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This study investigates the impact of geopolitical risks on Vietnamese
outward foreign direct investment at the sectoral level during the
period from 2010 to 2022. The analysis employs a Least square dummy
variable regression model. The findings reveal that domestic
geopolitical risks tend to increase Viethamese outward foreign direct
investment, while global geopolitical risks- particularly those
associated with the United States and China- exert a negative
influence. The contributions of this research are threefold: (i)
examining the effects of geopolitical uncertainty on outward foreign
direct investment at the sectoral level; (ii) highlighting the influence of
geopolitical risks originating from major global powers, such as China
and the United States, on Vietnam's economic dynamics; and (iii)
providing new insights and practical policy recommendations to
enhance the effectiveness of Vietnamese outward foreign direct
investment strategies amid rising global uncertainty.
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TU KHOA

Rui ro dia chinh tri

Pau tur tryc tiép ra nudc ngoai
Quyét dinh dau tu

Viét Nam

M@ hinh binh phuong t6i thiéu véi
bién gia

Nghlen Clru nay phén tich tac dong cua rui ro dia Chlnh tri ti dong
vbn dau tu tryc tiép ra nuéc ngoai cua Viét Nam ¢ cap do nganh trong
giai doan tir nam 2010 dén nam 2022. Phuong phap hoi quy su dung
trong nghién cau la m6 hinh binh phuong t6i thiéu vai bién gia. Két
qua cho thay rii ro dia chinh tri trong nudc ¢6 xu hudng lam ting dong
vbn dau tu tryc tiép ra nuéc ngoai cua Viét Nam, trong khi cac rui ro
dia chinh tri toan cau- dac biét 1 tr Hoa Ky va Trung Quéc- lai tac
dong tiéu cyc t6i hoat dong nay. Nghién ciru dong gop vao linh vuc
theo ba khia canh chinh: (i) phan tich tic dong cua bat dinh dia chinh
tri ddi voi dau tur truc tiép ra nudc ngoai & cap nganh (ii) 1am r6 anh
hudng caa rai ro dia chinh tri tir cac cuong quoc nhu Trung Qudc va
Hoa Ky dén cac khia canh khac nhau cua nén kinh té Viét Nam; va
(iii) cung cap nhiing géc nhin mai cling cac khuyén nghi chinh sach
thiét thyc nham nang cao hiéu qua chién luoc dau tu truc tiép ra nuéc
ngoai cua Viét Nam trong bdi canh bét 6n toan cau gia ting.
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1. Introduction

Between 2010 and 2022, the global economy experienced significant uncertainty. The European
sovereign debt crisis in 2012 marked a critical juncture for major economies, which faced rising
financial risks. Simultaneously, political instability in Greece and Ukraine, combined with the
Federal Reserve System’s tight monetary policy, intensified global economic pressures and
disrupted supply chains. The 2016 Brexit referendum, together with the U.S. presidential election
and escalating U.S.- China trade tensions from 2018 to 2019, heightened fears of protectionist
policies and further strained global supply networks. The peak of economic instability occurred in
2020, when the outbreak of the COVID-19 pandemic triggered a major global recession. By 2022,
the Russia- Ukraine conflict further contributed to global uncertainty, with significant ramifications
for energy markets and international trade. In addition, the fragmentation of international economic
integration- driven by great power competition and rising geopolitical tensions- has exacerbated
global uncertainty [1]. At the same time, outward foreign direct investment (OFDI) from
developing countries surged, contributing to economic growth in both home and host countries.
Governments in these economies have implemented policies aimed at maximizing the benefits of
OFDI. Emerging markets, including Vietnam, have become key players in OFDI, particularly in
sectors such as mining and agriculture in neighboring countries. Stable host economies with robust
infrastructure tend to attract more OFDI, especially from state-supported enterprises [2].

Research has shown mixed effects of uncertainty on OFDI. Several scholars have found that
uncertainty can motivate firms to pursue safer foreign investment opportunities [3]- [6], while
other studies [7], [8] emphasize its deterrent effect due to heightened risk aversion. Economic
policy uncertainty (EPU) in home countries can either encourage OFDI as firms seek to escape
domestic instability or discourage it when regulatory and policy environments are unpredictable
[9]. Geopolitical risk (GPR) similarly reduces FDI flows by increasing costs, legal uncertainty,
and enforcement challenges. It can also trigger the “flight-to-home” effect, in which investors
retreat to domestic markets during periods of geopolitical tension [10]. Despite extensive
research on the economic impacts of uncertainty, few studies have examined its effects on
Vietnamese OFDI (VOFDI), particularly at the sectoral level. Most existing literature focuses on
large economies such as China, India, and Korea [11], [12], often overlooking developing
countries like Vietnam, where OFDI is expanding rapidly. This gap underscores the need to
investigate VOFDI patterns and the role of GPR using industry-level data, in order to better
understand how geopolitical risks shape investment decisions. Studying Vietnam- a dynamic
economy in East Asia- offers valuable insights into the nature of OFDI from emerging markets.

This study aims to examine the impact of GPR on VOFDI across 18 sectors from 2010 to 2022.
The main findings are threefold: (i) domestic GPR increases VOFDI, whereas geopolitical risks
originating from the United States (US) and China exert negative effects, with China’s influence
being more pronounced; (ii) the responsiveness of OFDI to GPR varies across sectors; and (iii)
Vietnam’s domestic GPR exerts a stronger influence than the global geopolitical risk index. The
research contributes to the growing body of literature on OFDI and uncertainty in the context of
developing countries in three key ways. First, it addresses a gap in recent research, which has
primarily focused on country-level impacts of uncertainty on OFDI while often overlooking the
critical importance of sector-level dynamics in shaping corporate investment decisions. Second, it
broadens the scope of uncertainty analysis by incorporating GPR originating from major
influencing countries, such as China and the US- both of which have significant impacts on various
dimensions of Vietnam’s economic environment. Finally, the study enhances the effectiveness of
VOFDI strategies amid rising global uncertainty by offering novel insights and practical policy
recommendations.

The paper is organized as follows: Section 1 provides the introduction; Section 2 presents the
research methods; Section 3 discusses the results; and the final section offers the conclusion.
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2. Research Methodology
2.1. Theoretical framework

Based on previous studies [8], [9], a theoretical framework to examine the impact of GPR on
VOFDI at the industry level has been proposed. Within this framework, four types of GPR are used
to quantitatively assess their effects on VOFDI. First, domestic GPR is expected to have a positive
influence on VOFDI, consistent with the theories of comparative advantage and risk
diversification. Second, global GPR is anticipated to negatively affect VOFDI, as external risks
may discourage Vietnamese firms from pursuing overseas investment. Third, GPR originating
from the United States and China is also expected to exert a negative impact on VOFDI, due to the
close economic linkages between these countries and Vietnam. Notably, Vietnam- U.S. relations
have improved significantly since 1995, fostering stronger economic and diplomatic ties. In
contrast, Vietnam- China relations have been shaped by deep trade and economic integration,
particularly reinforced by free trade agreements such as the ASEAN- China Free Trade Area
(ACFTA) and the Regional Comprehensive Economic Partnership (RCEP).

We also control for various characteristics of Vietnam’s economic sectors, including labor
force, Producer Price Index (PPI), and Gross Domestic Product (GDP). Labor market
fluctuations can influence investment strategies; sectors with higher labor demand are more
likely to drive OFDI from Vietnam to host countries. The PPI affects production costs and
competitiveness, thereby influencing Vietnam's FDI decisions. Additionally, the GDP of each
economic sector contributes to the assessment of overall economic volatility, which is essential
for determining the impact of geopolitical threats on VOFDI. Based on these considerations, we
propose the following theoretical model. This model aims to quantify the impact of geopolitical
risk indices and control variables on Vietnam’s outward foreign direct investment.

InK_OFDI;; = f(GPR;, Xit) (1)

Where InK_OFDI;, represents the total registered OFDI capital of Vietnam in sector i for year
t. GPR;; denotes GPR indices. X represents a vector including control variables in the model such
as GDP, labor and PPI at sectoral level.

2.2. Empirical model and estimation method

Based on the theoretical model Eq.(1), the empirical models examining the impact of GPR on
sectoral OFDI flows from Vietnam is then structured as follows:

InK_OFDI;; = By + BLGPRHC_VN;, + ByGPRH; + BaXie + Ve + €1t @)
an_OFDIl‘t = ﬁo + lglGPRHC_VNlt + ﬁzGPRHC_USALt + ﬁgXit + yt + Sit (3)
an_OFDIit = ﬁo + ﬁlGPRHC_VNlt + ﬁzGPRHC_CHNlt + ﬁgXit + yt + Sit (4)

Where, i and t denote the sector and the year, respectively. The main independent variables
include the GPR of Vietnam (GPRHC_VN); global GPR (GPRH); and the GPR of the USA
(GPRHC_USA) and China (GPRHC_CHN). The vector X;: comprises control variables, including
Ingdp, Inlabor, and PPI_prev. The variable Ingdp represents the logarithm of each sector's
contribution to GDP, capturing the macroeconomic context of the host countries. The variable
Inlabor denotes the logarithm of the number of workers within each economic sector. Meanwhile,
PPI_prev represents the producer price index for agriculture, industry, and service sectors, using
the previous year's value as the baseline. The term y, represents a time- and sector-specific fixed
effect that accounts for time- and sector-varying characteristics, such as macroeconomic shocks.
Finally, ¢ is the error term.

The Least Square Dummy Variable (LSDV) method is used to estimate the equations from (2) to
(4). The LSDV method helps to examine the influence of GPR on VOFDI, controlling for specific
unobservable effects such as time- and sector-specific fixed effects. When combined with other
control variables, the LSDV method also addresses certain diagnostic issues in the model.
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Table 1. Description of Variables

Variable Expected Unit Fullname Source
Sign
OFDI _pro Project Number of investment projects GSO
permitted for outward foreign
direct investment by Vietnam

OFDI_cap Million Total registered investment GSO
uUsD capital for outward foreign direct
investment by Vietnam
GPRHC_VN + % Historical political risk index matteoiacoviello.com
in Vietnam (% of articles)
GPRH - % Political risk index tracked from  matteoiacoviello.com

3 articles and starting from 1990
(Index: 1900:2019=100)

GPRHC_CHN - % Historical political risk index matteoiacoviello.com
in China (% of articles)
GPRHC_USA - % Historical political risk index matteoiacoviello.com

in the United States
(% of articles)

PPI_prev - % Producer price index GSO
(previous year=100)
labor_volume + Thousand  Number of employed workers in GSO
people the economy by economic sector
GDP_sector_USD + Million Total domestic product value at GSO
usD real prices by economic sector
Sector dummies 0-1 By economic sector GSO
(dummy variable)
Year dummies 0-1 By year (2010-2022) GSO

(dummy variable)

2.3. Data sources, data cleaning and summary statistics

The data were obtained from the World Bank (WB) and the General Statistics Office of Vietnam
(GSO) for the period 2010-2022. A detailed description of the dataset is presented in Table 1.
Outliers were carefully removed using statistical methods, and missing values were addressed
through data re-collection or the application of flexible analytical techniques. Logarithmic
transformations (+1) were applied to certain variables to reduce variance and help maintain the
sample size effectively.

After data cleaning, the final dataset includes 234 observations across 18 economic sectors in
Vietnam during the 2010- 2022 period (Table 2). The sample exhibits a relatively balanced
distribution across variables, with the exception of PPI_prev. The average value of OFDI by sector
is USD 1,009.69 million, while the average number of projects per sector is 61.37. Regarding
GPRH, the average index value is 77.74 out of 100. More specifically, Vietnam’s geopolitical risk
index (GPRHC_V N) shows a low average value of 0.074 and a small standard deviation, indicating
relatively low geopolitical risk. In contrast, the GPR indices for China and the US have average
values of 0.60 and 2.74, respectively. This suggests that Vietnam's geopolitical profile is
characterized by the absence of major challenges posed by global powers [2]. Despite the large
differences in absolute values, the trends among these indicators appear to be synchronized, likely
due to global economic integration and the significant influence of the US and China on global
developments- particularly that of the US.
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Table 2. Summary Statistics

Variables Obs Mean Std. Dev. Min Max
OFDI _cap 216 992.35 1712.67 0.50 8937.30
OFDI _pro 216 57.96 71.32 1.00 452.00
GPRHC_VN 234 0.07 0.04 0.03 0.21
GPRH 234 77.74 13.82 58.63 112.94
GPRHC_CHN 234 0.60 0.20 0.39 1.12
GPRHC_USA 234 2.74 0.49 211 4.05
PPI_prev 210 103.18 3.92 97.87 131.60
GDP_sector_USD 234 13296.94 15515.39 633.81 100855.90
labor_volume 234 2805.39 5166.02 101.00 24569.90
3. Results and discussion
3.1. Results
3.1.1. Baseline models and models with control variables
Table 3. Estimation results of models including control variables
Variables Dependent variable: INnK_OFDI
@) (2) 3) 4 (5) (6)
GPRHC_VN 67.54*** 70.08*** 116.8*** 65.88*** 68.34*** 113.7%**
(8.63) (9.06) (18.28) (22.09) (23.05) (41.04)
GPRH -0.024*** -0.023**
(0.005) (0.009)
GPRHC_USA -0.69*** -0.67**
(0.15) (0.28)
GPRHC_CHN -4,10%** -3.98**
(0.90) (1.63)
Ingdp -0.46* -0.46* -0.46*
(0.24) (0.24) (0.24)
Inlabor 0.59* 0.59* 0.59*
(0.31) (0.31) (0.31)
PPI_prev 0.0105 0.0105 0.0105
(0.027) (0.027) (0.027)
Sector Yes Yes Yes
dummies
Year Yes Yes Yes
dummies
Cons. 4.98*** 4.88*** 2.76%** 5.18 5.09 3.03
(0.4) (0.4) (0.63) (3.77) (1.14) (4.31)
Obs. 216 216 216 192 192 192
R-squared 0.94 0.94 0.94 0.95 0.95 0.95

Notes: Robust standard errors are in parentheses. ***p<0.01, **p<0.05, *p<0.1.

Table 3 summarizes the estimation results. Columns 1, 2, and 3 present the results of the
baseline models- equations (2) through (4). The results demonstrate that the coefficient of
GPRHC_VN is positive and statistically significant at 1% in all three models. These results suggest
that GPR in the home country is positively associated with VOFDI, which is in line with transaction
cost theory and investment-shifting dynamics. Specifically, a 1% increase in Vietnam's GPR index
is estimated to raise the total registered VOFDI by 67.54%, 70.08%, and 116.8% across different
model specifications. These findings align with the evidence presented by [13], which highlights
the tendency of outbound investments to shift in response to heightened geopolitical uncertainty.
In contrast, the coefficients of the GPR indices for the world, the US, and China are all negative
and statistically significant at the 1% level. This indicates that global GPR, particularly those
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originating from the US and China, exerts a detrimental impact on VOFDI. These results
corroborate the findings of previous studies [4], [5], which similarly emphasize the adverse impact
of external geopolitical tensions on outward investment flows.

Columns 4, 5, and 6 present the results of the regression analysis incorporating control variables,
including GDP, labor force, and the Producer Price Index (PPI). After controlling for these
macroeconomic variables, the estimation results remain consistent with those of the baseline
models reported in Table 3. Specifically, domestic geopolitical uncertainty continues to encourage
Vietnamese firms to invest abroad, whereas global uncertainty- particularly that originating from
the United States and China- appears to deter Vietnam’s outward investment.

3.1.2. Robustness check

As a robustness check, the dependent variable with the number of foreign direct investment
projects in Vietnam (InP_OFDI) are replaced. Table 4 reports the results of this robustness check.

Table 4. Robustness Check Regression Results

Variables Dependent variable: InP_OFDI
1) (2) 3) (4) (5) (6)
GPRHC_VN 52.47*** 54,39*** 89.62*** 19.40 20.04 31.88
(4.74) (4.98) (10.05) (12.05) (12.57) (22.38)
GPRH -0.018*** -0.006
(0.003) (0.005)
GPRHC_USA -0.53*** -0.17
(0.84) (0.15)
GPRHC_CHN -3.09*** -1.04
(0.49) (0.89)
Ingdp 0.14 0.14 0.14
(0.13) (0.13) (0.13)
Inlabor 0.38** 0.38** 0.38**
(0.17) (0.17) (0.17)
PPI_prev -0.014 -0.014 -0.014
(0.015) (0.015) (0.015)
Sector dummies Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
Cons. 0.39* 0.32 -1.28*** -0.05 -0.07 -0.61
(0.22) (0.22) (0.35) (2.06) (2.07) (2.35)
Obs. 216 216 216 192 192 192
R-squared 0.94 0.94 0.94 0.96 0.96 0.96

Notes: Robust standard errors are in parentheses. ***p<0.01, **p<0.05, *p<0.1.

Columns (1) to (3) present the baseline model with industry and year dummy variables, while
columns (4) to (6) show the extended model with control variables. Based on the signs of the main
independent variables, the coefficient of GPRHC_V N remains positive, whereas the coefficients
for GPRH, GPRHC_USA, and GPRHC_CHN remain negative. These results confirm the robustness
of the model.

3.2. Discussion

The empirical results show that global GPR, particularly that originating from the US and China,
has a negative effect on VOFDI. As GPR rises, investors tend to become more cautious, and the
associated increase in transaction costs discourages investment, especially in high-risk environments.
Concerns over global uncertainties, such as the Russia- Ukraine conflict and Brexit, further prompt
investors to shift their focus toward domestic markets. These findings support the results of [4] and
[6], which emphasize the "flight-to-home" trend in response to heightened geopolitical tensions.
Conversely, domestic geopolitical risk is found to stimulate VOFDI. When local risks escalate,
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investors often reallocate capital to more stable foreign markets, thereby reducing exposure to volatile
domestic conditions. This behavior is consistent with both transaction cost theory and the quality-
based investment-shifting hypothesis. The findings also align with [2], which argues that firms
increase OFDI as a strategy to mitigate domestic political risk.

The sectoral analysis reveals heterogeneous responses of outward foreign direct investment
(OFDI) to geopolitical risk (GPR). The manufacturing and processing sector maintains investment
due to its integration into global supply chains, while the mining and real estate sectors are
negatively affected by heightened uncertainty and regulatory shifts. In contrast, the technology and
communications sector grows strongly due to innovation and is less affected by geopolitical risks.
The agricultural and resource extraction sectors are more sensitive to changes in host-country
policies. In particular, the science and technology sector shows great potential, supported by
national innovation initiatives.

Finally, Vietnam’s geopolitical risk index (GPRHC_VN) exerts a stronger influence on
OFDI than the global risk index (GPRH). The index for China (GPRHC_CHN) demonstrates a
more pronounced negative effect than that of the US (GPRHC_USA), suggesting greater investor
caution toward risks associated with China, potentially due to geographical proximity and shared
political and cultural factors between the two countries.

4. Conclusion

This study examines the influence of GPR on VOFDI at the sectoral level over the period from
2010 to 2022. Using a dataset of 234 observations across 18 economic sectors, the research
addresses a gap in the literature by exploring sector-specific effects in investment decisions, with
particular attention to geopolitical risks originating from China and the US. The study also offers
insights into enhancing the effectiveness of VOFDI strategies under conditions of global
uncertainty. Employing a LSDV model that controls for sector and year fixed effects, the results
indicate that domestic geopolitical uncertainty tends to stimulate VOFDI. In contrast, global GPR-
particularly that associated with the US and China- exerts a negative impact on VOFDI, with the
effect of Chinese geopolitical risk being more pronounced. These findings highlight the significant
role of geopolitical risk in shaping the outbound investment decisions of Vietnamese firms.

With the goal of becoming a high-income country by 2045, Vietnam is rapidly advancing its
economy through programs aimed at improving education, living conditions, and overall quality
of life, as evidenced by the international success of its state-owned enterprises. Outward investment
can further Vietnam’s integration into the global economy, enhancing both its competitiveness and
economic resilience. In the face of increasing global geopolitical risks, Vietnamese enterprises
should thoroughly understand local legislation to avoid regulatory bottlenecks before investing
abroad and prioritize countries with lower geopolitical risks to ensure safer investment
environments. Simultaneously, the Vietnamese government should establish clear legal
frameworks and maintain a stable financial system to support investors in adapting to heightened
uncertainty, thereby enabling them to leverage technology, capital, and foreign markets for
expansion and profitability. Most importantly, the Vietnamese government and private sector
should formulate strategic policies- such as bilateral trade agreements and diplomatic initiatives-
to strengthen relations with China and the US, ensuring consistent foreign investment flows,
particularly in critical sectors. This study provides important insights into the impact of GPR on
VOFDI and offers recommendations for promoting more effective investment flows.

Although the contributions outlined above are significant, data limitations prevent this study
from precisely assessing the influence of GPR on VOFDI based on the risk levels of individual
partner countries. Future research would benefit from a more in-depth investigation of GPR’s
impact on VOFDI, specifically in relation to the risk profiles of each partner country. Such an
approach could provide a more nuanced understanding of how varying degrees of geopolitical risk
across countries influence Vietnam’s investment decisions.
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