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[n recent years, The Foreign Direct Investment (FDI) inflow of Korean enterprises into Haiphong is
always considered as an important part in the social — economic developing strategies of the city.
International groups, such as LG, Samsung... have considered their industrial bases in this country as
extremely important nodes of global supply chain strategies. Haiphong, Thai Nguyen and some other
provinces have been attractive places to set up business. The Haiphong city has many advantages of geog-
raphy, transport connection, social stability but it needs to have more efforts to improve the inflow of foreign
direct investment, especially from Korean enterprises. The article is going to focus on finding the determi-
nant factors of FDI from Korean enterprises to Haiphong city by, first, analyzing relevant literature to con-
struct theoretically a list of factors that affect the capability of attracting FDI, and then, carrying out the
expert interviews to draw conclusions. The research results can be applied in further studies to further pro-
mote foreign direct investment in Haiphong as well as can be used by management level of the city in deci-
sion making and planning.

Keywords: Haiphong, foreign direct investment, competitive advantages, determinants

JEL Classifications: F21, 010, R10
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1. Introduction

Currently, Vietnam has been emerging as one of
the top open and fast growing economies in the
world (The World Bank, 2019). Regarding the deter-

lows: the first period is from 1991 to 2000; the sec-
ond one is from 2000-2010; and the third one is
from 2011 to 2020 (Editorial board of Vietnam
Foreign Investment Annual Reports, 2021).

minant factors, those achievements have been large-
ly attributed to the foreign-invested sector. The
process of attracting foreign investment to Vietnam
from the year 1986 up to the present has been divid-
ed into three periods in accordance with the coun-
try’s socioeconomic development strategy as fol-

Impressively, the third period, from 2011 to 2020,
was marked as the turning point of the FDI sector in
Vietnam, which experienced improvement both in
quantity and quality. Particularly, in the second half
of this period, from 2016 to 2020, FDI inflows to
Vietnam increased significantly, with an annual
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average of 15 billion USD as a result of the govern-
ment efforts in the business environment and com-
petitiveness improvement. From the statistics of The
Ministry of Planning and Investment as to the end of
2021, Korea continued to be the leading foreign
investor in terms of the number of projects and total
registered investment capital in Vietnam. The fol-
lowers are, correspondingly, Japan, Singapore,
Taiwan (China), and Hong Kong (China)...
According to The Ministry of Planning and
Investment, the ranking of the top 10 cities in FDI
attraction marked the great progress of Haiphong
from 6th place in 2019, and 2020 to 1st in 2021 with
a total registered capital of 5.262 million USD,
which accounted for 17% of the total FDI of the
country. In the ranking of the top industrial areas in
FDI attraction, Haiphong ranked fourth place in the
country after Dong Nai, Binh Duong and Bac Ninh.

The FDI from Korean enterprises to Haiphong
city is one of the important determinants in the
implementation of the city’s socio-economic devel-
opment strategy. However, there are concerns aris-
ing from the disruption of the global supply chain as
a consequence of the Covid-19 pandemic, political
and military conflicts among the world’s great
economies, and the law of U-turn which make
Korean investors being more considerate to re-shore
their business and plants to local or near their moth-
erland. Haiphong, although, has a relative advan-
tage in geographical position in socio-economic
development by connecting transportation and trade
hubs, there is an urgent need to attract more foreign
capital to the city, especially from Korean enterpris-
es. This paper is going to focus on finding the deter-
minant factors of FDI from Korean enterprises to
Haiphong city by, first, analyzing relevant literature
to construct theoretically a list of factors that affect
the capability of attracting FDI, and then, carrying
out the expert interviews to draw conclusions. The
results of the study will play an important role in
future works, and policy-making of local authorities
to promote FDI in Haiphong as well.

2. Literature review

Determinants of Foreign Direct Investment
(FDI) have been studied for years in different areas.
For developed countries such as United Kingdom
(Driffield, (2002), Dunning (1958)), United States

¢ TMU's JTS

of America (Vernon (1971), Graham and Krugman
(1989), Dunning (1994)), Austrlia (Brash, 1966),
Brazil (Eduarda et al, 2017), Canada (Safarian,
1966), Eastern Asia and Latin America (Zhang,
2001), Norway (Stonehill,1965), New Zealand
(Dean, 1970), Netherland (Stubenitsky, 1970),
Spain (Galan (2001), Galan et al (2007)), Singapore
(Mirza, 1986), the determinants are political stabili-
ty, liberalized trade regime, pricing policy or level
of economic activities. For developing countries
such as India (Kumar (1990), Dhingra and Sidhu
(2011), Adhana (2016)), Malaysia (Athukorala and
Menon, 1995), Thailand (Brahma and Jiranyakul,
2001), China (Zhou et al (2002), Ali and Guo
(2005), Na and Lightfoot (2006), Pheng and
Hongbin (2006), Fei (2009), Lv et al (2010),
Boermans et al (2011), An (2012), Liu et al (2012)),
Pakistan (Khair et al, 2006), Srilanka (Don, 2007)
and some others (Shahmoradi and Baghbanyan
(2011), Anyanwu (2012), Campell et al (2012),
Hang et al (2012), Husmann and Kubik (2019)),
important factors to attract FDI are possession of
intangible assets, internationalization of production,
real income, special economic zones and opening
coastal cities, market size, GDP growth rate, the
progress of reform, physical infrastructure, financ-
ing constraints, institutional problems, labor cost,
trade openness, exchange rate, market potential and
geography. In the case of Vietnam, sub-national
institutional varibales, market size, reforms in FDI
policies and investment climate, infrastructures,
trade openess, labor costs have been noticed by
Meyer and Nguyen (2005), Hoang (2006), Le
(2007), Tran (2008), Dinh (2009), Ho (2010), Phan
(2011), Bui (2011), Hoang (2013), Le and Nguyen
(2013), Nguyen et al (2013), Tran (2014), Ngo et al
(2017). Other authors including Nguyen (2010),
Nguyen (2013), Nguyen (2014), Vu (2018) per-
formed studies to examine determinants of FDI
flows to Vietnamese provinces or regions and con-
cluded attracting FDI policies, geography, natural
resources, economical and social stability and
development, local planning, physical infrastruc-
tures, labor quality, public service quality and
regional connection. Introduced in 2005, the
Provincial Competitiveness Index (PCI) on
Vietnam’s business environment conducts an annual

=
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business survey, assessment and ranking of the eco-
nomic governance quality of provincial authorities
in creating a favorable business environment for
development of the private sector. The overall PCI
comprises ten sub indices, reflecting economic gov-
ernance areas that affect private sector development,
including: Entry Cost, Land Access and Security of
Tenure, Transparency and Access to Information,
Time Costs and Regulatory Compliance, Informal
Charges, Policy Bias, Proactivity of Provincial
Leadership, Business Support Services, Labor and
Training, Legal Institutions.

3. Analysis on the current situation of FDI
inflow from Korean enterprises to Haiphong city

Haiphong is a seaport city, located in the East of
the North Coast region, with an area of 1.523,4 km?.
Haiphong has a critical position in the traffic net-
work both on domestic and international routes,
through a system of road, railway, sea, river, and air
transport. Haiphong Port, developed quite early, is
one of the country’s major ports, a gateway to eco-
nomic exchange, integration, and cooperation with
other countries in the region and around the world.
With a highly convenient transport and seaport sys-
tem, Haiphong has been attracting foreign investors
in terms of saving costs for transporting goods and
industrial products. In addition, Haiphong has been
identified as a growth polar of the northern econom-
ic region including Hanoi - Haiphong - Quangninh,
an important link in the route of “two corridors, one
economic belt of Vietnam - China”, and a significant
role in the expansion and promotion of foreign trade
efficiency for northern provinces. In recent years,
Haiphong has been on top of Vietnam in terms of
GRDP growth rate (Table 1).

¢ TMU's JTS

In 2021, Korea ranked 2nd among 106 countries
and territories in terms of total FDI invested in
Vietnam and is the leading country in terms of the
number of new investment projects as well as capi-
tal-adjusted projects. In Haiphong, particularly, the
city has attracted 171 FDI projects from Korea with
a total registered capital of 9.56 billion USD, which
accounts for 36.6% total FDI of the city. The indus-
trial zones and economic areas, solely, have attract-
ed 102 projects with a total investment capital of 8.5
billion USD. Typically, the project complex of LG
Group has invested 7.24 billion USD in the Trang
Due industrial park, bringing approximately 25
thousand jobs for local laborers and 14.5 billion
USD of revenue in 2021, from which it contributed
more than 95 million USD to the budget. Figure 1
presents the FDI inflow from Korean enterprises to
Haiphong city from 2010 to 2021. It can be seen that
except the peaks of capital registered and number of
project in 2016 and 2018, respectively, the Korean
FDI inflow to Haiphong city has not recorded a
clear upward trend in the last 10 year period.
Considering the important role of attracting foreign
investment in the city’s economic development,
Haiphong, however, has a selective view in choos-
ing FDI projects with top criteria being efficiency,
advanced technology, environmentally friendly,
innovative products, and large-scale invested capital
projects from large companies and corporations to
create motivation and vibrant effect to the local
industries.

4. Determinants of foreign direct investment
from Korean enterprises to Haiphong city

In total, 10 stakeholders including managers
from Korean enterprises in Haiphong and other
provinces, Haiphong Economic Zone Authority

Table 1: Top 5 Vietnamese provinces with fastest GRDP growth rate

2018 2019 2020 2021
Ha Tinh 20,8% | Thanh Hoa 17,2% | Bac Giang  13,0% | Haiphong 12,4%
Haiphong 16,3% | Haiphong 16,8% | Haiphong 11,2% | Quang Ninh 10,3%
Bac Giang 15,9% | Bac Giang 16,2% | Quang Ninh 10,1% | Gia Lai 9,7%
Thanh Hoa 15,1% | Tra Vinh 14,9% | Ninh Thuan 9,6% Ninh Thuan 9,0%
Quang Ninh 12,6% | Ninh Thuan 13,2% | Binh Phuoc  7,5% Thanh Hoa 8,9%
Source: General Statistics Office of Vietnam (2022)
JOURNAL OF =
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Figure 1: Korean FDI inflow to Haiphong in capital registered and number of project

(HEZA), Haiphong Government and scholars in the
given research field have been interviewed inde-
pendently. All the interviewees are managers at sen-
ior level with more than 10 years of experience in
the field of FDI. The interviews have been carried
out by direct method to assure the most accurate
understanding both ways. A list of questions based

on predefined determinants summarized from previ-
ous studies to verify and identify important factors
to investors’ decision making process. Furthermore,
interviewees were also asked to freely propose opin-
ions for other potential determinants which not be
included in the list.

Table 2: Questions to interviewees

No. | FDI Determinants Explanation Yes | No | Comments
Advantages of province’s location to
1| Geography import/ export
) Social and political | To assure safe and smooth operation of
Stability factories
3 Local government’s | Efforts of local government to support
Policies foreign enterprises in different aspects
The availability of manpower to meet
4 | Human resources .
demand of factories
5 | Labor cost Average monthly salary, bonus or support
for labor
6 Infrastructures in Availability and quality of physical
industrial parks infrastructures offered to foreign investors
7 | Supporting industries Capablhtles of local factories in supplying
materials, components. ..
8 | Other determinants and comments
JOURNAL OF
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It is founded that the two factors Social and
Political Stability and Labor cost are not considered
important to attract FDI inflows from Korean
investors to Haiphong city.

A manager of a Korean enterprise said that:

... Vietnam is a safe and stable country. Social
and Political Satbility might be important when we
decide place for investment in national or regional
level. When we decide to invest to a specific
province, this factor is not very critical, especially in
the case of Vietnam...

Labor cost which was highly recommended by
number of previous research is denied as determinants
of FDI inflow to Haiphong city. It is explained by a
manager from Haiphong Economic Zone Authority:

... Actually, labor cost in Haiphong is one of the
highest in Northern Vietnam compared with almost
other provinces but Haiphong is still on top of FDI
competitiveness last year. Labor cost is not a deci-
sive factor from perspective of Korean investors,
many other factors are much more important...

Instead of labor cost, a Korean manager suggests
further details for the Human resources:

... local population might be critical to meet high
demand on unskilled working in factories today, but
day by day, high quality manpower is more important
to investors. Provinces where there are high ranked
universities and colleges are more attractive...

All the other factors are considered important by
all the interviewees with some comments. A schol-
ars who have long time doing research in interna-
tional trade and foreign investment mentioned
Geography as follow:

...Haiphong has an absolute advantage of geog-
raphy. Haiphong port is the most important interna-
tional gateway in Northern Vietnam which makes
import and export process more efficiently. Noi Bai
airport is another advantage for surrounded
provinces but the volume of containerized cargoes
carried by sea is much higher. Haiphong, therefore,
should sharpen this advantage to maintain its com-
petitiveness in long term...

The suggestion of the scholar is very similar to
the Korean manager who suggest the role of logis-
tics centers connected to Haiphong seaport in order
to offer more value added services and saving logis-
tic cost for factories’ imported, exported cargo flow:

¢ TMU's JTS

...current logistics centers in Haiphong have not
met expectation of Korean investors. The volume of
our imported, exported containers is huge but lack
of place connected to seaport for storage, custom
clearance, packing & packaging, insurance.
Haiphong government has planned for new termi-
nals in Southern Do Son area and airport in Tien
Lang district. Logistics centers which have good
connection to those nodes would be beneficial for
factories...

Supporting industries are agreed by all intervie-
wees as the weakness of not only Haiphong but all
the other provinces in Vietnam. It is recommended
that foreign investors will pay much attention to the
place with better supporting industries. A senior
government officer from Department of Trade and
Industry provide further details:

...Korean factories in Vietnam are now import-
ing supplies from China and Thailand due to the
lack of local supporting industries capabilities. If
Vietnamese factories are improved to meet the inter-
national demand, they will be the first choice of
Korean partners, especially in the context of the
pandemic...

Haiphong is also highly appreciated by Korean
investors in terms of Local government’s policies.
Further explanation has been provided:

...Haiphong government officers have good
English communication. They are always very
active in discuss and negotiate with foreign enter-
prises for accurate understanding and timely solu-
tions. Many Korean investors have been persuaded
by Haiphong government efforts. However, in order
to secure a long term development, the importance
is political stability and transparency...

Some other factors are suggested by few of inter-
viewees, for example: living expenses, living envi-
ronment, health care services, food or cultural simi-
larity... To finalize all the experts’ opinions, deter-
minants of FDI from Korean enterprises to
Haiphong city are concluded as follow:

5. Conclusion

The paper has studied number of both interna-
tional and Vietnamese previous research for theoret-
ical background before interviewing experts from
various sectors. It also has synthesized domestic and
foreign studies to determine the competitive advan-

JOURNAL OF =

TRADE SCIENCE 47



Journal of Trade Science

ISSN 1859-3666
E-ISSN 2815-5726

¢ TMU's JTS

Table 3: Determinants concluded based on experts’ opinions

FDI Determinants

Explanation

1 | Connection to terminals

Distance to air/maritime terminals and availability of
effective logistics facilities

2 | Local government’s policies

Supportive policies and collaboration
of public officers to attract FDI inflow

Local government’s political
stability and transparency

To secure investors’ long term strategies

4 Human resources

The availability and quality of manpower

5 | Infrastructures in industrial parks

Availability and quality of physical infrastructures
offered to foreign investors

6 | Supporting industries

Capabilities of local factories in supplying materials,
components...

tage factors of the localities in attracting FDI, espe-
cially Korean Enterprises. The main results of the
research are not only determinants of Korean FDI
inflow to Haiphong city but also more implications
to improve the city’s competitiveness for this impor-
tant resources. It is founded that distance to airport
and sea port is a natural advantage but Korean enter-
prises are also looking for effective logistics centers
to reduce logistics costs.  Supporting industries is
another factor which provinces should pay more
attention to strengthen the Korean FDI enterprises’
supply chain. Availability and quality of human
resource is much more critical than labor cost from
perspective of Korean investors. Therefore, educa-
tional and training capabilities of local universities
and colleges always require urgent development.
Current local government’s support policies is cer-
tainly an important advantage but investors also
require stable and transparent long term policies for
strategic plans. Further studies in the future might
focus on proposing solutions for each determinants
or quantitative analysis to evaluate weight of all the
determinants. Research results, therefore can be
used by local government for decision making to
promote FDI inflows from Korean enterprises. ¢
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Summary

Thu hit dau tu tryc tiép nude ngoai (FDI) trong
nhitng nam gan day ludn dwoc danh gia nhu mot
trong nhitng chién lugc phat trién quan trong ciia
Thanh phd Hai Phong. Cac tap doan qudc té nhu
LG, Samsung... da sém xac dinh vi tri quan trong
cua cac nha may cong nghi€p tai Viét Nam trong
chién lugc cung tmg toan ciu ciia minh. Hai Phong,
Thai Nguyén va mot sé tinh thanh khac da tré thanh
nhitng dia phuong hip dan dé dau tu kinh doanh.
Thanh phd Hai Phong von ¢6 nhiéu thuan lgi vé mat
dia 1y, két ndi van tai, on dinh xa hoi nhung van can
c6 thém nhitng nd luc mot cach toan dién dé cai
thién kha ning thu hit dau tu truc tiép nudc ngoai,
dic biét 1a tir cac doanh nghiép Han Qudc. Nghién
clru nay s& tap trung xac dinh cac yéu to quyét dinh
t6i viée thu hat dau tu truc tiép nudc ngoai tir Han
Qudc vao Hai Phong dua trén khung 1y thuyét dugc
téng hop tir két qua cac nghién ciru trude day co lién
quan va phuong phap phong vin chuyén gia. Két
qua nghién ctru co thé dugc s dung trong céc
nghién ciru tiép theo vé thu hiit dau tu truc tiép nude
ngoai vao Hai Phong ciing nhu céc cap quan ly nha
nudce trong viée ra quyét dinh va 1ap ké hoach.
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