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IntroductionIntroduction

• Foreign direct investment is the key engine of 
productivity growth for developing countries.

• Recent studies also highlight the importance of 
financial markets in inducing innovation and 
entrepreneurship (Alfaro et al., 2004).

• The present paper examines the contributions of 
foreign investment and financial constraints to 
productivity growth, using a panel of 5,302 firms in 
Vietnam spanning over the period 2002-2008.
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Why Firms in Vietnam?Why Firms in Vietnam?

• Foreign ownership has been increasingly important to 
output and employment growth in the Vietnamese 
economy.

• The past decade witnessed rapid proliferation of 
multinational activities as a result of its market-driven 
momentum toward trade and investment 
liberalization, coupled with policy initiatives (tax 
exemption, legal reform, and improved institutional 
infrastructure).
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Existing StudiesExisting Studies

• Evidence from developing countries highlights that 
foreign affiliates exhibit higher productivity 
performance than do domestic-owned firms.

• Aitken and Harrison (1999) for Venezuela; Arnold 
and Javorcik (2009) for Indonesia; Sabirianova et al. 
(2005) for the Czech Republic; and Javorcik (2004) 
for Lithuania.

• However, these studies focus on a productivity 
comparison between domestic and foreign-owned 
firms. 6



Existing StudiesExisting Studies

• Much research points to the negative effects of 
financial constraints on firm survival and 
development (Levine, 2005; Beck et al., 2005; and 
Demirguc-Kunt and Maksimovic, 1998).

• Alfaro et al. (2006) show that firms in countries with 
well-developed financial market tend to experience 
positive gains from FDI.

• This issue is vital especially in developing countries 
where financial market development is usually 
limited. 7



Additional FirmAdditional Firm--specific Treatmentspecific Treatment

• The effects of high-tech capital (e.g. computers and 
automated machinery) .

• The roles of human capital utilization (e.g. R&D, 
education and training). 

• Scale economies.

• Trade openness.
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Data sourcesData sources

• The dataset is constructed from Annual Statistical 
Censuses & Survey: Enterprises from 2002 to 2008, 
gathered by General Statistical Office of Vietnam.

• Sample firms operate in a wide range of economic 
sectors; most of which are concerned with 
manufactures and service activities, e.g. trade, hotels, 
restaurants, real estate and consultancy.

• After data cleaning, the firm-level panel comprises a 
total of 5,302 annual observations spanning over the 
years 2002-2008. 9



Productivity MeasurementProductivity Measurement

• This paper employs the semi-parametric framework 
of Levinsohn and Petrin (2003) to estimate total factor 
productivity (TFP).

• Alternative to L-P TFP is Olley-Pakes TFP 
measurement. However, a valid proxy of investment 
is not available (while complete material information 
is available!). Even it is available, the estimates would 
suffer from truncating all the establishment reporting 
“zero” investment.
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LevinsohnLevinsohn--PetrinPetrin TFPTFP

• Consider a log-linearized Cobb-Douglas technology.

• With an assumption a first-order Markov process, we 
can re-write this technology as
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Empirical ModelEmpirical Model

• The base-line econometric specification:

• GMM Estimation:
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Model EstimationsModel Estimations

• FE and RE Estimations: Sample firms operate in a 
wide array of businesses, the standard OLS estimates 
may be biased due to firm heterogeneity.

• Two-step Blundell-Bond GMM Estimations: The 
structural variables are very likely to be endogenously 
determined by other unobserved variables. The lags of 
structural variables are chosen as IVs to correct any 
simultaneity bias. 
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Empirical ResultsEmpirical Results

• The degrees of foreign ownership contribute 
positively to TFP of firms in Vietnam.  Greenfield 
FDI is more productive than joint venture!

• With an acquisition of a domestic firm by foreign 
investors, superior know-how, technology, and 
organizational management may be transferred cross-
borders (Markusen, 2002).

• However, the productivity enhancement may also be 
market-driven as foreign investors tend to acquire the 
best-performing indigenous firms. 19



Empirical ResultsEmpirical Results

• Firms with financial constraints in terms of either low 
liquidity or limited access to external sources of fund 
tend to have inferior productivity performance.

• Liquidity helps ease the obstacles facing firms, grow 
faster, and hence augment productivity (Beck et al., 
2005 and Demirguc-Kunt and Maksimovic, 1998).

• Limited access to external credit imposes constraints 
on development, innovation and overall investment 
decisions (Beccheti and Trovato, 2002). 
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Empirical ResultsEmpirical Results

• The estimates point to the role of scale efficiency.

• Firms with large high-tech capital accumulation and 
intensive human capital utilization tend to outperform 
others

• We find only weak evidence that international trade 
exposure is correlated with productivity of firms.
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Thank youThank you
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