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Introduction

Research questions

The context
@ Export structures of China and Vietnam have been becoming more
and more similar

@ Recent shocks: the U.S.-China trade war since 2018, the Covid-19
pandemic in 2020-2022

Research questions
@ Was there a shift in FDI inflows from China to Vietnam during the
period from 2013 to 20227

@ Did the U.S.-China trade war lead to a shift in FDI inflows from
China to Vietnam?
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Introduction

Preview

This paper
@ analyze the pattern of FDI inflows into China and Vietnam

@ examine the impact of the U.5.-China trade war on the redirection of FDI
inflows from China to Vietnam, and determine the duration of this effect, if
applicable

Findings

@ Starting from 2017, a notable shift in FDI inflows from China to Vietnam
has been observed

@ The increase in the U.S. tariff from the U.S.-China trade war resulted in a
shift in the FDI inflows from China to Vietnam in the short term
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Literature review

| iterature review
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Literature review

Related literature

@ Determinants of FDI
@ Consequences of the U.S.-China trade war

e The welfare loss, employment changes, and consumption effects abide
by the U.S. and China (Autor et al., 2023; Chor & Li, 2021; P. D.
Fajgelbaum et al., 2020; He et al., 2021; Waugh, 2019).

o Global trade reallocations in response to the U.S.-China trade war
(Fajgelbaum et al. 2021)

Banh, Fan & Zhang March 26th 2024 8/31



Data and summary statistics
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Data

o Greenfield bilateral FDI projects at the NAICS level from Orbis

Crossborder Investment Database from January 2013 to December
2022

o Collect from national business registries, company websites, telephone
research, and newswires

e Our sample includes all FDI projects in China and Vietnam
@ Monthly-level tariff data

o Fajgelbaum et al. (2020) from 2013 to April 2019

o Cavallo et al. (2021) from May 2019 to March 2020

o Assume the tariff rates remained unchanged from March 2020 to
December 2022, given the Phase One agreement signed by the two
countries in January 2020
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FDI projects and value into China and Vietnam

Number of FDI Projects and Total FDI Value into China and Vietnam

China Vietnam
Year # Projects FDI (mil US$) # Projects FDI (mil US$)
2013 1,078 46,840.66 132 3,563.49
2014 1,162 60,799.68 196 16,259.81
2015 991 40,247.22 210 20,416.82
2016 731 51,646.39 195 19,324.00
2017 1,080 83,087.30 216 18,458.26
2018 1,777 118,342.06 247 32,783.46
2019 2,285 70,826.86 321 27,706.99
2020 1,261 50,948.95 112 9,641.88
2021 2,364 53,135.90 94 45,188.44
2022 1,763 29,469.40 111 15,074.35

Source: Authors' calculation based on the Orbis Crossbor-
der Investment Database.
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FDI inflows into China and Vietnam
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US-China trade war - U.S. actions

Panel A: Actions and tariffs on US imports enacted by the United States

Key event Month enacted
Investigation on China: Technology transfer, intellectual property, and innovation Aug, 2017
Washing machines and solar panels (Applied to all import partners) Feb, 2018
Aluminum and steel (Applied to various import partners) Mar, 2018
Release of investigation results Mar, 2018
Announced tariffs on Chinese goods Apr, 2018
Phase 1 applied on China Jul, 2018
Phase 2 applied on China Aug, 2018
Phase 3 applied on China (largest set of tariffs) Sept, 2018
Phase 3 tariffs increased May, 2019
Phase 4 tariffs applied on China Sept, 2019
Phase 5 (Cancelled) Dec, 2019
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US-China trade war - China actions

Panel B: Retaliatory tariffs on U.S. exports enacted by China

Key event

Month enacted

Aluminum waste, scrap, pork and agricultural products

Retaliation
Retaliation
Retaliation
Retaliation
Retaliation
Retaliation

on Phase 1

on Phase 2

on Phase 3

on Phase 3 with higher tariff rates
on Phase 4

on Phase 5 (Cancelled)

Apr, 2018
Jul, 2018
Aug, 2018
Sept, 2018
May, 2019
Sept, 2019
Dec, 2019
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U.S. and China’s tariffs
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Banh, Fan & Zhang March 26th 2024 15/31



Shift in FDI inflows from China to Vietnam

Shift in FDI inflows from China to
Vietnam between 2013-2022
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Shift in FDI inflows from China to Vietnam

Econometrics specification - Event study

log(FDlsgy) = g + 11log(GDPy,) + g WT Oy + 3 FTAgqy+

2022 (1)
Z Byl(Year = y) x Vietnam + asq + v + €sqy

y=2013

where:

@ Jog(FDlsgy): log of FDI inflows from source s to destination d in year y

@ Vietnam: is a dummy equal to 1 if the destination of the FDI inflows in
Vietnam

@ Controls: log of GDP of source s in year y (log(GDPs,)), a dummy for both
s and d are WTO members in year y (WTOsq, ), a dummy for both s and d
are members of the same FTA in year y (FTAsq, ), source-destination fixed
effects (cvsq), year fixed effects (o)

@ f,: the extent to which the gap in the FDI inflows into China and Vietnam
has changed in year y compared to the gap in the base year 2013.
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Shift in FDI inflows from China to Vietnam

@ The gap in FDI inflows into China and Vietnam has reduced by more than
half since 2017 compared to the gap in 2013.
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Notes: Figure plots the coefficients on event time dummies for Vietnam relative to China. Error bars
show 95% confidence intervals. The sample period is from 2013 to 2022.
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Effect of the U.S.-China trade war

Effect of the U.S.-China trade war
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Checking parallel trend assumption (1)

12

log(FDlsgg:) = o + Z a1l (Eventg = j) X targetglft's' x Vietnam+ @)
j=—12

azlog(GDPyy) + a3 FTAsgy + Qg + Qg + i + €sdy

12

log (FDlsggr) = oo + Z aiel(Eventg = j) x targetggfh"”a x Vietnam+ 3)
j=—12

aolog(GDPyy) + a3 FTAsqy + Qsg + Qg + i + €5y
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Checking parallel trend assumption (2)

Parallel trend test for varieties targeted by Parallel trend test for varieties targeted by
U.S. Import tariffs China's retaliatory tariffs
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Notes: Error bars show 95% confidence intervals. The sample period is from 2017:2 to 2019:2.

@ China’s credit rating downgrade for the first time since 1989 by
Moody in May 2017

@ U.S.'s investigation on China's unfair trade practices started in
August 2017
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Effect of the U.S.-China trade war

Econometrics specification

AFDlsgge = g + a1t ATH> x Vietnam + aze ATS"™™ x Vietnam+

aseATH + aue ATE™ + 0gq + g + st + e + €y

o AFDlsdgif - Iog(FDlsdgt) - Iog(FDlsdg,Febl7fJanl8).
t > February 2018,

o ATYS =log(1+ TH>) — log(1+ TgL{FZMPJanls)'

o AT = log(1+ T§") — log(1 + m .
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Effect of the U.S.-China trade war

Effect of the U.S.-China trade war on the redirection of
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Conclusion

CONCLUSION
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Conclusion

Conclusion

@ The gap in FDI inflows into China and Vietnam has reduced by more
than half since 2017 compared to the gap in 2013.

@ The U.S.-China trade war led to a reduction in FDI into China. A one
percentage point increase in U.S. import tariffs compared to the

average monthly level before February 2018 led to about 1.5% decline
in FDI into China.

@ The U.S.-China trade war led to a redirection of FDI inflows from
China to Vietnam.

@ However, the effect of the U.S.-China trade war is short-term.
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Conclusion

THANK YOU

Banh, Fan & Zhang March 26th 2024 26 /31



Appendix

APPENDIX
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Appendix

Details on T,

AFDlsgg = ag + a1 ATH™ x Vietnam + ape ATS"™ x Vietnam+

ageDATHS + aae ATG™ + 0g + gg + st + 0t + €5y

gt
Applied,i
Tot

i Totatutory,i g targetgy = 1 and t > Tariff effective date
&t otherwise

where i € {U.S., China}.
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Appendix

Details on export similarity

Using bilateral trade data from the United Nations Comtrade Database,
we follow De Benedictis and Tajoli (2007) and compute the Pearson’s
coefficient of correlation between the export compositions of China and
each ASEAN country.

> >, % S, v
X _ PR
I'xy = Py = p( P . )(yp § )7 (5)

OxOy OxOy

where x and y are the vectors of export shares x = [xy, ..., x,] and
y = v, ..., yn| for products p € {1,...,n}

Banh, Fan & Zhang March 26th 2024 29/31



Details on FDI data (1)

Industries by NAICS-6 - Products by HS 6-digit: mxm relationship

We compute the simple average FDI inflows at the
source-destination-HS-6 digit-month level, as follows:

1
FD/Sdgt = Z N X FDIsdnt, (6)
neg

where s indicates the source country of the FDI inflow, d refers to the
destination country, g is the HS-6 digit product, t refers to month, n is
the NAICS-6 digit code, and N is the total number of HS-6 digit codes
being merged to 1 NAICS-6 digit code.
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Details on FDI data (2)

For example,

1 NAICS receives 100 mUSD of FDI and it could correspond to 4 types of
HS-6 codes.

We then suppose each HS-6 product receives 100/4 = 25 mUSD of
FDI.

After this simple average, we aggregate the FDI under the same HS-6
codes to have the FDI at the source-destination-month-HS6 level.
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