Montenegrin Journal of Economics

| A

For citation:

Dat, P.T., Le, T.T.H. (2023), “Factors Affecting the Green Economy Based on
the Attraction of Foreign Direct Investment in the Context of Climate Change,
Vietnam”, Montenegrin Journal of Economics, Vol. 19, No. 1, pp. 31-41.

ELIT

Economic Laboratory Transition
Research Podgorica

Factors Affecting the Green Economy Based on the Attraction
of Foreign Direct Investment in the Context of Climate Change,

Vietham

PHAM TIEN DAT® and THI THUY HANG LE? (Corresponding author)

1 Rector of University of Finance - Marketing (UFM), Vietnam, e-mail: phamtiendat@ufm.edu.vn
2 Lecturer of Banking and Finance Faculty, University of Finance - Marketing (UFM), Vietnam, e-mail: Itt.hang@ufm.edu.vn

ARTICLE INFO

ABSTRACT

Received June 15, 2022

Revised from July 16, 2022
Accepted August 16, 2022
Available online January 15, 2023

JEL classification: F21; F63; G18; 011.
DOI: 10.14254/1800-5845/2023.19-1.3

Keywords:

Green economy,
Economics policy,

Foreign Direct Investment,
Vietnam.

The complicated developments of the Covid-19 pandemic have made en-
terprises' investment and business cooperation activities in general, and
foreign direct investment (FDI) enterprises face many challenges and risks
in particular. In Vietnam, foreign direct investment plays a vital role in socio-
economic development. Realized FDI capital increased on average annually
and accounted for over 25% of the total recognized investment capital of
the whole society; the average GDP share of the foreign-invested sector
accounts for more than 20% annually in the total GDP of the whole econo-
my; attracting nearly 5 million workers. However, Vietnam has faced envi-
ronmental and social consequences of developing the brown economy.
Countries have gradually transitioned to a green economy - an economy
that cares about happiness, social justice, and the environment in addition
to other benefits and economic goals. Vietnam is no exception to this trend.
Thus, the article's purpose is to analyze the key factors affecting the attrac-
tion of foreign direct investment (FDI) for the green economy of Vietnam and
recommendations for green economic development in Vietnam. Besides,
the authors applied quantitative methods processed by SPSS 20.0 and
Amos software based on surveying 700 foreign investors with descriptive
statistical tools, measuring scales with Cronbach's Alpha, exploratory factor
analysis (EFA), confirmatory factor analysis (CFA), structural equation mod-
eling (SEM). The article's findings have three key factors affecting the at-
traction of foreign direct investment (FDI) for the green economy of Vietnam,
with a significance of 1.0 percent. Three factors include investment policy
(IP), Investment environment (IE), and quality of human resources (QHR).
Finally, the study's value is to help policymakers and leaders of provinces
and cities improve capital attraction efficiency and contribute to green
economic growth in climate change and international integration.
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INTRODUCTION

After more than three decades of opening up, the foreign-invested economic sector has become an
essential component of Vietham's economy. However, the context of trade conflicts in the world, the de-
velopment trend of the Industrial Revolution 4.0, the outbreak of the global Covid-19 pandemic... along
with the rise of conservatism protectionism and anti-liberalization of multilateral trade in the world have
affected the adjustment of investment capital flows of countries (He & Choi, 2020). Therefore, it is nec-
essary to identify the opportunities and challenges facing Vietnam, thereby proposing solutions for Vi-
etnam to effectively attract foreign direct investment (FDI) inflows in the new context.

In Vietnam, the category of the green economy appeared in 2010 during the Conference of the Unit-
ed Nations Environment Program (UNEP) in Nairobi, Kenya, to prepare for the Ri0O+20 Summit in
June/2012 in Rio de Janeiro, Brazil on sustainable development. During the implementation of this pro-
gram, Vietnam has received help and support from many countries and the international community. As a
result, the transition to a green economy in Vietham has had initial results, such as Building and putting
into operation many small hydroelectric projects, wind power, using solar energy, increasing strengthen-
ing afforestation and regeneration, controlling to limit deforestation, etc. Additionally, Vietnam has pro-
posed temporarily closing natural forests to reduce greenhouse gas emissions.

Although Vietnam is considered an attractive investment destination in the world, to attract sustain-
able foreign investment flows, besides improving the business investment environment towards trans-
parency, Vietham needs to focus on developing the economy in a green direction with low greenhouse
gas emissions. With the problems analyzed above, the authors researched various factors affecting the
attraction of foreign direct investment for the green economy of Vietham and recommendations for a
green economy in Vietnam.

1. LITERATURE EMPIRICAL REVIEW

1.1 Green economy (GE)

The green economy is a new term that has emerged in recent years, such as green production, green
consumption, green lifestyle, and green products with the implication of being environmentally friendly.
There are many different definitions of a green economy. In the study, Williams & Horodnic (2015) said
that a green economy is an economy with smart, sustainable, and fair growth. The Green Economy Alli-
ance group defines a green economy as "an economy that creates a better quality of life for all within the
Earth's ecological limits. The International Chamber of Commerce (ICC) is the world's largest, most repre-
sentative business organization that has looked at the green economy from a business perspective: A
green economy is an economy that grows. A green economy not only sets economic development goals
but also pays much attention to human happiness, social justice, and environmental and ecological is-
sues (Seetanah & Rojid, 2011; Silajdzic & Mehic, 2016; Hunady & Orviska, 2014). Economic growth and
environmental responsibility go hand in hand and complement each other while supporting social devel-
opment.

1.2 Foreign direct investment (FDI)

Foreign direct investment (FDI) is a form of long-term investment by an individual or organization
from one country to another by setting up factories and business establishments. The aim is to achieve
long-term interests and take control of this property (Egbo et al., 2011; Asiedu, 2006; Cheung & Lin,
2004). FDI is an activity that uses capital in the social production and reproduction process to create a
larger capital capacity, which is a part of the production and business of enterprises business to obtain
profits or socio-economic benefits (Ahmad et al., 2015; Demirhan & Masca, 2008). That investment capi-
tal is integral to the accumulations of industries, production and business establishments, social organi-
zations, savings of individuals, and capital mobilized from other sources (Faeth, 2009; Iwai & Thompson,
2012; Kodongo & Ojah, 2016).
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1.3 Investment policy (IP)

Policy to attract foreign investment. This policy is implemented by market-opening policies. Create
incentives and an attractive business environment. The attraction is created based on the generated
domestic potential. The expression of goodwill in cooperation and desire for foreign investment activities
(Mohamed, 2019; Noorbakhsh et al., 2001). These policies are implemented when the country opens its
market. Attracting investment brings all-around innovations to the country. These can be mentioned as
implementing association, cooperation, and mutual development projects in the national market. Or let
them conduct business activities, exploiting domestic conditions (Vogiatzoglou, 2007: Yu & Walsh, 2010;
Alfaro et al., 2004). These factors help countries' governments deal with labor and employment condi-
tions. People have access to many different markets, and diverse needs are met. Thus, the authors pro-
posed the hypothesis below.

H1: Investment policy affecting foreign direct investment (FDI).

H2: Investment policy affecting the green economy.

1.4 Investment environment (IE)

The investment environment is a set of factors affecting the investment activities of enterprises. The
investment environment includes economic, political, social, cultural, natural, and technological factors.
Government policy, geographical factors, and market size are important (Xaypanya et al., 2015; Wang &
Balasubramanyam, 2011). The investment environment combines national and local factors that affect
investment activities and economic development. Besides, the investment environment in this concept
only refers to the national and regional investment environment, not including external parties (Tintin,
2013; Mohiuddin & Salam, 2011). A good investment environment creates favorable conditions for in-
vestment activities and the production and business process until investors terminate investment activi-
ties. A good investment environment creates favorable investment activities conditions and promotes
efficient production and business processes (Nantharath & Kang, 2019; Li & Liu, 2005). Thus, the au-
thors proposed the hypothesis below.

H3: Investment environment affecting foreign direct investment (FDI).

H4: Investment environment affecting the green economy.

1.5 Quality of human resources (QHR)

The quality of human resources includes the moral, physical, ability, and aesthetic qualities of peo-
ple, which have a decisive influence on the achievement of current and future goals of each organization
(Pelinescu, 2014: Rogers, 2004; Jadhav, 2012; Kayode et al., 2013). the quality of human resources is
about improving health, knowledge, and working skills to promote labor productivity, leading to increased
income and improved quality of life in society. The quality of human resources in an enterprise is under-
stood as the degree of responsiveness of employees' working ability to the work requirements of the or-
ganization and ensures the successful implementation of the objectives of the organization (Gharaibeh,
2015; Durham, 2004; Asiedu, 2002; Tsaurai, 2014). and satisfy the needs of employees. Thus, the au-
thors proposed the hypothesis below.

H5: Quality of human resources affecting foreign direct investment (FDI).

H6: Quality of human resources affecting the green economy.

Based on these empirical findings, the authors expect that H7: FDI affects the green economy
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Figure 1. A research model for factors affecting foreign direct investment and the green economy

Source: Authors' proposed

Figure 1 shows factors affecting foreign direct investment and the green economy. Besides, three fac-
tors include investment policy (IP), investment environment (IE), and quality of human resources (QHR).
Finally, foreign direct investment affects the green economy.

2. METHODOLOGY AND DATA

2.1 Qualitative research

In this study, the authors use some research questions and information collection methods prepared
in qualitative research, but this method can be adjusted accordingly as new information appears during
the collection process (Hair et al., 2021). That is one of the fundamental differences between qualitative
and quantitative methods. The authors also use external data sources: The authors have taken from
economic organizations and government agencies and researched information from different books,
magazines, national magazines, and the internet (Hair et al., 2021).

Besides, the authors consulted with 11 experts in the field of investment in Vietnam. Based on these
11 experts' opinions, the authors have identified the information collected from the experts' responses
and formed the questionnaire. The goal is to determine new lines of inquiry for the prepared questions.
The steps are detailed: Literature review related to the dissertation, preliminary questionnaire design,
interview enterprise leaders and experts, modify the initial questionnaire, and finally, there is nothing
official about the questionnaire (Hair et al., 2021).

2.2 Quantitative research

This study collected data and solved relationships through numerical form and studies from interpre-
tation using scientific models and quantitative research methods. Besides, the authors processed
through SPSS 20.0 and Amos software with descriptive statistical tools, measuring scales with
Cronbach's Alpha, exploratory factor analysis (EFA), and confirmatory factor analysis (CFA) (Hair et al.,
2021). Structural equation modeling (SEM) based on data was collected through a questionnaire that
surveyed about 700 foreign investors operating in Vietham. With the following steps: Descriptive statis-
tics, Cronbach alpha test of reliability, Exploratory factor analysis (EFA), Confirmatory factor analysis
(CFA), and Testing of structural equation modeling (SEM).

The authors used the non-probability sampling method with random sampling. This means sample
based on the subject's convenience or accessibility, where the investigator is more likely to encounter
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the issue. The authors compiled the research questionnaire sent directly to each foreign investor in Vi-
etnam, which was convenient for the authors' survey (Hair et al., 2021).

The authors surveyed Vietnam's 700 FDI enterprises (700 foreign investors) through direct interview
questionnaires. The authors collected primary data after determining the study's sample size and sam-
pling method. The authors have used official questionnaires to conduct direct interviews with each busi-
ness owner in Vietnam. After completing the answer sheet, the authors instruct the answer, receive the
answer sheet, check the accuracy, clean the data, and cast invalid votes.

Finally, the authors applied the Bootstrap method can provide more detailed information about the
distribution of the mean, the confidence interval, and the probability of the standard based on a single
sample (Hair et al., 2021).

3. EMPIRICAL RESULTS

3.1 Analysis of the situation of attracting foreign direct investment into Vietnam

Vietnam, with the competitive advantage of an open investment environment, a stable political
environment, a stable macroeconomic environment, and abundant human resources at low costs,
Vietnam is one of the most attractive countries in the world led by foreign investors. Thanks to these
advantages, FDI inflows into Vietnam have increased recently, especially after Vietnam participated in
bilateral and multilateral free trade agreements (FTAs).

From 2010 to 2014, registered FDI capital fluctuated continuously and increased slightly from 19.89
billion USD in 2010 to 21.92 billion USD in 2014. Since 2015 total registered FDI capital in Vietnam has
had a substantial and continuous increase, with the total investment capital in Vietnam in 2015 being
22.7 billion USD. By 2019 this figure will increase to 38.95 billion USD. In 2020, due to the impact of the
Covid-19 pandemic, the global economy was severely affected, so foreign investment capital registered
in Vietnam decreased, reaching only 28.53 billion USD, down 25% compared to the previous year in
2019.

Not only increased in registered capital but realized FDI also increased in 2015-2019, from 14.5
billion USD to 20.38 billion USD; the number of newly registered investment projects increased from
1,843 projects in 2015 to 3,883 projects in 2019.

By 2020, due to the general influence of the Covid-19 pandemic, enterprises' production and
business activities will be affected, so FDI projects in Vietham will decrease in both registered capital
and investment capital. Newly registered projects but implemented capital decreased slightly, reaching
98% compared to 2019.

In 2020, the processing and manufacturing industry was the field that attracted the most attention
from foreign investors, with 800 new projects, 680 projects with adjusted investment capital, and 1268
times capital contribution and purchase. Shares with a total capital of 13,601 billion USD, accounting for
47.67% of total investment capital. The electricity, gas, and steam production and distribution fields
ranked second with USD 5.1426 billion, accounting for 18.03% of total investment capital. The real
estate business ranked third with 4.18495 billion USD, accounting for 14.67% of total investment
capital. In general, processing technology, real estate business, electricity production, and distribution,
accommodation and food services, etc., are the industries that attract the most FDI.

In 2021, Foreign direct investment (FDI) was a significant capital flow for growth and international
economic integration, contributing to additional capital, technology, management capacity, business
ability, organizational ability, and participation in the global supply chain. In 2021, despite the
complicated development of the Covid-19 epidemic, FDI in Vietnam reached 31.15 billion USD, an
increase of 9.2% compared to 2020. Newly registered and adjusted investment capital increased sharply
compared to 2020, and adjusted capital increased sharply by 40.5%. This shows that foreign investors
are placing an order with great confidence in Vietham's investment environment.
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3.2 Analysis of descriptive statistics and Cronbach’s Alpha

Descriptive statistical analysis is critical for any scientific study on quantitative use; descriptive
statistical analysis is regular for those familiar with statistics.

Table 1. Descriptive statistics and Cronbach’s Alpha for critical factors affecting the green economy and foreign
direct investment

Cronbach’s Cronbach’s
Code Contents Mean Alpha if ltem Alpha
Deleted P
FDI1 Priority projects that are high-tech and source 3.3821 0.943
technology projects ) )
FDI2 Use minimal land and respurces but bring 3.3448 0.893 0.952
great benefits
FDI3 Connect global prqductlon and sypply chains 3.2731 0.952
and are environmentally friendly
P1 Reducing the retail prlc_e of e.Iectr|c¢y for pro- 3.0507 0.951
duction and business industries
IP2 Land and capital support 3.0373 0.962
IP3 Extension of tax payment and land rent 3.0582 0.967 0.968
Exemption and reduction of interest and fees
IP4 according to internal regulations of the credit | 3.0537 0.949
institution
QHR1 Trained and young human resources 3.3537 0.803
QHR2 Human resources are skilled and have a high 3.5030 0.816
work ethic ) )
Ability to adapt in the fastest time to the work- 0.858
QHR3 ing environment and progress. new science 3.3045 0.852
and technology
QHR4 Discipline and ethical behavior at work 3.3328 0.806
GE1 Reducing environmental risks and sustainable 53134 0.884
living environment ) '
Considered an economy with low carbon emis-
GE2 sions 2.3761 0.837 0.900
GE3 Ecological resource scarcity 2.3537 0.900
GE4 Efficient use of resources and social inclusion | 2.3985 0.861
IE1 Favorable legal conditions for investors 3.0746 0.969
IE2 Macroeconomic stability 3.0701 0.976
IE3 Stable politics 3.1030 0.976 0.976
IE4 Elements of complete infrastructure 3.1030 0.964 )
IE5 Market capacity and also the advantages of a 3.0910 0.965
country

Source: Authors collected and processed from SPSS 20.0

Table 1 shows that 20 items have a value from 1.0 to 5.0, and the mean is around 3.0. All observed
variables in the factor components use the 5-level Liker scale with the corresponding level: Level 1 is
completely disagree, level 2 is disagree, level 3 is neutral, level 4 is agreed, and level 5 completely
agrees. Besides, the Std. Deviation has a value of approximately 1.0. This data is perfect for the following
research, and the authors have the Cronbach alpha test of the reliability of more than 0.6.
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3.3 Analysis of critical factors affecting the green economy

Table 2. Testing factors affecting foreign direct investment and the green economy

Relationships Standardized | g CR P Result
Estimate
FDI < P 0.091 0.028 3.277 0.001 Accepted
FDI < QHR 0.208 0.036 5.713 wxK Accepted
FDI < IE 0.534 0.031 16.992 ok x Accepted
Green economy | <-— FDI 0.209 0.026 7.981 i Accepted
Green economy | <— QHR 0.067 0.024 2.844 0.004 Accepted
Green economy | <-— IP 0.066 0.019 3.477 A K Accepted
Green economy | <— IE 0.157 0.023 6.679 KK Accepted

Source: Authors collected and processed from SPSS 20.0, Amos

Table 2 shows three factors affecting the attraction of foreign direct investment (FDI) and the green
economy of Vietnam, with a significance of 1.0 percent. Besides, foreign direct investment (FDI) affects
Vietham's green economy, with a value of 1.0 percent. These results are science evident for policy
implications to enhance the attraction of foreign direct investment (FDI) and the green economy of
Vietnam in Vietham. Although the opportunity to receive FDI is enormous, the competition to attract FDI
is increasingly fierce, especially in the context of limited capital supply and the heavy impact of the Covid-
19 pandemic take advantage of attracting external resources to maintain and recover the economy.
Therefore, competition to attract FDI among developing countries with similarities in the market,
development level, technology, and labor is increasingly fierce.

o W ~
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e..

= 2 | Chi-square=325.411; df=150; P=.000;
7 Chi-square/df=2.169;

GFI1=.955; TLI=.986; CFI=.989;
@ @ RMSEA=.042

Source: Authors collected and processed from SPSS 20.0, Amos

Figure 2. Testing SEM for factors affecting the attraction of foreign direct investment (FDI) and the green economy
of Vietham
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Figure 2 showed that the assessment the attraction of foreign direct investment (FDI) and the green
economy of Vietnam: CMIN/DF = 2.169 (<5.0), GFl = 0.955 (>0.800), TLI = 0.986 (>0.900), CFl = 0.989
(> 0.900) and RMSEA = 0.042 (<0.08). The article's main goal is to explore critical factors that can affect
the attraction of foreign direct investment (FDI) and the green economy of Vietnam. Therefore, in the
coming time, Vietnam needs to focus on finding measures that can develop service industries in-depth,
creating a good impetus for increasing the productivity of the service sector, the production and business
sector, and many other sectors of the economy. In addition, Vietham needs to prepare necessary
conditions to attract investment, such as reviewing and supplementing the clean land fund, reviewing the
electricity planning, and training high-quality human resources.

Supplementing policies to develop supporting industries; evolving regulations and standards as a
new filter to select FDI investors with advanced technology, able to withstand external pressure for
sustainable development and national security.

Table 3. Testing Bootstrap for critical factors affecting the green economy and foreign direct investment

Parameter SE SE-SE Mean Bias SE-Bias

FDI < IP 0.027 0.000 0.089 -0.002 0.001

FDI <-- QHR 0.038 0.001 0.206 -0.002 0.001

FDI <— IE 0.044 0.001 0.531 -0.003 0.001
Green economy <-- FDI 0.028 0.000 0.211 0.002 0.001
Green economy <-- QHR 0.024 0.000 0.065 -0.002 0.001
Green economy <-- IP 0.022 0.000 0.065 -0.001 0.000
Green economy <-- IE 0.024 0.000 0.155 -0.002 0.001

Source: Authors collected and processed from SPSS 20.0, Amos

Table 3 shows that testing results are consistent with the survey data and is also reliable scientific
evidence to suggest the main implication.

3.4 Result discussion

The new context with many opportunities and challenges today requires Vietham to make changes in
its strategic orientation to attract FDI in the coming time, specifically as follows:

First of all, the Ministry of Planning and Investment shall coordinate with the Ministry of Foreign
Affairs and other ministries and branches to develop strategies to attract investment capital from large
technology corporations and submit them to the Prime Minister for approval (local areas, priority
technology industries, competitive policies to encourage and support investment, etc.). Besides, Vietham
reviews and timely adjusts foreign investment policies to suit and keep up with fluctuations and
uncertainties of the global economy and changes in FDI attraction strategies of countries around the
world.

Secondly, Vietnam continues to focus on preventing and controlling the Covid-19 epidemic, in
parallel with recovering the economy after the pandemic so that investors can safely access and learn
about the Vietnamese market. Maintaining the stability of the macro environment and improving the
economy's resilience to external shocks. At the same time, always ensure the consistency, strength, and
suitability of mechanisms and policies on taxes, land, and labor... so that foreign investors can feel
secure in building long-term investment plans in Vietham.

Thirdly, Vietham reviews, update and adjust appropriately in decentralizing investment approval,
streamlining the process and procedures, publishing regulations, and transparent public processes.
Accelerating investment, upgrading infrastructure synchronous infrastructure (industrial park, electricity,
water, transport infrastructure, information, logistics, services associated with the industrial park.
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Building long-term strategies to drastically improve the business environment, ensuring publicity and
transparency, administrative procedures need to be simplified, convenient, and practical...

Fourthly, it is necessary to prepare a long-term strategy to attract FDI, shift the focus of foreign
investment attraction and cooperation policies from quantity to quality, prioritize projects with high added
value and models, and modern management. Actively selectively attract FDI projects; If you take the
initiative in FDI projects, especially those with significant capital sources and business lines that focus on
critical national goals, you should have separate policies to attract them effectively.

Finally, it is necessary to encourage and create conditions for FDI projects to invest and produce in
Vietnam in the form of joint ventures with domestic enterprises so that Viethamese enterprises have
requirements to access technology and skills, modern management of FDI enterprises, and at the same
time help FDI enterprises focus on critical stages to create products. In recent years, FDI inflows into
Vietnam focus more on sustainable development projects. Technology, processing, manufacturing, and
green energy are becoming the primary investment areas of FDI. Most recent FDI inflows have gone into
high-quality, green, or renewable projects. With the current trend, the future of FDI inflows into
sustainable development in Vietnam is positive.

CONCLUSIONS

Despite many challenges caused by Covid-19 in 2021, Vietham continues to be considered a
beautiful investment market. The attractiveness of the Viethamese market comes from its stable political
background, which is expected to be a desirable investment market. With large foreign exchange
reserves, a cost-effective operating environment, and a persistent and hard-working workforce, Vietham
has 15 signed Free Trade Agreements, high vaccination rates, prospects for rehabilitation, and
substantial economic recovery.

Based on applying quantitative research processed by SPSS 20.0 and Amos software based on
surveying 700 foreign investors with descriptive statistical tools, measuring scales with Cronbach's
Alpha, exploratory factor analysis (EFA), confirmatory factor analysis (CFA), structural equation modeling
(SEM). The article's findings have three key factors affecting the attraction of foreign direct investment
(FDI) for the green economy of Vietnam, with a significance of 1.0 percent. This is also reliable scientific
evidence to suggest the main implication.

However, there are also challenges to be faced, such as the legal framework and regulations related
to sustainable development need to be further improved in terms of consistency, especially
environmental tax and preferential conditions. to encourage investment in sustainable development. The
Government needs to continue actions and policies for a long time to continue to attract FDI in the fields
of high technology and renewable energy; diversify FDI flows; closely monitor and manage FDI inflows
into provinces/cities to ensure local governments comply with national environmental targets.
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