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The process of transition to a market economy

 In the late 1980s: the collapse of the communist system in Eastern Europe and the 

Soviet Union.

 In 1989: the fall of the Berlin wall. 

 Economic transition from centrally planned economy to market economy began:

 Since 1991: the Russian Federation  the “successor to the Soviet Union”.

 Most of other former Soviet states began the transition to a market economy 

from a command economy in 1990-1991.

 In the early 1990s, formerly Soviet Central Eastern European started 

transitioning to the market economy. 
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The process of transition to a market economy in Vietnam

 Before 1986: Vietnam followed the Soviet centrally planned economic model.

 In 1986, the government adopted an economic reform program called “Doi Moi” 

(Renovation) to transform into market economy with socialist orientation.

 In 1987, Law on FDI  approved by National Assembly.

 Some major achievements:

 Economic restructure from agriculture-based towards industrialization and 

modernization. 

 GDP: 

 In 2017, GDP per capital was about $2,389.
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Year 1986-1990 1991-1995 1996-2000 2001-2005 2006-2010 2011-2015

Annual GDP 

growth rate 

4.4% 8.2% 7.6% 7.51% 6.32% 5.9%



FDI inflows to South-East Europe and Commonwealth of Independent States (CIS) in the period 1992–2010

FDI inflows to transition economies
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FDI inflows to South-East Europe and Commonwealth of Independent States (CIS) in the period 2011–2017

FDI inflows to transition economies
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Since the Law on Foreign Investment in 1987 was in effect, Vietnam has achieved 

positive results in attracting FDI inflows. 

 1988-2017: Vietnam received 24,397 FDI projects from 128 countries and territories, 

with $169.05 billion. Since 1991, FDI inflow has increased rapidly. 

 1991-2000: FDI reached $19.462 billion, an average $1.95 billion each year. 

 2001-2010: FDI capital was $58.497 billion. 

 2011-2016: FDI reached $84 billion. 

 2010-2017: the capital of FDI projects was on the upward trend.

FDI inflows to Vietnam
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“ FDI is one of the main source of capital inflow and 

driving factor of economic growth in many countries, 

especially transition countries. FDI helps to improve 

trade and national output, creates employment 

opportunities, aids in transfer of technology and 

knowledge. Therefore, attracting FDI is essential for 

economic restructuring in these countries.
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FDI and GDP
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Source: Saul Estrin, 2017 (based on World Investment Report 2015)

Increased FDI inflows can

bring supplies of investment

to transition countries, which

would increase the GDP and

economic development.



FDI and GDP

In the case of Vietnam:

 In 2017, FDI sector reached VND 982,678 billion (19.63% of GDP). 

 2005-now, FDI sector has a growing share in the GDP structure ( by 

4.47% in 2005-2017).

 In 2010-2017, revenues from the FDI sector to the state budget have 

increased significantly: From VND 64,915 billion to VND 171,302 billion 

(accounting for 11.03% to 13.29% of the total, respectively). 
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FDI and Trade

Table: Export by Vietnamese economic sectors, 2005-2017
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2005 2010 2015 2016 2017 

TOTAL - Value ($billions) 32.45 72.24 162.02 176.58  213.77 

   Domestic economic sector 13.89 33.08 47.64 50.35 58.53 

   FDI sector 18.55 39.15 114.38 126.24 155.24 

TOTAL - Structure (%) 100 100 100 100 100 

   Domestic economic sector 42.8 45.8 29.4 28.5 27.38 

   FDI sector 57.2 54.2 70.6 71.5 72.62 

 
Source: General Statistics Office of Vietnam

 Direct benefit of FDI is promoting 

imports and exports. 

 Likewise, the broader and long-

term benefit of FDI is integrating 

the host economy more closely 

into the world economy. 

 In other words, FDI and trade are 

mutually reinforcing channels for 

cross-border activities. 



FDI and Technology Transfer

 FDI is potentially the most important international tool of technology transfer for domestic 

companies, especially important for firms in transition economies because of the urgent 

need to restructure.

 Vietnam is in the process of restructure the economy  technology transfer through 

FDI projects to access advanced and modern technology is one of the important targets 

in attracting FDI. 

 Over time, FDI has contributed to promoting the renovation and transfer of technology, 

step by step enhancing the production capacity of some industries in the country. 
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FDI and Technology Transfer

In Vietnam:

 2010-2017: 115 contracts transferred from abroad - total value estimated VND 447,000 

billion(~$19bn). 

 Transfer of technology from abroad  limiting import of many kinds of goods in the fields of 

oil and gas, construction materials, consumer 

electronics, vehicles, etc. 

 increasing the competitiveness of Vietnamese goods. 

 However, technology transfer through FDI has not met the expectations and needs of 

economic development because linkage between foreign and Vietnamese enterprises is not 

tight enough for domestic firms to join the global production chain and value chain. 
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FDI and Human Resource

 Transition economies need to have reached a certain level of development to be able to 

absorb new and modern technologies  enhancing human capital is the key.

 FDI can increase employment by recruiting and creating jobs for local workforce  domestic 

workers have advanced trainings  these workers can move to work for local companies or 

set up their own businesses. 

 Their skills learned from training and working in FDI enterprises will be automatically spread 

and applied to domestic enterprises. It could be knowledge of production technology, 

management skills, connectivity and even customer sources. 
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FDI and Human Resource

 In Vietnam, FDI has contributed to improving human resources’ quality through spillover 

effect of labor market. 

 At present, some FDI enterprises in Vietnam have set up vocational training centers such as 

Dung Quat Vocational Training School in Dung Quat Industrial Park, Vietnam - Singapore 

Vocational Training School in Vietnam - Singapore Industrial Park, Sai Dong Industrial Park 

Training Center, North Thang Long Industrial Park Training Center, etc. 

 However, the linkage with the training institutions of FDI enterprises is still limited Vietnam. 
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Challenges in attracting FDI 

 Environmental pollution: FDI enterprises use outdated technology for production and 

discharge pollutants into natural environment.

 Weak linkage between FDI and domestic firms hold up the spillover effects of FDI, such 

as technology transfer and knowledge sharing, low domesticisation of production.

 Long-delayed projects, low-tech investments, transfer pricing, tax dodges. 

 Many investors even run away after losses, leaving bad debts to local banks and workers. 
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Potentials in attracting FDI 

 Despite small size and low income, transition countries have attracted certain market 

seeking investors (telecommunications, retail, oil and gas distribution, building 

materials, F&B, banking). 

 Other industries could lead to more investment: agribusiness, ICT and tourism. 

 The underdeveloped nature of infrastructure would also offer business opportunities, 

especially in the form of public-private partnerships.
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Potentials in attracting FDI 

 Vietnam has attracted FDI inflows mainly by low labor cost and favorable incentives.

 However, in order to attract more high-quality FDI, Vietnamese government identifies 

priority sectors for attracting FDI. 
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Conclusion

 During the process of moving from a centrally planned economy to a market economy, a 

similar pattern in transition economies is to open up and take in capitals from FDI to boost 

economic growth. 

 FDI has an important impact in increasing GDP, improving state budget, employment creation 

and labor training, technology transfer, trade and export facilitation and international economic 

integration. 

 However, FDI also presents certain challenges to hosted economies such as tax avoidance, 

transfer pricing, environmental pollution, low level of technological transfer, weak linkage 

between FDI and domestic firms resulting in inefficient spillover of producitivity, labor skills and 

modern technology know-hows. 

 With increasing relevance in achieving sustainable economic development, there is an urgent 

need for transition economies to have suitable policy to attract high-quality FDI capitals.
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