believe, even
some think FDI has no positive contribution to the economic growth of the host

country. For example, Nuzhat Falki (2009) examined the Impact of FDI on Economic




Growth of Pakistan from 1980 to 2006. She concluded that FDI has negative statically
insignificant relationship between GDP and FDI inflows in Pakistan in this period.
Pardeep (2000) founded that the increase in FDI inflows in South Asia were associated
with a many-fold increase in the investment by national investors, suggesting that there
exist linkage effects between FDI and GDP. The impact of FDI on GDP growth is found
to be negative prior to 1980, mildly positive for early eighties and strongly positive over
the late eighties and nineties. It can be seen that there has been no consensus opinion on
FDI and economic growth.

1.2 Statement of the problem

In Vietnam, the important role of FDI has been acknowledged for the last 20
years. Since the launch of market-oriented economic reforms in 1986, Vietnam has been
among the fastest growing countries in Southeast Asia with the active participation of
foreign investors in all fields of the economy. Vietnamese government has quickly
jointed the competition for foreign direct investment into regional and global markets by
restructuring the domestic economy and opening up the economy to external trade and
investment (Hoang Thi Thu, 2013). The FDI capital has been supporting provinces to
restructure the economy towards industrialization and modernization, to create many new
industries and products. It also contributed to improving management capacity,
increasing labor productivity, developing technology, expanding export markets, creating
jobs, and improving living standards of workers. However, in recent years, some
problems, which related to FDI, occurred in Vietnam. For example, Vedan company

discharged the waste to the ThiVai River, over 100 golf course projects were licensed,




capacity of cement plants increased rapidly to levels that exceed the domestic demand,
etc.

Hung Yen is a delta province, located in the key economic zone of Northern
Vietnam. It has advantages of natural conditions and infrastructure. After the Foreign
Investment Law was issued (in December, 1987), Hung Yen has attracted a flow of FDI
capital to some of its key industries, and this contributed significantly to the restructuring
of the province economy. The attraction and use of FDI capital not only contribute to
economic development of the province, but also promote economic development of the

whole key economic zone in Northern Vietnam.

Hung Yen’s economy has greatly transformed since the FDI activities were
implemented. Therefore, it is highly necessary to conduct assessment of the impact of
FDI on the economy of Hung Yen province . This assessment would be a good basis for

the authority to issue appropriate policies on economic development of the province.

In this study, the relationship between FDI and the economy in the province
will be discussed, and the contribution of FDI to growth will be investigated. To
perform this analysis scholarly opinions and suggestions will be discussed and empirical
analysis on FDI will be carried out.

This study attempts to answer the follow questions:
1. How does FDI effect on the existing status and flow of FDI in Hung Yen province
from 1998 to 2010?
2. What have the FDI inflows contributed to the economy of Hung Yen province?

3. Have the contributions been positive or not?




