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This dissertation contributes to the literature regarding the role of export specialization
as the determinant of FDI, in the following two aspects: comparative advantage and vertical
specialization through global value chains. It also contributes to our understanding of the role
of inward FDI in Vietnam’s ascendancy in the electronics trade. This dissertation comprises
three chapters.

In Chapter 1, we measured the revealed comparative advantage (RCA) but recalculated
it using a newer, econometrically-derived measure. Vietnam is studied as the primary object,
in comparison to either leading exporters at the global level or similar economies in ASEAN.
Hence, our data include 25 exporters from the G20 group and the emerging ASEAN countries.
The trade flows of commodities were at the two-digit level from 2005 to 2018, and data were
derived from the United Nations Commodity Trade Database. These exports are regressed for
95 commodities from 70 destination countries. The results show that Vietnam's electronics
industry had the highest RCA globally. After observing the relationship between RCA and
detailed FDI in the local government data, we found that inward FDI can and does affect
comparative advantage. For Vietnam, the FDI amounted to roughly 6% of Vietnam’s GDP. The
study emphasizes the factors that attract investment in the Vietnamese electronics sector.
First, Vietnam is advantaged because of its proximity to China, Japan, and South Korea, and
membership of ASEAN. These factors reduce the barriers to movement between the
headquarters and its subsidiaries. Second, relatively cheap and abundant medium-skilled labor
1s advantageous in the production of finished electronics products. Third, Vietnam’s stable
political environment, and the promise of improved access to developed countries through the
CP-TPP, are also posited as important factors. This may be an example of the “pro-trade
oriented FDI” proposed by Kojima (2000), which is independently and explicitly modeled as
“export-platform FDI’ in Ekholm et al. (2003). These factors are also characteristic of an
industry located downstream in the global electronics production chain.




Chapter 2 reinvestigates the relationship between comparative advantage and FDI
behavior, with a detailed focus on global greenfield FDI in manufacturing, and the newer,
econometrically derived measure of comparative advantage. We generate comparative
measures for 340 country-industry pairs (20 host countries and major 17 sectors) for the years
2003—-2017. The greenfield FDI data are derived from the Financial Times’ FDIMarkets, which
are available at the two-digit ISIC level. Our results find that FDI is drawn to host countries
with pre-existing comparative advantages in a selected sector. However, we also find that this
implication holds only when the host county is a lower-income country, and fails for high-income
countries. This powerful empirical observation may be used to confirm or reject certain
theoretical models and guide policymakers seeking to attract more FDI toward “key” sectors.
Moreover, empirically speaking, our findings suggest that a readily available measure (RCAs)
is a significant explanatory variable for FDI flows and that it should be included in studies
trying to predict and explain FDI flows. For policymakers, it is important to know if foreign
firms that are breaking new ground with their factories, are intending to “fill a gap,” or are
drawn to existing talents and advantages of the host. We have found that, in recipient countries
such as the US, Japan, and Germany, this aspect is unclear. However, for countries such as
Indonesia and Brazil, policymakers should not attempt to incentivize inward FDI for sectors
with no existing strength. Subsidies or other incentives offered by the government to entice
FDI inflows, may fail and incur a great expense for the host country’s taxpayers. At the same
time, if certain sectors are perceived to have sufficiently large spillovers from inward FDI to
warrant subsidization, such efforts should be limited to sectors with an existing comparative
advantage.

Chapter 3 provides insights into the relationship between greenfield FDI and trade
through global value chains (GVCs) at the sectoral level. We utilize bilateral FDI data from
the Financial Times FDIMarkets and GVC participation index, available in World Integrated
Trade Solution. Our data spans from 2005 to 2015, covering 15 manufacturing industries for
64 host and 88 source countries. Overall, the coefficient of GVC participation is positive and
statistically significant. This means that increased trade through GVCs will increase FDI
inflows. This finding relies on disaggregated data at the industry level and is consistent with
the existing results based on aggregated country-level data. Although we find that GVC
participation, for backward and forward linkages, is positively associated with inward
greenfield FDI, the effects are heterogeneous and sector- and region-dependent. Among all
sectors, the “basic metals” industry has a strong positive impact on forward and backward
linkages. If the host country is in the later stages of production in the basic metals and rubber
and plastic industries, policymakers should attempt to incentivize inward FDI for these
sectors. This action is strongly recommended when the country is located in Europe and
Central Asia, East Asia and Pacific, and North America. Conversely, the machinery and
equipment industry does not seem not to be a key sector for GVC-driven FDI policy. Although
the electronics industry is one of the most active industries in the global production chain,

its result is positive but statistically insignificant.
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