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Considerable� studies� on� the� existence�
Ru� VXuYLYDO�� of� new�¿rms� have� revealed� that�
these� ¿rms� experience� of� high� failure� rates�
�'XQQH��5REHuWV��DQG�6DPXHOVRQ��������0DWD�
and�Portugal,�1994)�and�this�¿nding�is�largely�
shared� by� those� studies�which� have� focused�
especially�on�the�survival�of�new�foreign�¿rms.�
However,�most�of�these�studies�are�empirically�
carried� out� on� foreign� ¿rms� in� developed�
countries.�Typical�are�the�works�of�Li�(1995)�
RQ�WKH�VXuYLYDO�RI�IRuHLJQ�VXEVLGLDuLHV�LQ�86�
FRPsXWHu� DQG� sKDuPDFHXWLFDO� LQGXVWuLHV��
0LWFKHOO�� 6KDYHu�� DQG� <HXQJ� ������� RQ�
Canadian�¿rms�that�entered�US�medical�sector�

market;�Berkema,�Bell,�and�Pennings� (2002)�

RQ� HQWuLHV� LQ� GLIIHuHQW� FRXQWuLHV� E\� 'XWFK�

¿rms;� McCloughan� and� Stone� (1998)� on�

'(7(50,1$176�2)�)25(,*1�),521�
(;,67(1&(�,1�9,(71$0

'LQK�7KL�7KDQK�%LQK


$EVWUDFW�

This�paper�studies�the�survival�of�187�foreign�invested�¿rms�in�Vietnam�that�were�newly�
established�in�2000�and�measures�for�how�many�years�they�stay�in�the�market�over�the�2000-
2011�period.�By�using�the�Cox�proportional�hazard�model,�the�empirical�results�show�that�
foreign�¿rms�with�growing�current�size�are�more�likely�to�stay�longer�in�the�market.�We�also�
¿nd�that�foreign�¿rms�entering�the�market�with�wholly-owned�subsidiaries�rather�than�doing�
joint�ventures�with�local�partners�can�live�longer.�However,�locating�in�industrial�zones�or�
export�processing�zones�does�not�help�foreign�¿rms�to�increase�their�survival�probabilityin�
the�market.� By�contrast� to�our� prediction,� agglomeration�economies� have�no� signi¿cant�
effect�on�¿rm�survival.�Further,� cultural�distance� is� found� to�have�a�quite�strong� impact�
on�the�survival�of�foreign�¿rms.�Proximities�in�culture�make�it�easier�for�foreign�¿rms�in�
FRRSHUDWLQJ�ZLWK�ORFDO�SDUWQHUV��WKHUHIRUH�LQFUHDVLQJ�WKHLU�VXFFHVV�LQ�IRUHLJQ�PDUNHWV�

.H\�ZRUGV��Foreign�¿rm;�Survival;�Duration;�Foreign�direct�investment��


� 3K'��)RuHLJQ�7uDGH�8QLYHuVLW\��(PDLO��GLQKGLHXELQK#JPDLO�FRP�
���In�this�paper,�the�words�"existence"�and�"survival"�will�be�used�interchangeably
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foreign�manufacturing�plants�in�UK�Northern�
uHJLRQ�� 0DWD� DQG� 3RuWXJDO� ������� ������ RQ�
IRuHLJQ�HQWuLHV�LQ�3RuWXJDO��%\�FRQWuDVW��WKHuH�
is�a�remarkable�lack�of�study�on�the�existence�
RI�IRuHLJQ�HQWuLHV�LQ�WuDQVLWLRQ�DQG�GHYHORsLQJ�
FRXQWuLHV��

This� paper� aims� at� ¿lling� the� gap� and�
contributes� to�the�existing�literatures�on�¿rm�
existence� with� the� focus� on� the� life� time� of�
foreign�¿rms�subsequent�to�entry�in�Vietnam.�
7KH� HPsLuLFDO� uHVXOWV� FDQ� EH� LPsRuWDQW� IRu�
PDQDJHuV� RI� PXOWLQDWLRQDO� FRPsDQLHV� LQ�
HYDOXDWLQJ� WKH� FKDQFHV� RI� WKHLu� VXFFHVV� DQG�
LPsOHPHQWLQJ� VWuDWHJLF� FKRLFHV� IRu� WKHLu�
survival� in� a� foreign�market,� especially� in� a�
transition�economy�just�like�Vietnam.���

Most�studies�have�used�panel�data�of�¿rms�
LQ�YDuLHG�FRXQWuLHV�WR�LQYHVWLJDWH�GHWHuPLQDQWV�
of�¿rm�survival�(Dunne�HW�DO���������$XGuHWVFK�
DQG�0DKPRRG��������������$XGuHWVFK��������
Agarwal� and� Audretsch,� 2001;� Mata� and�
3RuWXJDO�� ������ ������ ������ 0DWD�� 3RuWXJDO�
and�Guimaraes,�1995;�Li,�1995).�At� the�¿rm�
level,� these� studies� mostly� show� that� ¿rm�
size,� number� of� plant� ¿rms� possess,� entry�
mode�as�a�fully-owned�subsidiary,�ownership�
advantages,� the�extent�of�diversi¿cation,�and�
organizational� learning� and� experience� exert�
a�negative�effect�on�the� failure�rate�of�¿rms.�
$W�WKH�LQGXVWuLDO�OHYHO�LQGXVWu\�OLIH�F\FOH��DQG�
industry� growth� have� been� proved� to� have�
a� positive� effect� on� the� ¿rm� survival� while�
minimum� ef¿cient� scale,� entry� rate,� and�
industry�concentration�are� likely� to� decrease�
the�chances�of�survival�of�new�¿rms.�

This� paper� studies� the� existence� of� 187�
foreign� invested� ¿rms� in�Vietnam� that� were�
newly� established� in� 2000� and� measures�
for� how�many� years� they�stay� in� the�market�

over�the�2000-2011�period.�By�using�the�Cox�
proportional� hazard� model,� the� empirical�
results� show�that�foreign�¿rms�with�growing�
current�size�are�more�likely�to�stay�longer�in�the�
market.�We�also�¿nd�that�foreign�¿rms�entering�
the� market� with� wholly-owned� subsidiaries�
rather� than� doing� joint� ventures� with� local�
partners� can� live� longer.� However,� locating�
in�industrial�zones�or�export�processing�zones�
does� not� help� foreign�¿rms� to� increase� their�
survival�probabilityin�the�market.�By�contrast�
WR� RXu� suHGLFWLRQ�� DJJORPHuDWLRQ� HFRQRPLHV�
have� no� signi¿cant� effect� on� ¿rm� survival.�
)XuWKHu�� FXOWXuDO� GLVWDQFH� LV� IRXQG� WR� KDYH� D�
quite�strong�impact�on�the�survival�of�foreign�
¿rms.� Proximities� in� culture� make� it� easier�
for� foreign� ¿rms� in� cooperating� with� local�
sDuWQHuV��WKHuHIRuH�LQFuHDVLQJ�WKHLu�VXFFHVV�LQ�
foreign�markets.

The�study�is�organized�as�follows.�Section�
�� suHVHQWV� WKH� K\sRWKHVHV� WR� EH� WHVWHG� DQG�
YDuLDEOHV��6HFWLRQ���GLVFXVVHV�PHWKRGRORJLFDO�
LVVXHV�� LQFOXGLQJ� WKH� GHVFuLsWLRQ� RI� WKH� GDWD�
VRXuFH�� WKH� PHWKRGV� XVHG� LQ� FRPsXWLQJ� WKH�
YDuLDEOHV�� DQG� WKH� VWDWLVWLFDO� PHWKRGRORJ\�
HPsOR\HG��$OVR�LQ�WKLV�VHFWLRQ��WKH�VWXG\�JLYHV�
an�overview�of�the�sample�characteristics�and�
exit� patterns.� Section� 4� provides� empirical�
results.�The�¿nal�section�is�conclusions.

���+\SRWKHVHV�DQG�YDULDEOHV

7KH� JRDO� RI� WKLV� VHFWLRQ� LV� WR� GLVFXVV� WKH�
characteristics,�industries�as�well�as�locations�
of� ¿rms� which� are� likely� to� affect� their�
existence� and� to� develop� a� set� of� speci¿c�
hypotheses�about�their�expected�effects.�

�����)LUP�VL]H

0DQ\� HPsLuLFDO� VWXGLHV� IRXQG� WKDW� WKH�
probability� of� ¿rm� survival� increases� with�
¿rm� size� (Evans,� 1987;� Dunne� HW� DO��� ������
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0DWD� DQG� 3RuWXJDO�� ������ ������ ������0DWD�
HW�DO���������'LVQH\�HW�DO�,�2003).�Firm�size�is�
PRVWO\�PHDVXuHG�E\�QXPEHu�RI�HPsOR\HHV��EXW�
alternative� proxies� such� as� value� added� and�
VDOHV�\LHOG�D�YHu\�VLPLODu�sLFWXuH��'RVL���������
Researchers�proved�that�both�¿rm�initial�size�
and�current�size�are�important�determinants�on�
¿rm�survival�and�have�positive�effect�on� the�
¿rm�survival�probability�(Mata�HW�DO���������

$FFRuGLQJ�WR�0DWD�HW�DO��(1995),�new�¿rms�
enter� markets� typically� below� the� minimum�
ef¿cient�scale�in�the�industry.�Therefore,�they�
DuH� FRQIuRQWHG� E\� D� FRVW� GLVDGYDQWDJH� YLV� D�
vis�their�ef¿ciently�scaled�competitors�which�
makes� their� survival� more� dif¿cult.� Hence,�
entrants�with�small�initial�size�should�be�more�
likely� to� exit� than� large� ones,� because� they�
cannot� compete� with� incumbents� while� the�
larger�¿rms�can.�Regarding� foreign� entrants,�
Dunning�(1993)�showed�that�when�entering�a�
new�foreign�market,�a�foreign�¿rm�has�to�face�
considerably�higher�entry�costs�than�local�¿rms,�
for�instance�the�costs�of�acquiring�information�
about� that� foreign� market.� As� small� ¿rms�
own� less� resources� such� as� ¿nancial� capital�
and� management� skills,� they� are� naturally�
disadvantaged�and�¿nd�it�dif¿cult�to�compete�
with�local�and�other�foreign�¿rms,�and�hence�
more� likely� to� fail.� Indeed,�Evan� (1987)�and�
$XGuHWVFK� ������� ������ IRXQG� WKDW� DPRQJ� D�
cohort�of�new�¿rms�in�U.S.�manufacturing,�the�
probability�of�plant�exit�was�decreasing�with�
initial�size.�This�¿nding�is�consistent�with�the�
HPsLuLFDO�uHVXOW�RI�0DWD�DQG�3RuWXJDO��������
on�Portuguese�manufacturing�¿rms.

Besides�studying�the�effect�of�initial�size�on�
the�¿rm�survival,�the�scholars�paying�special�
attention� to� the� post-entry� evolution� of� new�
¿rms� and� its� effects� on� survival� prefer� to�
employ�the�¿rm’s�current�size�in�their�models�

�0DWD� HW� DO��� ������� $V� PHQWLRQHG� DERYH��
new� ¿rms� generally� enter� market� at� small�
VFDOHV� DQG� KDYH� WR� IDFH� FRVW� GLVDGYDQWDJHV�
compared� with� incumbents,� which� makes� it�
more�dif¿cult�for�them�to�survive.�Therefore,�
IRu� WKRVH� WKDW� DuH� DEOH� WR� VXuYLYH�� WKH\� QHHG�
WR� uHGXFH� WKLV� FRVW� JDs�� 7KLV� suRYLGHV� WKHP�
with� a� strong� incentive� to� grow.� This� is� the�
main� argument� in� Audretsch� (1995),� who�
found� that� initial� size� is�positively� related� to�
VXuYLYDO�� EXW� QHJDWLYHO\� uHODWHG� WR�sRVW� HQWu\�
growth,� meaning� that� smaller� ¿rms� grow�
faster.�Because�growth�reduces�average�costs,�
¿rms�should�be�less�likely�to�exit�after�having�
grown.�In�other�words,�current�size�should�be�
a� better� predictor� of� failure� than� initial� size�
because�the�current�size�of�¿rms�can�reÀect�the�
¿rm’s�growth�and�the�capacity�of�its�reaction�
to� their�market� success� over� time� (Dunne� HW�
DO���������0DWD�HW�DO����������

Indeed,�Jovanovic�(1982)�is�the�¿rst�person�
GLVFXVVLQJ�WKH�LPsRuWDQFH�RI�sRVW�HQWu\�OHDuQLQJ�
and�growth�on�¿rm�survival.�The�author�argues�
that�at�birth�new�¿rms�do�not�know�their�true�
DELOLW\��7KH\�GHFLGH�WKH�HQWu\� VFDOH�EDVHG�RQ�
WKHLu�EHOLHIV�DERXW�WKHLu�DELOLW\�OHYHO��EXW�WKLV�
OHYHO�LV�YHu\�LPsuHFLVHO\�HVWLPDWHG��%\�JRLQJ�
LQWR�DFWLYLW\�DQG�REVHuYLQJ�WKHLu�RXWFRPHV�LQ�
the�market,�¿rms�learn�about�their�true�abilities�
DQG�uHYLVH�WKH�LQLWLDO�HVWLPDWHV��7KH\�WKHuHIRuH�
KDYH� WR�DGDsW� WR�FKDQJLQJ�HQYLuRQPHQWV� DQG�
link� changes� in� their� strategy� choices� to� the�
changing� con¿guration� of� that� environment�
VR�WKDW�WKH\�FDQ�VKDsH�WKH�suRFHVV�RI�VHOHFWLRQ�
and� survival.� Those� ¿rms� which� experience�
bad� outcome� realise� that� they� are� inef¿cient�
and�accordingly�exit�from�the�market.�On�the�
contrary,�those�which�perform�well�recognize�
that� they� are� ef¿cient.� These� ¿rms� not� only�
survive,� but� they� also� grow.� The� empirical�
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VWXGLHV�RI�0DWD�DQG�3RuWXJDO��������������DQG�
0DWD�HW�DO�� ������� uHYHDO� WKDW�ERWK�GRPHVWLF�
and� foreign� ¿rms� in� Portugal� with� larger�
current�size,�being�the�most�ef¿cient,�are�less�
likely�to�exit.�These�results�are�also�supported�
by� the� works� of� Dunne� HW� DO�� ������� RQ�
8�6��PDQXIDFWXuLQJ� sODQWV�DQG�'LVQH\� HW� DO��
(2003)�on�manufacturing�¿rms�in�the�United�
Kingdom.

Based� on� the� above� arguments,� we� in�
this�study�will�investigate�the�effects�of�both�
initial� and� current� sizes� on� the� survival� of�
new�foreign�¿rms�in�Vietnam�and�propose�the�
following�hypothesis:

+\SRWKHVLV� ��� Larger� foreign� ¿rms� are�
OHVV�OLNHO\�WR�H[LW�IURP�WKH�PDUNHW�WKDQ�VPDOOHU�

RQHV�

�����2ZQHUVKLS�VWUXFWXUH

Hymer�(1976)�stated�that�foreign�investors�
KDYH� D� FRPsHWLWLYH� GLVDGYDQWDJH� uHODWLYH� WR�
local� competitors�due� to� lack�of� information�
on� local� market� conditions� and� higher� costs�
RI� FRPPXQLFDWLRQ� DQG� WuDQVsRuWDWLRQ�� 7R�
RYHuFRPH�WKHVH�GLVDGYDQWDJHV�DQG�WR�RsHuDWH�
pro¿tably�in�foreign�markets,�they�must�have�
some�kind�of�¿rm�speci¿c�advantage.�

According� to� the� resource-based� view�
�:HuQHuIHOW��������%DuQH\���������WKH�VRXuFHV�
of� ¿rm� speci¿c� advantages� arise� from� “tacit�
knowledge”� such� as� technical� knowledge,�
patents,� and� management� skills.� Tacit�
knowledge�as�illustrated�in�the�work�of�Nelson�
DQG�:LQWHu��������LV�DQ�HPEHGGHG�FRPsRQHQW�
of� both� individual� skills� and� organization�
routines.�Unlike�machines�or�blueprints,�they�
cannot� be� easily� transferred� to� other� ¿rms.�
They� can� exist� and� create� value� only� in� the�
¿rms�in�which�they�have�evolved.�Kogut�and�
Zander� (1993)� ¿nd� that� the� more� tacit� the�

technology�is,�the�more�¿rms�prefer�to�set�up�
wholly-owned�subsidiaries�rather�than�sharing�
the� knowledge� with� other� partners.� In� their�
views,� there� is�a�distinguishable�boundary�in�
the� knowledge� between� the� partners� in� the�
joint�venture.� It� therefore� is�dif¿cult� to�have�
a�common�understanding�between�partners�by�
which� to� transfer�knowledge�from� idea� in� to�
productions�and�markets�ef¿ciently.�

$FFRuGLQJ� WR� WuDQVDFWLRQ� FRVW� WKHRu\�
(Williamson,� 1975),� foreign� ¿rms� when�
making� joint� venture� with� local� partners�
PLJKW� VXIIHu� IuRP� WuDQVDFWLRQ� FRVWV� DuLVLQJ�
from� writing� and� enforcing� contracts,�
KDJJOLQJ� RYHu� WHuPV� DQG� FRQWLQJHQW� FODLPV��
and�administering�transactions�(Kogut,�1989).�
0RuHRYHu�� 0DWD� DQG� 3RuWXJDO� ������� VWDWH�
WKDW�D�mRLQW�YHQWXuH�PD\�EH�WuRXEOHG�QRW�RQO\�
by�cultural�differences�between� the�partners,�
but�also�by�dif¿culties�in�sharing�proprietary�
assets.� Further,� by� making� both� parties�
residual� claimants� on� ¿rm’s� pro¿ts,� they�
FuHDWH� LQ�ERWK�sDuWLHV�LQFHQWLYHV�WR�IuHH�uLGHu��
which� make� these� ventures� highly� unstable.�
$QG� DV� WKH�FR�RsHuDWLYH�YHQWXuHV�DJHV�� ORFDO�
partners� may� learn� the� ¿rm’s� technology� to�
their�own�advantage�and�become�competitors�
LQ� WKH� IXWXuH� �%DuED�1DYDuHWWL� DQG�9HQDEOHV��
2004).�Such�costs�and�conÀicts�among�parties�
make�wholly-owned�subsidiaries�preferable�to�
mRLQW�YHQWXuHV��

1HYHuWKHOHVV��LQ�VRPH�FDVHV��mRLQW�YHQWXuHV�
are�preferred�than�wholly-owned�subsidiaries.�
From� the� point� of� view� of� host� countries,�
the� bene¿ts� they� can� expect� to� obtain� from�
foreign� investment� are� knowledge� about� the�
latest� technologies� as� well� as� management�
skills� of� foreign� ¿rms.� However,� market�
failures�emerge�because�these�knowledge�and�
skills� cannot� be� always� tradable� or� imitated�
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by� the�outsiders.� Local�¿rms� ¿nd� it� dif¿cult�
to� acquire� knowledge� about� the� unspeci¿ed�
details� of� the� technology,� and� foreign� ¿rms�
also�¿nd� it�dif¿cult� to�buy�knowledge�about�
the� local�markets� such� as� information� about�
administrative� procedures,� labour� skills,�
demand�conditions�and�relationship�with�local�
authorities�(Mata�and�Portugal,�2000).��It�thus�
EHFRPHV�FKHDsHu�IRu�WKH�sDuWLHV�WR�VKDuH�ERWK�
DVVHWV� WKuRXJK� D� mRLQW� YHQWXuH� WKDQ� WR� WuDGH�
them�through� the�market.�For�example,� joint�
ventures�frequently�assign�management�tasks�
to�local�partners�who�are�better�quali¿ed�than�
KRPH�FRXQWu\�LQGLYLGXDOV�WR�PDQDJH�WKH�ORFDO�
labour� force� and� relationships� with� local�
VXssOLHuV��EX\HuV��DQG�JRYHuQPHQWV��

In� terms� of� empirical� works,� most�
uHVHDuFKHuV� XVH� WuDQVDFWLRQ� FRVW� WKHRu\� WR�
study�entry�mode�choices�by�foreign�¿rms.�For�
instance,�Meyer�(2001)�found�that�foreign�¿rms�
in�transition�economies�prefer�to�set�up�wholly�
owned�subsidiaries�rather�than�joint�ventures�
with�local�partners.�In�these�countries,�foreign�
¿rms� lack� information� about� local� partners,�
and�domestic�¿rms�lack�knowledge�of�market�
mechanism�and�inexperience�in�doing�business�
with� foreign� partners.� Therefore,� a� foreign�
¿rm�has�to�pay�high�transaction�costs�relating�
WR�VHDuFKLQJ��QHJRWLDWLQJ�DQG�PRQLWRuLQJ�ORFDO�
sDuWQHuV��0RuHRYHu�� LQ� WuDQVLWLRQ� HFRQRPLHV��
the� diffusion� of� knowledge� is� of� particular�
concern� because� the� institutional� framework�
does� not� provide� for� the� ef¿cient� protection�
of� intellectual� property� rights.� Hence,�
technology-intensive� ¿rms� would� prefer� to�
internalize� their� transactions� in� high-tech�
JRRGV� DQG� VHuYLFHV�� LQFOXGLQJ� WuDQVIHu� RI�
production� know-how,�assessment�of�market�
opportunities�for�innovation�products,�as�well�
DV�WKH�WuDLQLQJ�RI�VDOHV�DQG�VHuYLFH�sHuVRQQHO�

(Oxley,� 1999;� Hennart� 1991).� Similarly,�
Anderson�and�Gatigon�(1986)�and�Brouthers�
(2002)�¿nd�that�in�a�market�where�transaction�
costs�associated�with�¿nding,�negotiating�and�
PRQLWRuLQJ� sRWHQWLDO� sDuWQHuV� DuH� sHuFHLYHG�
to�be�high,� foreign�¿rms� tend� to�use�wholly�
owned� mode� while� ¿rms� perceiving� low�
WuDQVDFWLRQ� FRVWV� WHQG� WR� XVH� mRLQW� YHQWXuH�
mode.� Moreover,� Hennart� (1991)� and�
Yamawaki� (1997)� reveal� that� wholly-owned�
subsidiaries� of� Japanese�multinationals�were�
less�likely�to�exit�than�joint�ventures.�

The�above�arguments�suggest�a�higher�exit�
hazard� for� joint� ventures�when� compared� to�
wholly-owned� subsidiaries,� leading� to� the�
VHFRQG�K\sRWKHVLV�

+\SRWKHVLV� ��� Wholly-owned� subsidiaries�
DUH�OHVV�OLNHO\�WR�H[LW�IURP�WKH�PDUNHW�WKDQ�MRLQW�

YHQWXUHV�

�����/RFDWLRQ

The� factor� endowment� theory� of�
international� trade� developed� by� Heckscher�
DQG�2KOLQ�VXJJHVWV�WKDW�ORFDWLRQ�RI�LQWHuQDWLRQDO�
suRGXFWLRQ�LV�EDVHG�RQ�FRPsDuDWLYH�DGYDQWDJHV�
of�factor�costs.�Therefore,�if�¿rms�use�FDI�to�
minimize�costs,�they�will�move�to�the�location�
where� production� costs�are� lowest.� Location�
advantages�can�help�¿rms�reduce�production�
costs,� thereby� increasing� the� likelihood�
of� ¿rms’� survival� compared� with� their�
competitors�locating�in�worse�conditions.�The�
concept�of�location�advantages�as�reviewed�by�
&DYH� �������� 'XQQLQJ� ������� DQG� %uDLQDuG�
������� FRYHuV� PDQ\� DVsHFWV�� LQFOXGLQJ�
production�costs�and�factor�endowments�such�
as�labor�force�and�infrastructure;�market�size;�
and�policies�to�attract�FDI.

7KH� HFRQRPLF� RsHQ� sROLF\� LQ� WuDQVLWLRQ�
HFRQRPLHV� FuHDWHV� sRWHQWLDO� EXVLQHVV�
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opportunities�for�foreign�¿rms.�Most�investors�
are�attracted�by�new�markets,�low�labor�costs�
and� favorable� policies� towards� FDI� in� these�
FRXQWuLHV� �0H\Hu�� ������� 2QH� RI� WKH� PRVW�
LPsRuWDQW�sROLFLHV�WR�DWWuDFW�IRuHLJQ�LQYHVWRuV�
is�establishment�of�industrial�zones�or�export�
processing�zones�with�priority�policies�mostly�
on�taxation�for�foreign�investors�(Zhou�HW�DO���
2002).� For� instance,� in� China� foreign� ¿rms�
ORFDWLQJ� LQ�VXFK�DV� 6sHFLDO� (FRQRPLF�=RQHV�
DQG� 2sHQ� &RDVWDO� &LWLHV� QRW� RQO\� uHFHLYH�
priorities�in�terms�of�pro¿t�tax,�import�duties�
and� land� use� fees,� but� also� get� bene¿t� from�
JRRG�LQIuDVWuXFWXuH�FRQGLWLRQV�DQG�VXssRuWLQJ�
VHuYLFHV� VXFK� DV� uHODWLQJ� WR� DGPLQLVWuDWLYH�
procedures.� In� fact,� these� special�zones�have�
attracted�a�major�FDI�inÀows�to�China�(Cheng�
and� Kwan,� 2000;� Zhou� HW� DO�,� 2002).� In�
Vietnam,�similar�zones�have�been�established�
since� 1991� and� offer� lower� pro¿t� tax� and�
RWKHu� LQFHQWLYHV�� HVsHFLDOO\� LI� DW� OHDVW� ����
of� output� is� exported.�Besides� the� attraction�
of� preferential� treatments,� foreign� ¿rms� are�
likely�to�locate� in�these�special� zones�due� to�
the� existence� of� agglomeration� economies,�
which� are� positive� externalities� stemming�
IuRP�WKH�JHRJuDsKLF�FOXVWHuLQJ�RI� LQGXVWuLHV��
The� localization� theory� stipulates� that� ¿rms�
bene¿t� from�locating� in�the�vicinity�of�other�
¿rms�in�the�same�industry.�They�bene¿t�from�
specialized� labour� markets,� the� availability�
of�suppliers�to�the�industry,�and�the�exchange�
of� knowledge�with�other�¿rms� in� the�cluster�
(Marshall,�1920;�Krugman,�1991).�

However,�Shaver�and�Flyer�(2000)� shows�
that� under� the� existence� of� agglomeration�
economies,�many� foreign�¿rms�will� perform�
better�if�they�do�not�cluster.�Large�foreign�¿rms�
with� the� greatest� capacity� in� technologies,�
KXPDQ� FDsLWDO�� WuDLQLQJ� suRJuDPV�� VXssOLHuV��

and�distributors�will� try�to� locate�away� from�
their� competitors� because� the� bene¿ts� they�
gain�from�locating�near�their�competitors�will�
be� less� than�what� the�competitors�gain� from�
them.� The� problems� ¿rms� will� experience�
when� participating� in� an� industrial� cluster�
FDQ�EH�WKH�VsLOORYHu�RI�WHFKQRORJ\��HPsOR\HH�
GHIHFWLRQ� WR� FRPsHWLWRuV�� DQG� WKH� VKDuLQJ� RI�
distributors� and� suppliers� with� neighboring�
¿rms.�Yof¿e�(1993)�shows�that�semiconductor�
PDQDJHuV� GHFLGH� WR� ORFDWH� IDu� IuRP� WKHLu�
FRPsHWLWRuV� GXH� WR� WKHLu� FRQFHuQ� WKDW� WKHLu�
WHFKQRORJ\� PLJKW� VsLOO� RYHu� WR� WKH� QHDu�
¿rms.�Baum�and�Mezias�(1992)�indicate�that�
ORFDWLQJ� FORVHu� WR� RWKHu� KRWHOV� LQ�0DQKDWWDQ�
LQFuHDVHV� WKH� VXuYLYDO� FKDQFH�RI� D�KRWHO�� EXW�
this�bene¿t�of�agglomeration�diminishes�when�
hotel� districts� become� crowded,� pushing� up�
prices�of�the�input�resources�and�exacerbating�
FRPsHWLWLRQ��

In� this� study� we� suppose� that� in� a�
transition� economy� like� Vietnam,� bene¿ts�
that�a�new�foreign�¿rm�locating�in�industrial�
zones�gains�from�tax�priority�policies,�good�
LQIuDVWuXFWXuH� FRQGLWLRQV� DQG�DJJORPHuDWLRQ�
HFRQRPLHV�PD\�KLJKHu�WKDQ�WKH�ORVV�LW�VXIIHuV�
from�high�competition�with��other�proximal�
¿rms.� The� next� hypothesis� therefore� is�
posited�as�follows:

+\SRWKHVLV����Locating�in�industrial�zones�
or� export� processing� zones� increases� the�
likelihood�of�survival�of�foreign�¿rms.

However,� in� order� to� have� a� better�
XQGHuVWDQGLQJ�RI�WKH�HIIHFW�RI� DJJORPHuDWLRQ�
economies�on�¿rm�survival,�we�include�in�the�
PRGHO�WKH�DJJORPHuDWLRQ�HFRQRPLHV�YDuLDEOH�
proxied�by�the�number�of�foreign�¿rms�in�the�
same�industry�in�the�province�where�the�¿rm�
locates.�The�following�part�will�present�a�more�
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GHWDLOHG�GLVFXVVLRQ�DERXW�WKLV�LVVXH�

�����&RQWURO�YDULDEOHV

Other� variables� need� to� be� taken� into�
account�in�the�empirical�analysis.�At�the�¿rm�
OHYHO��WKH�VWXG\�LQFOXGHV�WKH�cultural�distance�
DQG�pro¿t�before�tax�

'XQQLQJ� ������� VXJJHVWV� WKDW� RQH� RI� WKH�
disadvantages� of� foreign� ¿rms� compared�
with� local� ¿rms� is� differences� in� culture.�
7KH� GLIIHuHQFHV� LQ� FXOWXuH� PD\� OHDG� IRuHLJQ�
¿rms� to� dif¿culties� in� understanding� and�
cooperating� with� local� partners� that� can�
reduce�their�potential�performance.�In�fact,�in�
uHFHQW�\HDuV�LQWuD�uHJLRQDO�IRuHLJQ�LQYHVWPHQW�
has� tendency� to� increase� and� plays� a� key�
uROH� LQ� WuDQVQDWLRQDO� FRusRuDWLRQV�FRQWuROOHG�
international� networks.� During� the� period�
����������� DYHuDJH� DQQXDO� LQWuD�$VLDQ�
Àows�are� the� largest� stream�of� foreign�direct�
investment� within� the� group� of� developing�
countries� (The� World� Investment� Report�
2006).��In�addition,�Barkema�HW�DO��(1996)�¿nd�
WKDW�FXOWXuDO�GLVWDQFH�LV�D�suRPLQHQW�IDFWRu�LQ�
foreign� entry,� especially� when� this� involves�
another� ¿rm.� Because� the� venture� requires�
‘double�layered�acculturation’,�and�the�¿rm�has�
WR� DFFRPPRGDWH� ERWK� VWuDQJH� FRusRuDWH� DQG�
QDWLRQDO� FXOWXuHV�� %DVHG� RQ� WKHVH� DuJXPHQWV�
DQG�HYLGHQFH��WKH�VWXG\�VXJJHVWV�WKDW�FXOWXuDO�
GLIIHuHQFHV�GHFuHDVH�WKH�suREDELOLW\�RI�IRuHLJQ�
¿rm�survival.�

Besides�factors�foreign�¿rms�possess�at�the�
time� of� entry� such� as� initial� sizes,� countries�
RI�RuLJLQ�DQG�HQWu\�PRGHV�WKDW�FDQ�DIIHFW�WKH�
likelihood�of�¿rm�survival,�the�performance�by�
¿rms�after�entry�are�also�an�important�factor.�
6FKRODuV�KDYH�XVHG�PDQ\�GLIIHuHQW�LQGLFDWRuV�
to� measure� ¿rm� performance� such� as� sales�
growth,� numbers� of� employees,� turnovers,�

volume�of�export,�and�pro¿t�(Malmberg�HW�DO���
2000;�Hansen�and�Wernerfelt,�1989;�Baum�and�
Wally,�2003).�In�this�study,�we�use�pro¿t�as�an�
indicator�for�¿rm�performance�and�argue�that�
a�foreign�¿rm�is�considered�to�be�successful�in�
GRLQJ�EXVLQHVV�LI� LW�FDQ�FRQVLVWHQWO\�JHQHuDWH�
pro¿t�over�time.�

Besides� ¿rm-speci¿c� characteristics� that�
are� supposed� to� have� impact� on� the� ¿rm�
survival,� we� also� analyze� the� effects� of� the�
environment� in� which� entry� occurs.� The�
FKDuDFWHuLVWLFV� RI� LQGXVWuLHV�� ORFDWLRQV� DQG�
effects� of� agglomeration� economies� will� be�
FRQVLGHuHG��

At� the� industry� level,� this� study� analyzes�
the� inÀuences�of�entry� rate�and�industry�size�
on� the� survival� of� ¿rms.�Mata� and� Portugal�
(1994;�2002)�indicate�that�the�extent�of�entry�in�
a�market�increases�the�competitiveness�in�that�
market.�So�in�markets�with�high�entry�rate,�the�
¿rms’� lifetime� is� expected� to� be� shorter.�We�
also�control�for�the�growth�rate�in�the�industry.�
Industries�which�are�quickly�growing�are�likely�
to�be�environments�in�which�the�probability�of�
exit�of�new�foreign�¿rms�is�lower.�Audretsch�
DQG� 0DKPRRG� �������� 0DWD� DQG� 3RuWXJDO�
��������������������DQG�0DWD�HW�DO��(1995)�¿nd�
a�positive�and�statistically�signi¿cant�effect�of�
industry�growth�on�the�survival�of�new�¿rms,�
and� Li� (1995)� and� Shaver� (1995)� ¿nd� this�
effect�to�hold�specially�for�foreign�¿rms.

$V�GLVFXVVHG�LQ�WKH�suHYLRXV�VHFWLRQ��IRuHLJQ�
¿rms� have� tendencies� to� locate� in� places�
where� required� factors� of� their� production�
DuH� uHODWLYHO\� DEXQGDQW� WR� uHGXFH� suRGXFWLRQ�
DQG� WuDQVsRuWDWLRQ� FRVWV�� 7KLV� VWXG\� WKXV�
supposes� that� locating� in� regions� with� high�
LQFRPH� sHu� FDsLWD�� GHYHORsPHQW� LQ� KXPDQ�
FDsLWDO��DQG�DGYDQWDJHV�LQ�LQIuDVWuXFWXuHV�DQG�
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transportation�will�decrease� the�likelihood�of�
failure�of�foreign�¿rms.�Fotopoulos�and�Louri�
(2000)�when�studying� the�survival�of�newly-
created� Greek�manufacturing� ¿rms� ¿nd� that�
¿rms� located� in� the� country’s� largest� urban�
HQYLuRQPHQW�� $WKHQV�� IDFH� EHWWHu� VXuYLYDO�
prospects.�This�result�suggests�that�‘centripetal’�
IRuFHV� VXFK�DV�DJJORPHuDWLRQ� HFRQRPLHV�DQG�
other� market-pull� factors� remain� a� strong�
GHWHuPLQDQW� LQ� ORFDWLRQ� FKRLFHV� E\� IRuHLJQ�
¿rms.�

Moreover,�the�region�with�good�conditions�
attracts� more� and� more� new� foreign�
LQYHVWPHQWV�� 7KHQ� DW� D� FHuWDLQ� OHYHO�� WKH�
cumulative� number� of� foreign� ¿rms� will�
create� positive� agglomeration� externalities�
and� make� that� region� more� attractive.Many�
empirical� studies� have� found� that� bene¿ts�
IuRP� DJJORPHuDWLRQ� HFRQRPLHV� PRWLYDWH�
foreign�¿rms�in�the�same�industries�to�locate�
in�a� speci¿c� place.�For�example,�Head,�Ries�
and� Swenson� (1995;� 1999)� ¿nd� that� new�
Japanese� ¿rms� prefer� to� locate� near� both�
Japanese�and�US�¿rms�in�the�same�industries,�
and�Crozet,�Mayer�and�Mucchielli�(2004)�also�
¿nd� a� similar� evidence� about� the� industrial�
concentrations�of�foreign�¿rms�in�France.�It�is�
thus�possible�to�expect�a�positive�relationship�
between� agglomeration� economies� and� the�
likelihood�of�foreign�¿rm�survival.�

���0HWKRGV

�����'DWD

7KH� GDWDVHW�XVHG� LQ� WKLV� VWXG\� LV�REWDLQHG�
IuRP� HQWHusuLVH� VXuYH\V� FRQGXFWHG� E\� WKH�
General�Statistics�Of¿ce�of�Vietnam�since�2000.�
7KHVH�DuH�FRPsuHKHQVLYH�VXuYH\V�FRYHuLQJ�DOO�
VWDWH� HQWHusuLVHV�� QRQ�VWDWH� HQWHusuLVHV� WKDW�
have�equal�or�greater�than�10�employees,�20%�
of� sampled� non-state� enterprises� with� fewer�

WKDQ����HPsOR\HHV��DQG�DOO�IRuHLJQ�HQWHusuLVHV�
DFuRVV� ��� suRYLQFHV� DQG� FLWLHV� LQ� 9LHWQDP��
0RuHRYHu��LWV�ORQJLWXGLQDO�FDsDFLW\��L�H���HDFK�
¿rm� is� identi¿ed� through� a� unique� tax� code,�
allows�a�¿rm�to�be�followed�over�time.�In�this�
study,� existence� is� de¿ned� as� the� continued�
presence� of� the� foreign� ¿rms� in� Vietnam,�
and� failure�as� the�¿rms’�exit.�To� identify� the�
changes�of�the�foreign�¿rms�created�in�2000,�
WKH�VWXG\�LPsOHPHQWHG�D�WKuHH�VWHs�suRFHGXuH��
First,� we� merge� all� surveyed� foreign� ¿rms�
over� six� years� from� 2000� to� 2005� by� using�
their� tax� codes.� It� is� noted� that� numbers� of�
foreign�¿rms�that�are�surveyed�in�a�particular�
year�include�foreign�¿rms�that�already�started�
their�operations�and�still�exist�until�the�day�of�
survey�and�new�foreign�entrants�of�that�year.�
After�merging,�we�can�obtain�the�longitudinal�
information�of�all�foreign�¿rms�during�the�six�
\HDuV��6HFRQG��E\�XVLQJ�WKH�LQIRuPDWLRQ�DERXW�
the�year�of�starting�operation,�we�can�keep�all�
foreign� ¿rms� that� were� created� in� 2000� and�
KDYH� WKHLu� KLVWRu\� uHFRuGV� GXuLQJ� WKH� sHuLRG�
2000-2011.� In� 2000,� we� have� 187� newly-
created�foreign�¿rms.�Finally,�we�measure�the�
life�span�of�each�new�foreign�¿rm.�

7KH� GDWDVHW� DOVR� KDV� VHYHuDO� OLPLWDWLRQV��
First,� we� do� not� know� the� identity� of� the�
foreign� owners.�This� prevents�us� from� using�
the�parents’�characteristics�to�explain�the�exit�
of� subsidiaries.� Second,� we� are� not� able� to�
distinguish�green¿eld�and�acquisition�foreign�
entrants.� So� the� study� cannot� analyze� how�
the�entry�mode�affects�the�probability�of�¿rm�
survival.� Third,� we� cannot� tell� mergers� and�
acquisitions�from�true�exits.�This�can�happen�
when�a�foreign�¿rm�after�a�period�of�operation�
decides� to�merge�with� or� to� acquire� another�
foreign�¿rm.�So�the�identi¿ers�(tax�code)�of�the�
merging�¿rm�or� the�acquired�¿rm�disappear,�
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and� they� are� thus� counted� as� exits� in� the�
dataset�while� they�are� in� fact� still� surviving.�
Furthermore,�there�are�some�foreign�¿rms�that�
DssHDuHG�LQ�RQH�VXuYH\�DQG�GLVDssHDuHG�LQ�WKH�
next� survey� and� then� reappeared� after� that.�
This�can�be�due�to�mistakes�when�conducting�
the�surveys,�or�because�the�¿rm�did�not�want�
to� answer� the� questionnaire,� or� many� other�
uHDVRQV�� )Ru� WKHVH� FDVHV�� WKH� VWXG\� XVHV� WKH�
last�time�the�foreign�¿rms�appeared�during�the�
sHuLRG�����������WR�FDOFXODWH�WKHLu�OLIH�WLPH�

�����6WDWLVWLFDO�PRGHO

&RQYHQWLRQDO� VWDWLVWLFDO� PHWKRGV�� VXFK�
as� the� method� of� ordinary� least� squares,� are�
ill-suited� to� deal� with� duration� analysis.� The�
PDLQ� uHDVRQ� LV� WKDW� LQIRuPDWLRQ� LQ� GXuDWLRQ�
DQDO\VLV�LV�W\sLFDOO\�LQFRPsOHWH��$W�WKH�WLPH�RI�
WKH�VXuYH\��WKH�REVHuYDWLRQV��WKDW�GR�QRW�IDLO�DuH�
FDOOHG� uLJKW�FHQVRuHG� EHFDXVH� WKHLu� GXuDWLRQV�
in�fact�exceed�a�given�(known)�threshold.�(see�
0DWD�DQG�3RuWXJDO���������:H�QHHG��WKHuHIRuH��
WR� HPsOR\� PRGHOV� HVsHFLDOO\� GHVLJQHG� WR�
take�this�problem�into�account,�which�lead�us�
naturally�to�the�hazard�model.�The�key�concept�
in� the�hazard�model� is� the�hazard� rate�which�
gives�the�probability�that�a�unit�exits�the�initial�
state� within� a� particular� time� interval,� given�
WKDW�LW�VXuYLYHG�Xs�XQWLO�WKHQ�

Following� Wooldridge� (2002),� the�
hazard� function� K�W)� without� covariates� that�
LV�WKH�LQVWDQWDQHRXV�uDWH�RI�OHDYLQJ�sHu�XQLW�RI�
time�is�written:

��
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where�7� is� the� ¿rm’s� life� duration,� I�W�� LV�
suREDELOLW\� GHQVLW\� IXQFWLRQ� RI� 7� DQG�S�W�� LV�
WKH�VXuYLYRu�IXQFWLRQ�WKDW�LV�WKH�suREDELOLW\�RI�

³VXuYLYLQJ´�sDVW� WLPH� W�� �(PsLuLFDO�HVWLPDWHV�
of�either�survival�or�hazard�rates�can�easily�be�
computed�employing�respectively�the�Kaplan-
0HLHu�HVWLPDWRu�Ru�WKH�OLIH�WDEOH�PHWKRGRORJ\��

Usually�in�economics,�we�are�interested�
in� hazard� functions� conditional� on� a� set� of�
FRYDuLDWHV��:KHQ�WKH�FRYDuLDWHV�GR�QRW�FKDQJH�
over�time,�the�conditional�hazard�is:�

W
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And�when�the�covariates�change�over�time,�
the�conditional�hazard�is:
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However,� this� study� aims� at� not� only�
evaluating� either� survival� or� hazard� rates�
but� also� investigating� the� inÀuence� of� the�
covariates�on�the�probability�of�failure.�In�other�
words,�the�study�will�implement�a�multivariate�
model� of� the� survival� of� foreign� ¿rms.� For�
this� purpose,� the� proportional� hazard� model�
proposed�by�Cox�(1972)�will�be�applied.�The�
proportional�hazard�that�a�foreign�¿rm�M�IDFHV�
can�be�written�as:�

�exp(����� � M[M ;WK[WK β=

where�K��W)�is�the�baseline�hazard�function�that�
LV�common�to�all�foreign�¿rms�in�the�population,�
;�is�a�vector�of�explanatory�variables�for�the�MWK�
¿rm�that�can�be�time-invariant�or�time-variant�
covariates,� � and� β� is� a� vector� of� parameters.�
Negative�coef¿cients�equivalent�to�risk� ratios�
exp(βX)�less�than�one�implies�that�the�hazard�
uDWH�GHFuHDVHV�DQG� WKH�suREDELOLW\�RI� VXuYLYDO�
increases,�while�positive�coef¿cients�and�risk�
uDWLR�JuHDWHu�WKDQ�RQH�LPsO\�DQ�LQFuHDVH�LQ�WKH�
hazard�rate�and�a�decreases�in�the�probability�
RI�VXuYLYDO�
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Clearly,�the�baseline�hazard�function�equals�
the� hazard� function� for�;�  � ���$FFRuGLQJO\��
WKH�HIIHFW�RI�D�XQLW�FKDQJH�LQ�D�FRYDuLDWH�LV�WR�
suRGXFH�D�FRQVWDQW�suRsRuWLRQDO�FKDQJH�LQ�WKH�
hazard�rate.�In�other�words,�the�hazard�subject�
M�IDFHV�LV�PXOWLsOLFDWLYHO\�suRsRuWLRQDO�WR� WKH�
baseline�hazard,�and�the�function�exp(βX)�was�
FKRVHQ�VLPsO\�WR�DYRLG�WKH�suREOHP�RI�K�W��[��
HYHu� WXuQLQJ�QHJDWLYH��3DuDPHWuLF�suRFHGXuHV�
require�that�K0�W)�assumes�a�speci¿c�form,�but�
an� improper� choice� of� the� baseline� hazard�
IXQFWLRQ� FDQ� suRGXFH� XQuHOLDEOH� Ru� XQVWDEOH�
estimates.� However,� this� problem� can� be�
solved� since� the� β� vector� can� be� estimated�
with�unspeci¿ed�hazard�baseline�function�via�
the�de¿nition�of�the�proper�partial�likelihood�
function�(Cox,�1972).�Thus,�a�non-parametric�
suRFHGXuH�FDQ�EH�XVHG�WR�HVWLPDWH�WKH�HIIHFWV�
RI�FRYDuLDWHV��

Estimation� is� performed� by� maximum�
likelihood�methods.� The� lifetime� variable� is�
DQ�LQFuHDVLQJ�FRXQW�RI�WKH�\HDuV�WKDW�D�IRuHLJQ�
¿rm�survives�and�will�be�right�censored�if� it�
VWLOO�VXuYLYHV�XQWLO�WKH�HQG�RI�WKH�sHuLRG������
2005.� The� hazard� rate� (dependent� variable)�
is�the�probability�that�a�¿rm�exits�its� lifetime�
sHuLRG�� JLYHQ� WKDW� LW� VXuYLYHV� Xs� WLOO� WKH� ODVW�
\HDu�RI�WKH�sHuLRG�

Following� the� discussions� of� the�
hypotheses,� the� explanatory� variables� are�
computed�mostly�based�on�the�works�of�Mata�
and�Portugal�(1994;�2000;�2002)�and�Head�HW�
DO��(1995)�as�follows:

•� Initial� size�� � WKH� QXPEHu� RI� HPsOR\HHV�
when� foreign�¿rms�started�operation� in�
�����

•� Current� size�� WKH� FXuuHQW� QXPEHu� RI�
HPsOR\HHV�RYHu�\HDuV�

•� Ownership� structure�� 'XPP\� YDuLDEOH�
which�takes�the�value�1�if�foreign�¿rms�

are�wholly�owned�by�foreign�investors,�0�
LI�WKH\�DuH�mRLQW�YHQWXuHV�

•� /RFDWLRQ:�Dummy�variable�which�takes�
the�value�1�if�foreign�¿rms�are�located�in�
an�industrial�zone�or�an�export�processing�
zone,�0�otherwise.�

•� Cultural� distance�� 'XPP\� YDuLDEOH�
which� takes� the� value� 1� if� foreign�
LQYHVWRuV� DuH� IuRP� WKH�$VLDQ� FRXQWuLHV��
0�otherwise.

•� Firm�performance:�Pro¿t�before�tax.
•� Entry� rate:� the� number�of� new� foreign�

¿rms�created�in�2000�in�the�same�2-digit�
LQGXVWu\�

•� Industry� size:� the� number� of� all� kinds�
of�¿rms�in�the�industry;�and�the�number�
of�employees�in�all�kinds�of�¿rms�in�the�
VDPH���GLJLW�LQGXVWu\�

•� Location-speci¿c� characteristics:�
LQFRPH� sHu� FDsLWD� E\� suRYLQFH�� KXPDQ�
FDsLWDO� GHYHORsPHQW� PHDVXuHG� E\� WKH�
QXPEHu� RI� XQGHuJuDGXDWH� VWXGHQWV�� DQG�
infrastructure�conditions�proxied�by�the�
GLVWDQFH�WR�WKH�QHDuHVW�ELJ�KDuERu�

•� Agglomeration� economies:� WKH� QXPEHu�
of� foreign� ¿rms� in� the� same� 2-digit�
LQGXVWu\�E\�suRYLQFH��

With�the�exception�of�initial�size�and�entry�
rate�which�refer�to�the�conditions�at�the�time�
of� the� ¿rm’s� entry� and� the� distance� to� the�
QHDuHVW�ELJ�KDuERuV�WKDW�GRHV�QRW�FKDQJH�RYHu�
time,�all�variables�are�time-varying.�It�means�
WKDW� WKH\� FDQ� KDYH� GLIIHuHQW� YDOXHV� RYHu� WKH�
life�time�of�foreign�¿rms.�In�some�cases,�these�
variables� reÀect� post-entry� decisions� and� in�
other� cases� they� simply� reÀect� the� evolution�
of� the� environment.�The� study� speci¿es� exit�
between�moment�W���DQG�W�DV�D�IXQFWLRQ�RI�WKH�
LQGHsHQGHQW�YDuLDEOHV�REVHuYHG�DW�PRPHQW�W�
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The�sample�includes�187�foreign�¿rms�that�
entered�in�Vietnam�in�2000.�These�new�foreign�
¿rms� are� identi¿ed� by� using� the� procedures�
suHYLRXVO\�GLVFXVVHG�LQ�VHFWLRQ������7DEOH���DQG�
7DEOH���suHVHQW�VRPH�GHVFuLsWLYH�VWDWLVWLFV�RI�WKH�
VDPsOH�DQG�WKH�FRuuHODWLRQV�RI�WKH�YDuLDEOHV�

Table�1�shows� the�statistic�descriptions�in�
2000,�except�the�values�of�the�variable�FXUUHQW�
size.The�¿gures�show�that�83.4%�of�the�total�
numbers� of� entrants� are� wholly-owned� by�
foreign� investors.�This� is� consistent�with� the�
DuJXPHQW�RI�0H\Hu��������WKDW�IRuHLJQ�HQWuLHV�
in� transition� economies� where� institutional�
frameworks� are�only�partially� reformed,� and�
WKHuHIRuH� LQFRQVLVWHQW� DQG� XQVWDEOH� suHIHu� WR�
establish�wholly-owned�subsidiaries�to�reduce�
WuDQVDFWLRQ�FRVWV��2YHu�WKH����\HDuV�RI�RsHuDWLRQ�
from� 2000� to� 2005,� the� ownership� structure�
of� foreign� ¿rms� is� quite� stable.� Regarding�
WKH� QDWLRQDOLWLHV�RI� IRuHLJQ� LQYHVWRuV�� DuRXQG�
83%�are�Asian�investors.�Around�50%�of�new�
foreign�¿rms�are�located�in�industrial�zones�or�
export�processing�zones,�and�most�of�them�are�
RsHuDWLQJ�LQ�PDQXIDFWXuLQJ�VHFWRu��2Q�DYHuDJH��
IRuHLJQ� HQWuDQWV� HPsOR\HG� ����HPsOR\HHV�DW�
the�¿rst�year�of�operation.�However,�there�is�a�
big�gap�between�the�minimum�and�maximum�
QXPEHu�RI�HPsOR\HHV��$W�WKH�PLQLPXP�OHYHO��
entrants� employed� only� 1� employee� while�
the� maximum� number� is� 2627.� Over� the�
twelve� years� of� operation,� the� ¿rm� size� that�
LV� PHDVXuHG� E\� WKH� QXPEHu� RI� HPsOR\HHV�
increased.� In� 2011,� the� average� number� of�
employees� was� 479,� increasing� more� than�
three�time�as�large�as�the�average�start-up�size.

Sample� correlations� between� the�
independent� variables� are� shown� in�Table� 2.�
In� general,� the� correlation� coef¿cients� are�
low�and�no�serious�collinearity�problems�are�
GHWHFWHG�LQ�WKH�uHJuHVVLRQ�HVWLPDWLRQ�

�����3DWWHUQV�RI�H[LW

The�study�estimates�the�probability�of�¿rm�
VXuYLYDO� DW� WKH� GLIIHuHQW� DJHV� E\� XVLQJ� WKH�
Kaplan-Meier� estimator.� Table� 3� shows� that�
WKH� RYHuDOO� VXuYLYDO� uDWH� LV� ���� LQ� WKH� \HDu�
foreign�¿rms�were�created,�but�around�34%�of�
WKHP�GLHG�EHIRuH�WKH\�uHDFK�WKH�DJH�RI�WKLuWHHQ��
The� highest�numbers�of� foreign�¿rms� exited�
the� market� � in� the� year� of� entry� (19� ¿rms)�
compared� with� the� later� years� implying� that�
the�¿rst�year�of�operation�is�the�most�dif¿cult�
time�for�new�entrants.�

7KH� uHVXOWV� LQ� 7DEOH� �� GHPRQVWuDWH� WKDW�
larger� foreign� ¿rms� are� likely� to� live� longer�
than�small�foreign�¿rms�in�both�initial�size�and�
current�size.�Foreign�¿rms�are�de¿ned�large�if�
they�have�equal�or�more�than�100�employees,�
otherwise�they�are�considered�small.�It�seems�
that�the�effect�of�current�size�on�the�survival�
of� foreign� ¿rms� is� stronger� than� initial� size.�
Firms�with�small�current�size�are�more�likely�
to�exit�than�¿rms�with�small�initial�size,� and�
¿rms� with� larger� current� size� have� higher�
survival� rates� than� ¿rms� with� larger� initial�
size� after�¿ve�years� of�operation.� It� is� noted�
that�in�the�¿rst�year,�only�33%�of�the�entrant�
had� large� size� but� after� twelve� years,� large�
¿rms�accounted�for�71%�of�the�total�surviving�
¿rms.� This� result� indicates� that� post-entry�
evolution�is�an�important�determinant�of�¿rm�
sHuIRuPDQFH��0DWD�HW�DO����������

As� expected,� foreign� ¿rms� that� entered�
under�wholly-owned�mode�are�likely�to�live�
longer�than�joint�ventures.�After�twelve�years�
RI� RsHuDWLRQ�� RQO\� ���� RI� mRLQW� YHQWXuHV�
survive�while�69%�of�wholly-owned�foreign�
¿rms� can� continue� their� thirteenth� year.�
In� terms� of� the� ¿rm� location,� the� results�
DOVR� VXssRuW� WKH� K\sRWKHVLV� WKDW� ORFDWLQJ�
in� industrial� zones� or� export� processing�
zones� increases� the� likelihood� of� survival�
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of�foreign�¿rms.�While�only�24%�of�foreign�
¿rms�located�in�industrial�zones�died�before�
uHDFKLQJ� WKH� WKLuWHHQWK� \HDu�� WKLV� QXPEHu�
is� 44%� for� ¿rms� located� outside� industrial�
zones.� Moreover,� Kaplan-Meier� estimator�
shows�that�foreign�¿rms�belonging�to�Asian�
investors�can�live�longer�than�¿rms�owned�by�
WKH�RWKHu�FRXQWuLHV��:KHuHDV�����RI�$VLDQ�
¿rms� can� survive� until� the� thirteenth� year,�

only� 48%�of� foreign� ¿rms� owned� by� other�
investors�can�do�that.��In�addition,�the�results�
and� the� graphs� also� show� that� ownership�
VWuXFWXuH� KDV� WKH� VWuRQJHVW� DQG� LPPHGLDWH�
effect� on� the� ¿rm� survival� compared� with�
the� other� indicators.� It� seems� that� being� a�
wholly-owned� foreign� ¿rm� creates� super�
DGYDQWDJHV� DQG� LQFuHDVHV� LWV� FRPsHWLWLYHQ�
ess�compared�with�being�a�joint�vHQWXuH��

7DEOH���'HVFULSWLYH�VWDWLVWLFV

9DULDEOHV 2EV 'HVFULSWLRQ $YHUDJH 0LQ 0D[

�� Initial�size ��� The�no.�of�employees�when�foreign�¿rms�
VWDuWHG�RsHuDWLRQ�LQ�����

������ � ���

�� Current�size ���
 7KH� FXuuHQW� QXPEHu� RI� HPsOR\HHV� RYHu�
\HDuV

������� � ����

�� Ownership�
VWuXFWXuH

��� Dummy�variable�which�takes�the�value�1�if�
foreign�¿rms�are�wholly�owned�by�foreign�
LQYHVWRuV����LI�WKH\�DuH�mRLQW�YHQWXuHV 'XPP\�YDuLDEOH

�� /RFDWLRQ ��� Dummy�variable�which�takes�the�value�1�
if�foreign�¿rms�are�located�in�an�industrial�
zone� or� an� export� processing� zone,� 0�
otherwise

�� &XOWXuDO�
GLVWDQFH

��� Dummy�variable�which�takes�the�value�1�if�
IRuHLJQ�LQYHVWRuV�DuH�IuRP�$VLDQ�FRXQWuLHV��
0�otherwise

�� Pro¿t� ��� The� pro¿t� before� tax� of� foreign�¿rms� in�
PLOO��91'

�������� � ����

�� (QWu\�uDWH ��� The�number�of�new�foreign�¿rms�created�
LQ������LQ�WKH�VDPH���GLJLW�LQGXVWu\�

������ � ��

�� 1XPEHu�RI�DOO�
¿rms

��� The� number� of� all� kinds� of� ¿rms� in� the�
VDPH���GLJLW�LQGXVWu\

������� �� ����

�� 1XPEHu�RI�DOO�
HPsOR\HHV

��� The�number�of�employees� in�all�kinds�of�
¿rms�in�the�same�2-digit�industry.

������� ���� ������

��� Income�per�
FDsLWD�

��� Income� per� capita� (VND/person)� in� the�
province�where�¿rms�locate

�������� ������� ��������

��� 6WXGHQW ��� 1XPEHu� RI� XQGHuJuDGXDWH� VWXGHQWV� LQ� WKH�
province�where�¿rms�locate

�������� ��� ������

��� 'LVWDQFH�WR�
KDuERu

��� The� distance� in� km� to� the� nearest� big�
KDuERuV�E\�suRYLQFH

������ � �����

��� $JJORPHuDWLRQ�
HFRQRPLHV

��� The�no.�of�foreign�¿rms�in�the�same�2-digit�
industries� in� the� province� where� ¿rms�
ORFDWH

������ � ��

�
��YDOXHV�LQ�WKH�\HDu�RI�����
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���(PSLULFDO�UHVXOWV

Table�4�presents�the�empirical�results�with�
the�risk�ratios�and�their�S�YDOXH��:H�uHFDOO�WKDW�
negative�coef¿cients�equivalent�to�risk�ratios�

exp(βX)�less�than�one�implies�that�the�hazard�
uDWH�GHFuHDVHV�DQG�WKH�suREDELOLW\�RI�VXuYLYDO�
increases,�while�positive�coef¿cients�and�risk�
uDWLR�JuHDWHu�WKDQ�RQH�LPsO\�DQ�LQFuHDVH�LQ�WKH�

Table�3:�Kaplan-Meier�estimator�for�survival�function�of�foreign�¿rms�by�different�indicators

'XUDWLRQ

6DPSOH 6XUYLYDO�UDWHV

%HJ��

7RWDO
)DLO

1HVW�

/RVW

$OO�

¿rms

,QLWLDO�

6L]H��

�������

,QLWLDO��

6L]H�

������

&XU��

6L]H��

�������

&XU��

6L]H�

������

2ZQHU�

VKLS�

�HTXDO���

2ZQHUVKLS�

�HTXDO���

8QORFDWH�

LQ�,=

/RFDWH�

LQ�,=

1RW�

$VLDQ�

FRXQWU\

$VLDQ�

FRXQWU\

Year�2000 ��� �� � ���� ���� ���� ���� ���� ���� ���� ���� ���� ��

After�1�year ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

$IWHU���\HDUV ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����
After�3�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�4�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�5�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�6�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�7�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�8�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�9�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�10�years ��� � � ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

After�11�years ��� � ��� ���� ���� ���� ���� ���� ���� ���� ���� ���� ���� ����

7DEOH����&RUUHODWLRQV�LQ�WKH�GDWDVHW

9DULDEOHV � � � � � � � � � �� �� �� �� �� ��

1.�Initial�size �
2.�Current�size ���� �
3.�Ownership�structure ����� ���� �
���/RFDWLRQ ���� ���� ����
���&XOWXuDO�GLVWDQFH ���� ���� ����
6.�Pro¿t� ���� ���� ����� ����� �����
���(QWu\�uDWH ���� ���� ���� ���� ���� ����� �

8.�Number�of�all�¿rms ����� ������ ���� ����� ����� ���� ���� �
���1XPEHu�RI�DOO�
HPsOR\HHV

���� ���� ���� ���� ���� ����� ���� ���� �

10.�Income�per�capita� ����� ���� ����� ����� ����� ���� ����� ���� ���� �
����6WXGHQW ����� ����� ����� ����� ����� ���� ����� ���� ���� ���� �������
����'LVWDQFH�WR�KDuERu ���� ������ ����� ����� ����� ���� ���� ���� ���� ����� ����� �
����$JJORPHuDWLRQ�
HFRQRPLHV

������ ���� ���� ���� ����� ���� ���� ���� ���� ���� ���� ���
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hazard�rate�and�a�decreases�in�the�probability�
of� survival.� The� estimated� result� show� that�
the�hazard�ratios�of�the�variables�current�size��
RZQHUVKLS� VWUXFWXUH�� ORFDWLRQ�� DQG� FXOWXUDO�
distance� DuH� OHVV� WKDQ� RQH� DQG� VWuRQJO\�
statistically� signi¿cant� and� the� hazard� ratios�
RI�WKH�YDuLDEOH�initial�size�LV�JuHDWHu�WKDQ�RQH�
and�also�statistically�signi¿cant.

The� risk� ratio� on� the� variable� FXUUHQW�

size� indicates� that� foreign� ¿rms� with� large�
current� size� will� face� a� lower� probability� of�
exit.� However,� compared� with� the� variables�
RZQHUVKLS�VWUXFWXUH�DQG�ORFDWLRQ,�the�risk�ratio�
RI� WKH� YDuLDEOH� current� size� LV� PXFK� KLJKHu��
almost�equals�one.�It�shows�that�although�current�
size� has� effect� on� the� hazard� rate� of� foreign�
¿rms,� but� the� effect� is� not� strong.� However,�
Table�3�shows�a�big�difference�in�survival�rates�
estimated�by�Kaplan-Meier�estimators�between�
¿rms�with�current�size�less�and�greater�than�100�
employees.�After� twelve� years� of� operations,�
81%�of� large� foreign�¿rms�can� continue� their�
sixth�year�while�this�number�is�47%�for�small�
ones.�However,�the�initial�size�KDV�WKH�RssRVLWH�
EXW�YHu\�VPDOO�HIIHFW�RQ�WKH�VXuYLYDO�RI�IRuHLJQ�
¿rms� compared�with� current� size�� 7KLV� uHVXOW�
indicatesthe�importance�of�post-entry�growth�to�
¿rm�performance�on�their�survival�probability.

As� expected,� the�RZQHUVKLS�VWUXFWXUH� KDV�
a� strong�effect�on� the�exit� hazard�of� foreign�
¿rms� in� Vietnam.� Wholly-owned� foreign�
¿rms� face� hazard� of� exit� of� 43%� less� than�
joint�ventures.�Consistent�with� the� estimates�
by�Kaplan-Meier�estimator,�the�ownership�has�
the� strongest� effect� compared�with� ¿rm� size�
and� ¿rm� location.� To� understand� this� result�
more� clearly,� it� is� important� to� summarize�
some� stylized� facts� about� the� structure� of�
IRuHLJQ�LQYHVWPHQWV�LQ�9LHWQDP���

During�1990s,�joint�ventures�were�the�most�
FRPPRQ� IRuP� RI� IRuHLJQ� LQYHVWPHQW�� RIWHQ�
with� state-owned� enterprises� (SOEs)� as� the�
Vietnamese�partner.�In�this�period,�two-thirds�
of�total�foreign�investment�commitments�were�
made�with�SOEs�and�only�2%�in�joint�ventures�
with�private�sectors.�Because�in�the�early�years�
DIWHu�WKH�HFRQRPLF�uHIRuPDWLRQ�LQ������62(V�
were�the�only�legal�partners�for�foreign�¿rms�
GHVLuLQJ�WR�HQWHu�DV�mRLQW�YHQWXuHV��$W�WKDW�WLPH��
suLYDWH� HQWHusuLVHV� QRW� RQO\� DFFRXQWHG� IRu� D�
small�share�of�the�economy�but�also�they�were�
too� small� to�meet� the� requirements� of� large�
foreign�investors.�Moreover,�SOEs�with�their�
privileged�positions�could�help� foreign�¿rms�
a� smooth� entry� into� the� Vietnamese� market�
(Kokko� HW� DO�,� 2003).� However,� since� 2000,�
the�licensed�capital�for�wholly-owned�projects�
KDV� EHHQ� ODuJHu� WKDQ� WKDW� RI� mRLQW� YHQWXuHV��
One� explanation� is� the� amendment� to� the�
Law� on� Foreign� Investment� in� 1992� which�
gave�wholly-owned�¿rms� the� same�status� as�
mRLQW�YHQWXuHV��)XuWKHu��LW�EHFRPHV�HDVLHu� IRu�
IRuHLJQ�LQYHVWRuV�WR�DFFHVV�LQIRuPDWLRQ�DERXW�
LQYHVWPHQW�HQYLuRQPHQW� LQ�9LHWQDP�� OHDGLQJ�
WR� D� uHGXFWLRQ� LQ� WKH� uROH� RI� ORFDO� sDuWQHuV��
As� a� result,� by� 2011� wholly-owned� foreign�
¿rms� accounted� for� about� 75%� of� foreign�
investment�in�Vietnam�(The�MPI).

In� the� context� of� Vietnam,� both� the�
WuDQVDFWLRQ�FRVW�WKHRu\�DQG�WKH�uHVRXuFH�EDVHG�
view� are� suitable� to� explain� the� entry� mode�
FKRLFHV� E\� IRuHLJQ� LQYHVWRuV��$V� D� WuDQVLWLRQ�
economy,� the� institutional� framework� of�
9LHWQDP�LV�VWLOO�LQ�WKH�suRFHVV�RI�FKDQJLQJ�DQG�
RQO\� sDuWLDOO\� uHIRuPHG�� WKHuHIRuH� XQVWDEOH��
inconsistent�and�inef¿cient.�Several�important�
legal� documents,� such� as� the� law� on� the�
protection�of�intellectual�property�right,�were�
issued�but�of�low�enforcement.�Foreign�¿rms�
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LQ�9LHWQDP�DuH�WKHuHIRuH�FRQFHuQHG�DERXW�WKH�
knowledge�diffusion�and�prefer�to�internalize�
WKHLu� WuDQVDFWLRQV��)XuWKHu��9LHWQDP�KDV�EHHQ�
characterized�by�a�lack�of�transparency�and�a�
VHuYLFH�VHFWRu�WR�VXssRuW�EXVLQHVV�GHYHORsPHQW�
(The� PCI� 2006� Report).� Foreign� ¿rms� have�
dif¿culties� in� access� to� information� about�
local� economic� agents,� and� domestic� ¿rms�
lack� knowledge� of� market� mechanism� and�
inexperience� in� doing� business� with� foreign�
partners.� Hence,� by� setting� a� wholly� owned�
VXEVLGLDu\�uDWKHu�WKDQ�D�mRLQW�YHQWXuH��D�IRuHLJQ�
¿rm� can� avoid� transaction� costs� relating� to�
VHDuFKLQJ�� QHJRWLDWLQJ� DQG� PRQLWRuLQJ� ORFDO�
sDuWQHuV�

7KHVH� DuJXPHQWV� VXJJHVW� WKDW� EHLQJ� D�
wholly-owned� foreign� ¿rm� in� a� transition�
country� like� Vietnam� brings� foreign� ¿rms�
DGYDQWDJHV�� WKHuHE\� LQFuHDVLQJ� WKH� VXuYLYDO�
probability� compared� with� setting� up� joint�
ventures� with� local� partners.� However,� we�
should�note�that�given�the�dataset,�we�do�not�
have�information�about�merger�or�acquisitions�
from�true�exits.�For�instance,�as�joint�ventures�
often� end�with�one�of� the�partners�acquiring�
the�commonly�owned�venture,�this�may� lead�
to�conclude�that�failure�is�more�likely�in�case�
of� a� joint� venture� although� the� ¿rm� has� not�
really� exit,� but� it� has� been� bought� by� one�
RI� WKH� sDuWQHuV�� 7KLV� suREOHP� PLJKW� GLVWRuW�
WKH� HPsLuLFDO� uHVXOW� LI� PRVW� mRLQW� YHQWXuHV�
disappear�with�this�way.�

Opposite�to�our�expectation,�the�ORFDWLRQ�RI�
foreign�¿rms�also�has�no�effect�on�the�survival�
of� foreign�¿rms� in�Vietnam.�However,�Table�
4.3� shows� a� big� difference� in� survival� rates�
estimated� by� Kaplan� –� Meier� estimators�
between�foreign�¿rms� located�and�unlocated�
in� industrial� zone.� After� twelve� years� of�
operation,� 76%� of� foreign� ¿rms� located� in�
industrial�zones�can�continue� their� thirteenth�

year� while� this� number� is� 56%� for� the� ones�
unlocated� in� industrial� zones.� It� seems� that�
the� policies� such� as� tax� priority� cannot� help�
foreign�¿rms�to�survive�in�the�market.�

7DEOH����7KH�GHWHUPLQDQWV�RI�H[LW�KD]DUG�RI�

foreign�¿rms�in�Vietnam

Independent��Variables Risk�ratio
Initial�size ���������������



Current�size ���������������




Ownership�structure ���������������


/RFDWLRQ ���������������
&XOWXuDO�GLVWDQFH ���������������



Pro¿t� ���������������
(QWu\�uDWH ���������������
Number�of�all�¿rms ���������������
1XPEHu� RI� DOO�
HPsOR\HHV

���������������

Income�per�capita� ���������������
6WXGHQW ���������������
'LVWDQFH�WR�KDuERu ���������������
$ J J O R P H u D W L R Q�
HFRQRPLHV

���������������

1XPEHu�RI�REV� ����
Number�of�¿rms ���
Number�of�exit ��
�1ote:�+��p-value�is�in�the�bracket

���������


S��������

S��������
S�������S�YDOXHV�DuH�
LQ�sDuHQWKHVHV�

In� the� previous� part,� we� have� supposed�
that�besides� tax�priority�and�other� incentives�
foreign� ¿rms� are� also� attracted� to� locate� in�
industrial� zones� due� to� bene¿ts� stemming�
from�agglomeration�economies.�However,�the�
statistical�insigni¿cance�of�the�control�variable�
DJJORPHUDWLRQ�HFRQRPLHV�VHHPV�WR�FRQWuDGLFW�
WR� RXu� suHGLFWLRQ�� 7KLV� FRQWuDGLFWLRQ� FDQ� EH�
explained�by�using� the�works�of�Shaver�and�
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)O\Hu� �������DQG�$OFDFHu�DQG�&KXQJ���������
These�authors�argue�that�¿rms�not�only�capture�
bene¿ts� from� agglomeration� economies� but�
DOVR� FRQWuLEXWH� WR� DJJORPHuDWLRQ� HFRQRPLHV��
Firms� would� therefore� strategically� choose�
location�to�gain�exposure�to�others’�localized�
knowledge� while� reducing� leakage� of� their�
own� knowledge� to� their� competitors.�Hence,�
once� a� ¿rm� locates� in� a�certain� place�where�
other�¿rms�already�established,�the�¿rm�may�
obtain�bene¿ts�from�agglomeration�economies,�
WKHuHIRuH�LQFuHDVLQJ�LWV�suREDELOLW\�RI�VXuYLYDO��
However,� the� ¿rm’s� speci¿c� knowledge� can�
be� spilled� over� and� it� bene¿ts� the� proximal�
¿rms,� therefore� increasing� the� competition�
and� reducing� ¿rm� survival� probability.�
Particularly,� if� agglomerating� ¿rms� are� in�
WKH� VDPH� LQGXVWuLHV��WKH�FRPsHWLWLRQ�LV�PXFK�
KLJKHu�DV�LQsXW�uHVRXuFHV�EHFRPH�VFDuFH�DQG�
their� prices� are� bid� up.� For� example,� Baum�
and�Mezias� (1992)� show� that�locating�closer�
WR� RWKHu� KRWHOV� LQ� 0DQKDWWDQ� LQFuHDVHV� WKH�
survival�chance�of�a�hotel,�but�this�bene¿t�of�
agglomeration�diminishes�when�hotel�districts�
become� crowded,� exacerbating� competition.�
The� opposite� effects� of� ¿rm� localization�
make� the� variable� DJJORPHUDWLRQ� HFRQRPLHV�
statistically�insigni¿cant.

:LWK� uHVsHFW� WR� RWKHu� FRQWuRO� YDuLDEOHV��
except� cultural� distance�� DOO� RWKHu� YDuLDEOHV�
reÀecting� ¿rm-speci¿c� characteristics,�
industry-speci¿c�characteristics,� and�location�
advantages� have� no� statistically� signi¿cant�
effects� on� the� foreign� ¿rm� survival.� As�
suHGLFWHG��FXOWXuDO�GLVWDQFH�KDV�DQ�HIIHFW�RQ�WKH�
survival�of�foreign�¿rms.�Foreign�¿rms�owned�
by�Asian�investors�face�a�hazard�of�exit�of�47%�
less� than� foreign� ¿rms� from�other� countries.�
Similarities�in�culture�make�foreign�investors�
easier�to�understand�and�cooperate�with�local�

sDuWQHuV�� WKHuHIRuH� uHGXFLQJ� WuDQVDFWLRQ�FRVWV�
LQ� QHJRWLDWLQJ� Ru� PRQLWRuLQJ� ORFDO� sDuWQHuV��
This�¿nding�is� consistent�with� the�pattern�of�
foreign� investors� in� Vietnam.� For� example,�
up�to�the�end�of�2005,�there�were�seventy�¿ve�
FRXQWuLHV�DQG�WHuuLWRuLHV�LQYHVWLQJ�LQ�9LHWQDP��
$PRQJ� WKHP�� WKH� QXPEHu� RI� LQYHVWRuV� IuRP�
$VLDQ�FRXQWuLHV�DFFRXQWHG�IRu��������(XuRsH�
�������DQG�$PHuLFD�DQG�&DuLEEHDQ����RI�WKH�
total�foreign�enterprises.�The�top�¿ve�investors�
were�Taiwan,�South�Korea,�Japan,�Singapore,�
and�China�(The�GSO,�2012).�

���&RQFOXVLRQV

This�study�examines�the�survival�of�187�new�
foreign�¿rms�that�have�been�established�since�
�����LQ�9LHWQDP�RYHu�WKH�sHuLRG������������
We�¿nd� that�more� than�10%�of�new� foreign�
¿rms�died�during�the�year�of�entry�and�more�
WKDQ� ���� FDQQRW� uHDFK� WKH� DJH� RI� WKLuWHHQ��
0RuHRYHu��WKH�VXuYLYRuV�EHFRPH�ODuJHu�LQ�VLGH�
over� time.�Twelve�years�after�having�started,�
the�average�size�of�new�foreign�¿rms�is�more�
than�three�times�as�large�as�their�start-up�size.�

The�Cox�proportional�hazard�model�is�used�
to�estimate�the�effects�of�¿rm�size,�ownership�
structure� and� ¿rm� location� on� the� survival�
of� new� foreign� ¿rms.� The� empirical� results�
show�that�foreign�¿rms�with�growing�current�
size�are�more�likely�to�stay�in�the�market�for�
a�longer�time.�This�¿nding�is�consistent�with�
WKH�VWXGLHV�RI�'XQQH�HW�DO���������DQG�0DWD�HW�
DO��(1995).�This�result�con¿rms�that�the�ability�
to�adapt�to�new�environments�and�post-entry�
growth�are�important�for�the�survival�of�new�
foreign�¿rms.�We�also�¿nd�that�by�setting�up�
wholly-owned� subsidiaries� rather� than� doing�
joint� ventures� with� local� partners,� foreign�
HQWuDQWV�FDQ�LQFuHDVH�WKHLu�VXuYLYDO�suREDELOLW\�
EHFDXVH� WKH\� FDQ� DYRLG� KLJK� WuDQVDFWLRQ�
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FRVWV�DuLVLQJ�IuRP�VHDuFKLQJ��QHJRWLDWLQJ�DQG�
PRQLWRuLQJ�ORFDO�sDuWQHuV��

However,� the� study� indicates� that�
preferential� polices� on� taxation� and� other�
LQFHQWLYHV� FRXOG� QRW� GHFuHDVH� WKH� IDLOXuH�
hazard�of�foreign�¿rms� locating�in� industrial�
zones�or�export�processing�zones.�In�contrast�
WR� RXu� suHGLFWLRQ�� DJJORPHuDWLRQ� HFRQRPLHV�
have� no� signi¿cant� effect� on� ¿rm� survival.�
Our�explanation�to�this�result�is�that�¿rms�are�
QRW�RQO\� WKH� uHFHLYHuV�EXW�DOVR� WKH� VRXuFH�RI�
knowledge�spillovers.�These�opposite�effects�
make� the� variable� DJJORPHUDWLRQ� HFRQRPLHV�
statistically� insigni¿cant.� Moreover,� cultural�
GLVWDQFH� LV�IRXQG�WR�KDYH�D�VWuRQJ�LPsDFW�RQ�
the� survival� of� foreign�¿rms.� Proximities� in�
culture�make�it�easier�for�them�in�cooperating�
with�local�partners;�therefore�increasing�their�
success�in�doing�business�in�a�foreign�market.�

This� study� contributes� to� the� existing�
literature�on� the�¿rm�survival,� especially� the�
VXuYLYDO�RI�IRuHLJQ�VXEVLGLDuLHV�LQ�D�WuDQVLWLRQ�
country�just�like�Vietnam.�The�empirical�results�

DuH� LPsRuWDQW� IRu�PDQDJHuV� RI� PXOWLQDWLRQDO�
FRPsDQLHV� LQ�HYDOXDWLQJ�WKH�FKDQFHV�RI� WKHLu�
VXFFHVV�DQG�LPsOHPHQWLQJ�VWuDWHJLF�FKRLFHV�IRu�
WKH� VXuYLYDO�RI�WKHLu�VXEVLGLDuLHV�LQ�D� IRuHLJQ�
market.�The�study�suggests�that�foreign�¿rms�
should� establish� wholly-owned� subsidiaries�
uDWKHu�WKDQ�mRLQW�YHQWXuHV�WR�DYRLG�WuDQVDFWLRQ�
costs� arising� from� imperfect� market.� The�
empirical�¿ndings�could�be�also�useful�for�the�
suRYLQFLDO�DXWKRuLWLHV�LQ�9LHWQDP�LQ�GHVLJQLQJ�
sROLFLHV� WR� DWWuDFW� PRuH� IRuHLJQ� GLuHFW�
investment.� Institutions� shape� the� ef¿ciency�
of� markets� and� inÀuence� ¿rms’� strategies�
and� organizational� forms� (North,� 1990).� So�
it� is� important�to�have�a� stable,�ef¿cient�and�
consistent� institutional� framework� that� can�
uHGXFH� Ru� HOLPLQDWH� WuDQVDFWLRQ� FRVWV�� DQG�
under�this�framework,�foreign�and�local�¿rms�
are�treated�equally.�This�creates�a�fair�playing�
¿eld�for�all�¿rms�so�that�they�can�apply�the�best�
strategies�when�doing�business�without�being�
FRQFHuQHG� DERXW� WuDQVDFWLRQ� FRVWV� Ru� FRVWV�
caused�by�a�weak�institutional�framework.q
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