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Abstract

Previous literature has shown positive contributions of foreign direct invest-
ment (FDI) on the host countries’ economic development. FDI helps to
transfer technological know-how and high-quality management to host
countries. As a result, benefits from inward FDI include job creation, in-
creased productivity, and higher gross domestic product (GDP). Many re-
searchers have explored the impacts of FDI in different economic sectors
such as retailing, manufacturing, banking, and general service. As a result,
this study will summarize all of past researches on this topic with the focus on
educational sector. This paper will have strong policy implications that can
provide the government policy makers knowledge to capture the benefits of
FDI in the various sectors of the economy.
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1. Introduction

Foreign direct investments (FDI) have fueled the economic growth of develop-
ing countries (Edrak et al., 2014; Igbal, Hassan, & Rawat, 2012; Masron, Zulkafli,
& Ibrahim, 2012). Moreover, in the last few decades, the world has observed a
rapid increase in both the flow and the stock of FDI as a result of globalization
(Hill & McKaig, 2015). FDI contributes to the economic growth of host coun-
tries in different ways including the transfer of technology, creating jobs, import
substitutes, and expanding export volume (Chen, Melachroinos, & Chang,
2010). Past literatures have explored the impacts of FDI in different sectors of

the host countries’ economies such as retailing (Igbal et al., 2012); manufactur-
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ing (Masron et al., 2012); banking (Tare, 2012); mining (Rutaihwa & Simwela,
2012); telecommunication (Fathima, Ahmed, & Kumar, 2013); and general ser-
vice (Edrak et al., 2014). The results showed positive contributions of FDI on
sectors and national economies. This paper is going to provide a literature re-
view on the impacts of FDI on emerging economies, especially in the case of
Vietnam. The goal is to integrate various pieces of knowledge on this topic to

provide a solid foundation for future studies.

2. Literature Review

In this section, I review the academic literature regarding the impacts of FDI in
the host countries’ economies. The resources that I used include mainly
peer-reviewed academic journals. First, a brief overview of FDI is provided.
Second, I discuss FDI in Vietnam. Third, I present some relationships between
FDI and education.

2.1. Overview of Foreign Direct Investment

Globalization is the force that integrates national economies around the world
(Velde, 2005). It also improves economic development (Igbal et al., 2012). Fur-
thermore, globalization has led to significant increases in both the flow and the
stock of FDI (Hill & McKaig, 2015). Hill and McKaig (2015) defined FDI as “the
acquisition or construction of physical capital by a firm from one (source) coun-
try in another (host) country” (p. 228). FDI brings many benefits to the econo-
mies of host countries (Biithe & Milner, 2008). FDI also fills in technological
gaps and provides high-skilled labour as well as quality management (Masron et
al., 2012). As a result, FDI facilitates job creation, increases GDP, improves in-
frastructure, promotes competition, and increases the productivity of the host
countries (Edrak et al., 2014). Yucel (2014) and Yildirim and Tosuner (2014)
confirmed similar findings, stating that FDI helps to grow the economies of de-
veloping countries.

Each type of FDI has a different impact on the economies of host countries.
There are two major forms of FDI: greenfield and brownfield. As stated by Chen
et al. (2010), greenfield FDI involves starting new business facilities in the host
countries, while brownfield FDI involves merging or acquiring (M&A) existing
firms in the host countries. Both types of FDI improve the host countries’
economies. Greenfield FDI helps to increase capital stock, employment, and
outputs; while brownfield contributes to improving productivity (Chen et al.,
2010). Other researchers categorize FDI in a different way: horizontal FDI
(market-seeking) and vertical FDI (efficiency-seeking; Masron et al., 2012). A
more comprehensive categorization of FDI includes natural resource-seeking,
market-seeking, efficiency seeking, and strategic asset-seeking (Chen et al.,
2010).

Many factors can influence the flow of FDI into a country. According to Biithe
and Milner (2008), the flow of FDI is driven by political factors. On the one
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hand, by recognizing the benefits of FDI, many developing countries’ govern-
ments and policy makers are trying to attract more FDI flow into their countries
(Masron et al., 2012). As stated by Wang and Wong (2011), to attract more FDI,
the governments provide incentives such as tax breaks and low-interest loans to
multinational enterprises (MNEs). On the other hand, some governments have a
radical view toward FDI. They see FDI as a tool for capitalist-imperialist home
countries. Through FDI, MNEs extract profit from host countries, and take them
back to home countries (Hill & McKaig, 2015). Indeed, Chen et al. (2010)
pointed out some negative consequences of FDI on the host countries’ econo-
mies such as dependence on foreign capital, unstable FDI flow, only focusing on
low-tech industry, and threats to domestic firms. Thus, those governments have
tried to restrict FDI. However, this radical view has retreated around the world
since the early 1990s (Hill & McKaig, 2015).

The level of economic development influences the amount of FDI that a
country receives. According to Chen et al. (2010), most FDI flows into developed
economies. Other variables that affect the amount of inward FDI include poten-
tial economic development, political stability, democracy, trade agreements, and
the level of economic liberalization (Biithe & Milner, 2008). These factors are
positively correlated with the level of inward FDI. Additionally, Biithe and
Milner (2008) indicated that international institutions like WTO also facilitate
the increase of FDI in developing countries. Lastly, labour quality such as the
educational level of the workforce will also affect the amount of inward FDI
(Lin, 2011; Yildirim & Tosuner, 2014).

2.2. FDI in Vietnam

Similar to other developing countries, FDI is vital for the Vietnamese economy
(Anwar & Nguyen, 2010). Since economic reform in 1986, the country has
started to attract more FDI. FDI into Vietnam grew from 40,000 USD in 1986 to
more than 16 billion USD in 2019 (The World Bank, 2021). The benefits of FDI
include the transfer of technological know-how, skilled management, and in-
creasing tax revenues for the government (Anwar & Nguyen, 2010). Further-
more, the United States-Vietnam Bilateral Trade Agreement in 2001 also
boosted inward FDI in Vietnam. The agreement gave the most favored nation
trade status to Vietnam as well as lower US tariffs on Vietnamese goods from
40% to 4% (Biithe & Milner, 2008: p. 746). Moreover, the agreement also re-
quired Vietnam to liberalize and deregulate the market. As a result, foreign in-
vestors can monitor and report the Vietnamese government. Consequently, the
agreement has caused rapid growth of inward FDI in Vietnam (Biithe & Milner,
2008).

As a percentage of the GDP, FDI flow into Vietnam is higher than for other
countries in the region such as Indonesia, Thailand, and China (Do & Cao,
2015). In 2005, right before joining WTO, registered capital (FDI) into Vietnam

was US $6 billion. In 2008, as a member of WTO, Vietnam received an increase
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in registered capital (FDI) up to US $71.7 billion. This amount accounted for
approximately 80% of Vietnamese GDP in 2008 (Do & Cao, 2015). In 2019, the
total registered capital became 362.58 billion USD (Ministry of Planning and
Investment, 2020). FDI in Vietnam helps to strengthen governance, increase
exports, enhance competitiveness, and create more jobs (Do & Cao, 2015). As
stated by Anwar and Nguyen (2010), FDI can have a larger impact in Vietnam if
more resources are invested in education and training.

According to the Ministry of Planning and Investment of the Socialist Repub-
lic of Vietnam (2020), majority of the FDI investment go into the processing and
manufacturing sector. The top three countries that invested heavily in Vietnam
in 2019 are South Korea, Hong Kong (China), and Singapore. Sixty-two out of
65 provinces of Vietnam received FDI in that year. However, Hanoi and Ho Chi
Minh City topped the list as the destination for foreign investment. These two
cities account for more than 40% of all FDI in 2019 (Ministry of Planning and
Investment, 2020).

2.3. Special Focus: FDI and Education

The relationship between FDI and education will be discussed in this section.
First, I will show the two-way relationship between general FDI (FDI in fields
other than education) and the education level of the host country. Second, I will

present literature regarding FDI in the educational sector in India.

2.3.1. FDI in Noneducational Sectors

There is a two-way relationship between general FDI and education. Lin (2011)
showed that education level has a positive impact on the amount of inward FDI
in China. Similarly, Zhuang (2013) indicated that education helps to improve
technological innovation; thus, education contributes to attracting more foreign
investment. At the same time, FDI increases the demand for educated people
(Yildirim & Tosuner, 2014). Moreover, a certain level of education is necessary
to capture the benefits of FDI. The labour forces in host countries should have at
least 0.58 years of secondary education on average to receive benefits from FDI
(Wang & Wong, 2011). According to Yildirim and Tosuner (2014), MNEs can
also provide education and training to the host country. Also, MNEs provide
scholarships to gifted or talented students to prepare their own labour force
(Yildirim & Tosuner, 2014). Lastly, FDI is positively related to the public expen-

diture on education in host countries (Yildirim & Tosuner, 2014; Zhuang, 2013).

2.3.2. FDI in the Educational Sector

The role of education is becoming more important in the knowledge economy
(Bloom et al., 2005). It helps developing countries to keep up with advanced
economies. FDI in the educational sectors contributes to improving competi-
tiveness and quality of education in developing countries (Suhag & Rani, 2013).
Therefore, developing countries tried to attract foreign higher education institu-

tion to invest in their countries by setting up subsidiary centers (Velde, 2005).
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However, there is limited literature on FDI in the educational sector. Most of the
available literature is in the Indian context. Thus, the ability to generalize the
finding is limited. According to Chitrao (2014), FDI in higher education can be a
win-win situation for all stakeholders. Higher education refers to university level
education from college diplomas to doctoral degrees (Suhag & Rani, 2013).
Higher education helps to improve economic growth by providing more entre-
preneurial activities, better public health, improved technology, better govern-
ance, and an improved saving-investment process (Bloom et al., 2005). Thus,
investing in higher education will lead to economic prosperity.

Chitrao (2014) discussed the impact of FDI in management education. FDI
improved the quality of management education because foreign institutions
bring their programs into the country (Chitrao, 2014). It also helps India to ex-
port education to other developing countries (Chitrao, 2014). Similar to FDI in
other sectors, FDI in education also creates more employment in the host coun-
tries. Also, the level of competition is increased, which leads to better quality and
lower education costs. Consequently, FDI has made education more affordable
to the general public (Chitrao, 2014). Furthermore, educational FDI helps to
create better infrastructure and can substitute for government funding in educa-
tion (Garg, 2013). FDI in education has caused less monetary outflow as the re-
sult of Indian students going to school abroad (Garg, 2013). Recognizing the
benefits of FDI in education, the Indian government has opened up their higher

education sector for foreign investment up to 100% (Chitrao, 2014).

3. Conclusion

FDI has contributed to better economic development around the world.
Through the transfer of technological know-how and high-quality management
skill, FDI helps to bring many benefits to host countries such as job creation,
GDP growth, and higher living standards. The limitation of previous researches
is that they did not focus on studying the impact of FDI in any specific sector of
the economy. As a suggestion for further study, future research should focus on
how FDI can help to transform the educational sector in developing countries.
Indeed, education is a critical sector for every nation in the current knowledge
economy. It is worthwhile to study the impact of FDI in the educational sector.
The study result can help to close the gap of knowledge on the impact of FDI in
education. Moreover, the study also has policy implications. Government policy
makers can use the knowledge obtained from the proposed study to create ap-
propriate policies to capture the benefits of FDI in the educational sector. As a

result, this study might contribute positively to society.
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