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ABSTRACT

This study aims to investigate the impact of international trade and foreign direct investment (FDI)
on the economic growth of Ho Chi Minh City, addressing the lack of empirical research at the lo-
cal level in Vietnam. While numerous studies have examined trade-growth dynamic at the national
scale, little attention has been paid to how these relationships manifest within a metropolitan econ-
omy that serves as the country's commercial hub. Using the Autoregressive Distributed Lag (ARDL)
model with annual data from 2001 to 2023, the study evaluates both short- and long-term relation-
ships between Gross Regional Domestic Product (GRDP) and key trade variables, including exports,
imports, FDI inflows, and exchange rates. The empirical results reveal a complex pattern of rela-
tionships. While exports negatively influence GRDP in the long run, suggesting potential structural
challenges such as limited domestic value added or dependency on imported inputs. By contrast,
imports and exchange rates have a significant positive effects, indicating that imported goods and
favorable currency conditions may support industrial production and consumption. FDI shows no
long-term impact, implying that foreign capital inflows may take longer to translate into measur-
able economic gains or are concentrated in sectors with limited spillover effects. In the short run,
the results shift that exports contribute positively to economic growth, whereas imports have an
adverse impact. This divergence between short and long-run effects underscores the asymmet-
ric nature of trade variables and their time dependent influence on local economic performance.
Overall, these findings highlight the asymmetrical effects of trade variables over time and under-
score the importance of tailored trade and investment policies for sustainable growth. The study
contributes valuable empirical evidence for policymakers in HCM City and provides guidance for

designing strategies to foster sustainable growth in Vietnam's largest economic market.
Key words: ARDL, economic growth, export, import, foreign direct investment.

INTRODUCTION

Over the past three decades, trade liberalization has
gained popularity, particularly among developing and
transitioning economies. This is because import
substitution-based development strategies have lim-
itations, and international financial institutions like
the World Bank and the International Monetary Fund
favor trade liberalization as a condition of their sup-
port. The underlying rationale for this degree of
dedication to the trade reform agenda is the unmis-
takable conviction that liberalization is necessary to
go from comparatively closed to comparatively open
economies. Economists generally agree that open
economies grow faster than their closed counter-
partsl.

Ho Chi Minh City serves as a principal economic
center of Vietnam, functioning as a vibrant hub and
spearheading the nation’s economic progress. Since
2001, Ho Chi Minh City has consistently maintained

a development rate that exceeds the national average,

which is indicative of its status as a prominent eco-
nomic engine. Nevertheless, the Covid-19 pandemic
had a profound impact on the city’s socio-economic
conditions in 2021, resulting in a 6.78% contraction
in the GRDP-the largest decline in the nation. As a
result of the COVID-19 epidemic, the city’s export
turnover amounted to 44.9 billion USD, reflecting a
1% rise from 2020. The majority of the City’s primary
export markets experienced a decrease in turnover,
including China with a dip of 8.7%, the United States
with a reduction of 2.3%, Japan with a drop of 14.7%,
and the EU with a decrease of 0.8%. Consequently,
during the era of renewal and global economic in-
tegration, the import and export of goods and ser-
vices in Ho Chi Minh City significantly contribute to
the city’s economic development. Enhancing exports
is a fundamental component of sustained economic
growth in Ho Chi Minh City; thus, it is imperative to
increase value-added, prioritize investment in com-
petitively advantageous export products, and secure a
substantial market share through engagement in the
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global value chain. Limited empirical research has
been conducted to investigate the influence of inter-
national trade on the economic development of Ho
Chi Minh City. In order to rectify this deficiency,
this investigation assembles annual data from 20001
to 2023 on trade flows, exchange rates, and FDI. It
then employs the ARDL model to assess the short and
long-term impacts on GRDP. The study also suggests
strategic recommendations for promoting the city’s
development by increasing its involvement in inter-
national trade, in accordance with the results.

LITERATURE REVIEW AND
EMPIRICAL STUDIES

Literature review

Classical trade theories such as absolute advantage?
and comparative advantage® play a fundamental role
in explaining the impact of international trade on eco-
nomic growth. When countries specialize in indus-
tries with comparative advantage, they will achieve
higher production efficiency and increase productiv-
ity. As a result, trade not only expands the scale
of production but also facilitates the increase of na-

tional income?.

These publications demonstrated
the progression of trade theory from classical to
modern representative-agent models to contempo-
rary assessment that incorporate firm heterogene-
ity, policy interventions, and real-world complexi-
ties. Caliendo et al.* presented empirical evidence
for welfare improvements resulting from trade liberal-
ization, influenced by firm specific reactions, whereas
Gandolfo® supplied the overarching theoretical and
policy framework for these empirical investigations.

According to the Heckscher-Ohlin model, trade be-
tween countries is determined by differences in fac-
tors of production, in which countries with advan-
tages in capital or labor will export goods that use
those factors intensively®. In the context of Ho Chi
Minh City, advantages in labor and service infras-
tructure have promoted the export of light industrial
products, processing services and logistics. These ad-
vantages have allowed the city to concentrate on ex-
porting labour-intensive goods and services, particu-
larly in the areas of light manufacturing, textile and
garment production, electronics assembly, food pro-
cessing, and outsourced processing services. Further-
more, Ho Chi Minh City has evolved as an important
logistics and warehousing hub in the southern area,
owing to its extensive port network, transportation
connectivity, and trade-related services ecosystem.
These qualities are consistent with the Heckscher-
Ohlin prediction, as the city uses its comparative ad-
vantages to integrate deeper into global value chains.

As trade liberalization continues and demand for ef-
ficient supply chain services rises, Ho Chi Minh City’s
status as a hub for labour-intensive exports and trade-
related services is projected to grow even more.

Ho Chi Minh City is the largest commercial center
in the country with export, import and FDI activities
playing an essential role in economic development.
The city makes a substantial contribution to the na-
tional economy as the primary gateway for interna-
tional trade and investment. Empirical research on
the quantitative relationship between trade variables
and the city’s gross regional domestic product remains
limited, despite its strategic significance. More specif-
ically, there are few studies that have utilized sophisti-
cated econometric models, such as the ARDL model,
to capture the short and long-term dynamics of this
relationship. The capacity of policymakers to de-
velop data-driven strategies that are consistent with
the economic realities of the city is restricted by this
lacuna in the literature. Consequently, this investiga-
tion endeavours to resolve both theoretical and em-
pirical deficiencies by employing the ARDL frame-
work to evaluate the influence of trade components
on GRDP. Consequently, it will establish an evidence-
based foundation for more effective and targeted local
economic policies 7.

In this context, it is essential to comprehend the im-
pact of trade variables on economic growth. Exports
play a positive role in GDP growth through job cre-
ation and revenue generation8 . Imports support
technological innovation but if imbalanced, they put
pressure on growth®. FDI is an important channel
to improve production capacity, but over-reliance can
lead to a decline in growth if it exceeds the efficiency
threshold '°.
ports and exports is indirectly influenced by exchange
rates, which in turn affect the trade balance and FDI

Futhermore, the cost structure of im-

inflows. These multidimensional effects emphasise
the necessity of analyzing trade variables within an in-
tegrated framework, such as ARDL, to inform policy
decisions that are predicated on local economic reali-
ties.

Although traditional trade economics theories such
as absolute advantage?, comparative advantage'l,
and the Heckscher-Ohlin model® have clarified the
important role of international trade in economic
growth, most of these studies focus on the national
level or compare countries. Meanwhile, few stud-
ies apply these theories at the local level, especially
in dynamic economic centers such as Ho Chi Minh
City - which has the highest level of trade integration
and FDI attraction in the country. In addition, many
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previous empirical studies have verified the relation-
ship between exports, imports, FDI and GDP growth
at the national level %, however, the specific socio-
economic factors in Ho Chi Minh City have not been
fully exploited in quantitative models. The city has
special advantages in human resources, service infras-
tructure and market size, leading to the impact mech-
anism of international trade and FDI that can be sig-
nificantly different from other localities.

Notably, there have been few studies applying the
ARDL model to test the relationship between trade
variables and GRDP of Ho Chi Minh City. The ARDL
model allows for the assessment of both short-term
and long-term impacts, which is particularly useful in
the context of limited local time series data. The lack
of full use of this quantitative tool in local economic
analysis creates a clear empirical gap.

Therefore, the topic “Trade factors affecting economic
growth in Ho Chi Minh City: Evidence from ARDL
modelling” is both in theory and practice. Firstly, the
study contributes to filling the theoretical gap when
extending the classic models of international trade
and economic growth - which are mainly applied at
the national level - to the local level, in the context of a
central city like Ho Chi Minh City. Secondly, the topic
provides empirical evidence by applying the ARDL
model, helping to analyze the short-term and long-
term impacts of trade factors on regional economic
growth. Finally, this study brings practical value in
supporting the planning of effective and sustainable
economic and trade development policies, suitable for
the specific conditions and international integration
orientation of Ho Chi Minh City.

Empirical studies

Anwar and Nguyen '? researched FDI and economic
growth in Vietnam. This study analyzes the relation-
ship between FDI and economic growth across 61
Vietnamese provinces from 1996 to 2005. Their find-
ings reveal a mutually reinforcing two-way linkage be-
tween FDI and economic growth in Vietnam. How-
ever, the impact varies across regions, suggesting that
the benefits of FDI are more pronounced in provinces
with better human capital and financial market devel-
opment.

Building on this, Su, Nguyen, and Schinckus 1 gtud-
ied impact of foreign direct investment, trade open-
ness and economic institutions on growth in emerg-
ing countries: The case of Vietnam. This article inves-
tigates the role of economic institutions and openness
in Vietnam’s growth from 2005 to 2015. Analyzing
data from 63 provinces, they found that both FDI and

trade openness individually have positive impacts on
economic growth, but when combined, their effects
can substitute for each other. Furthermore, the study
highlights the pivotal role that quality of economic in-
stitutions significantly influences these effects.

In a broader context, Dinh, Vo, Vo, and Nguyen '3
investigated FDI and economic growth in the short
run and long run in developing countries. This paper
examines the impact of FDI on economic growth in
developing countries, including Vietnam, from 2000
to 2014. Utilizing a range of econometric techniques,
their research demonstrates that while FDI fosters
long-term economic growth, it may exert a negative
effect in the short run.

More recently, Nguyén et al.'* employed the ARDL
bounds testing approach to investigate the influence
of foreign capital flows, trade openness, and human
capital on economic growth in Vietnam between 1989
and 2019. Their results indicated that Official De-
velopment Assistance (ODA), trade openness, and
human capital have considerably favorable long-run
benefits on economic growth, whereas foreign debt
has little influence on growth. Interestingly, FDI has
a significant negative effect in the long run; nonethe-
less, it is one of the primary predictors of growth in the
short run, both directly and indirectly, due to Granger
causality between FDI and GDP, trade openness, and
human capital.

Hypothesis development
The lag of GRDP

The lag of GRDP that is, the time-lagged impact of
economic variables on the growth of gross domestic
product in the area — plays an important role in an-
alyzing the economic development dynamics in Ho
Chi Minh City. In the context of the city’s econ-
omy being influenced by both endogenous and ex-
ogenous factors such as public investment, import
and export, and FDI capital flows, the lag shows that
economic policies or shocks often do not take ef-
fect immediately but need a certain amount of time
to affect GDP. According to the study of Pesaran et
al.!>, macroeconomic variables such as investment
and consumption can take 1-3 quarters to have a sig-
nificant impact on GDP. In Ho Chi Minh City, which
has a large economic openness and dependence on
the global market, this lag can be longer due to ad-
ministrative regulation and the central budget allo-
cation mechanism. Capturing and modeling GRDP
lags — through ARDL or VAR (Vector Autoregres-
sion Model) - will help local policymakers develop
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appropriate economic management strategies, avoid-
ing policy responses that are too early or too late, caus-
ing macroeconomic instability 117,

From the above discussions, this study proposes the
hypothesis:

HI: The lag in the impact of GRDP has a positive effect

on Ho Chi Minh City’s GRDP growth.

Export affects GRDP

Export is one of the key drivers of economic growth in
Ho Chi Minh City - the largest economic and finan-
cial center of the country. In the city’s GRDP struc-
ture, the industrial and export service sector accounts
for a high proportion, especially the processing, man-
ufacturing and logistics industries. According to A.
T. Nguyen & Poczta-Wajda ', export activities in Ho
Chi Minh City not only generate foreign currency
revenue but also stimulate production, increase em-
ployment and attract foreign investment. In addition,
Cung!” and Su et al.!! pointed out that export growth
is closely correlated with the city’s GRDP growth in
the long term, especially in the context of Vietnam’s
deep integration into free trade agreements such as
EVFTA and RCEP. However, due to high trade open-
ness, exports in Ho Chi Minh City are also vulnerable
to external shocks such as global recession or supply
chain disruptions. This requires the city to increase its
competitiveness, diversify its export markets and in-
crease the added value of its products. Econometric
models such as ARDL or VAR can be used to assess
the impact of exports on GRDP in both the short and
long run, thereby supporting more effective trade pol-
icy making '8.

From the above discussions, this study proposes the
hypothesis:

H2: Export has a positive effect on Ho Chi Minh City’s
GRDP growth.

Imports affect GRDP

Imports play an important role in driving economic
growth in HCMC, the largest economic hub in Viet-
nam. Imports of raw materials, machinery and ad-
vanced technology not only support domestic pro-
duction but also improve productivity and product
quality, thereby contributing to GDP growth ., Ac-
cording to research by Krugman et al.®, fluctuations
in exchange rates and money supply have a signifi-
cant impact on Vietnam’s import patterns, in which
HCMC plays a key role in the national supply chain.
Specifically, the real exchange rate and money sup-
ply are important factors shaping the import pattern,
with the central exchange rate mechanism helping to

increase export volume by about 0.14% compared to
the fixed anchor system.

However, the city’s reliance on imports also exposes it
to external shocks, such as exchange rate fluctuations
or disruptions to global supply chains. This vulnera-
bility highlights the importance of diversifying supply
sources and strengthening domestic production capa-
bilities to mitigate potential economic risks.

From the above discussions, this study proposes the
following hypothesis:

H3: Import has a positive effect on Ho Chi Minh City’s
GRDP growth.

FDI affects GRDP

Foreign direct investment plays an important role in
promoting economic growth in developing countries,
especially in dynamic economies like Vietnam. FDI
inflows not only supplement financial resources for
the economy, but also brings modern technology,
management knowledge, and expands export mar-
kets through global networks>*2!, In Vietnam, many
empirical studies have shown that FDI has a close
and positive relationship with GDP growth, especially
in the long term??, Attracting FDI into high-tech,
manufacturing, and infrastructure sectors not only
contributes to job creation but also improves labor
productivity and increases the competitiveness of the
economy 723, In the context of deep integration with
free trade agreements such as EVFTA or RCEP, FDI
also plays a key role in upgrading the domestic value
chain. From the above analysis, the study proposes
the following hypothesis:

H4: FDI has a positive effect on Ho Chi Minh City’s
GRDP growth.

Exchange rate affects GRDP

Exchange rates are one of the important macroeco-
nomic tools, which can directly and indirectly af-
fect GDP through international trade, investment
and consumption channels. When the domestic cur-
rency depreciates, export goods become cheaper in
the international market, thereby promoting exports,
supporting domestic production and contributing to
GDP growth?*?>. However, strong exchange rate
fluctuations can also increase import costs, leading
to inflation and negatively affecting domestic con-
sumption as well as investment efficiency. In Viet-
nam, some studies show that exchange rate has a
close relationship with trade activities and economic
growth, especially in the context of the economy heav-
ily dependent on exports and FDI inflows?!. There-
fore, flexible and stable exchange rate management is
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considered a key factor in supporting the economic
growth target. From the above analysis, the study pro-
poses the hypothesis: Exchange rate has an impact on
Vietnam’s GDP.

METHODOLOGY AND RESEARCH
MODEL

Research model
According to the ARDL model equation '°:

AYy =0+ Zf;l 0 AY; i+ Z;]':() BiAX;—j+

(D)
MY+ X1+ &

Where:

Y; : Dependent variable

X;: All of independent variables

A : First difference operator

p.q: Optimal lags of the variables, determined based
on criteria such as AIC or BIC

A1, Ay @ Coefficients representing the long-run rela-
tionship among variables

& : Random error term

The Equation (1) illustrating the correlation between
international commerce and economic growth is
shown in the study model as follows:
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Figure 1: Gross Regional Domestic Product (GRDP)
in Ho Chi Minh City, 2000-2023

“Source: Authors’ calculation and illustration

In the period 2000-2023, Ho Chi Minh City’s GRDP
(Figure 1) showed a strong and stable growth trend,
reflecting the city’s role as an economic leader. The
growth rate accelerated, especially after 2010, despite
a slowdown during the Covid-19 pandemic (2020-
2021). Import-export developments (Figure 2) also
showed a clear upward trend, with imports consis-
tently higher than exports, indicating significant de-
pendence on raw materials and intermediate goods
from abroad to serve domestic production and con-
sumption. However, the parallel growth in exports
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5
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-
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Figure 2: Export and Import in Ho Chi Minh City,
2000-2023¢

2Source: Authors’ calculation and illustration
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Figure 3: Exchange rate (USD/VND) in Ho Chi Minh
City, 2000-2023¢

@ Authors’ calculation and illustration

indicates the city’s ability to expand into international
The USD/VND exchange rate (Figure 3)
gradually increased, with a significant adjustment

ets.

particularly during the 2008-2011 period, reflecting
the impact of the global financial crisis and mone-
tary policy management. The exchange rate remained
high after that, contributing to increased import costs
but also facilitating export promotion. Overall, these
three indicators pointed out that Ho Chi Minh City’s
economic growth was closely linked to international
trade activities and macroeconomic fluctuations, with
GRDP growth being closely related to export-import
dynamics and exchange rate adjustments.

Methodology research

The research applied the ARDL approach to exam-
ine the short-term and long-term effects of foreign
trade and FDI on the city’s economic growth. The
study employs the ARDL methodology established by
Pesaran, Shin, and Smith, as the ARDL model is a
prevalent econometric technique for examining time
series data, especially when variables exhibit vary-
ing degrees of stationarity, with some being station-
ary at level [I(0)] and others requiring differencing
to achieve stationarity [I(1)]. In contrast to con-
ventional cointegration techniques, ARDL accommo-
dates mixed integration orders, rendering it appropri-
ate for empirical data. The ARDL model’s primary
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Table 1: Variables in model

Variable Explanations
GRDP Gross Regional
Domestic Product
EX Export
IM Import
FDI Foreign Direct
Investment

ER Exchange Rate

Measurement

Denotes the aggregate economic output of HCMC, assessing the re-
gion’s overall economic performance and growth.

Denotes the aggregate value of goods and services exported by HCMC
to worldwide markets, reflecting the city’s trade efficacy and global in-
tegration.

Denotes the aggregate value of goods and services acquired by HCMC
from global markets, illustrating the city’s reliance on foreign products
and resources

Assesses foreign investment in HCMC, which fosters economic devel-
opment, infrastructural expansion, and job creation.

Denotes the value of the domestic currency (Vietnamese Dong) rela-
tive to foreign currencies (USD), influencing export, import and FDI
stability.

Source: Authors’ compilation from empirical studies

advantage is in its capacity to predict short-run dy-
namics and long-run linkages within a unified frame-
work through the Bounds Testing Approach. This
obviates the necessity for preliminary unit root test-
ing, sometimes mandated in alternative time series
models. Additionally, ARDL is particularly effective
in small sample sizes, when other cointegration ap-
proaches may struggle to give trustworthy results. The
utilization of ordinary least squares (OLS) facilitates
straightforward estimation and interpretation. More-
over, ARDL models can incorporate structural breaks
and be expanded into Nonlinear ARDL (NARDL) to
identify asymmetric links in economic and financial
data.

Research sample

This study employs the ARDL distributed lag ap-
proach, utilizing time series data from HCMC from
2001 to 2023. The research variables are explicitly
delineated in Table 1. These variables have been as-
sessed for their influence on the economic growth rate
of HCMC. The data were sourced from the Statisti-
cal Yearbook of the Ho Chi Minh City Statistics Of-
fice, with the exception of exchange rate data obtained
from the IME, and the variables were utilized in their
natural logarithmic form for analysis.

RESEARCH RESULTS AND
DISCUSSIONS

Research results

In the first section, the author considers whether the
variables are stationary. Augmented Dickey-Fuller
(ADF), Unit root tests is used to check the stationarity
in the time series of variables (Table 1).

Based on the results of the ADF test (Table 2), all vari-
ables have p-values less than 0.05 at the first-difference
level, indicating that the time series become station-
ary after differencing. This implies that the variables
are integrated of order one (I(1)), making them suit-
able for econometric models such as ARDL or VECM.
Table 3 presents the results of various statistical cri-
teria used to determine the optimal lag length for the
time series model. These include the Final Prediction
Error (FPE), Akaike Information Criterion (AIC),
Hannan-Quinn Information Criterion (HQIC), and
Schwarz Bayesian Information Criterion (SBIC). Ac-
cording to the results, the FPE suggests an optimal lag
of 3. While AIC, HQIC, and SBIC all indicate an op-
timal lag of 4, as denoted by the asterisks (*).

Among these, SBIC is often considered more con-
servative and preferable in small samples due to its
penalty for model complexity. Therefore, although
FPE suggests lag 3, the majority of criteria, especially
the information criteria, supports lag 4.

Table 4 presents descriptive statistics of the research
variables, showing that GRDP has an average value
of 0.1464 and a standard deviation of 0.1021, while
FDI has greater volatility with a standard deviation of
0.2241. This suggests that the dispersion of FDI data
is higher than that of the other variables, reflecting
the instability of foreign capital flows in Ho Chi Minh
City.

From Table 5, in the long run, the ARDL model re-
sults show that exports (ex) have a statistically signifi-
cant negative effect on GRDP (coefficient =-0.623; p <
0.01). This suggests that, in the context of the studied
region, export growth may not contribute positively
to sustainable economic growth, possibly due to low
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Table 2: Unit Root Test

Variable p-value Stationary
grdp p <0.001 Yes
ex p <0.001 Yes
imp p <0.001 Yes
fdi p <0.001 Yes
er 0.0037 Yes
Source: Stata 17 %%, authors’ calculation
Note: p-value < 0.001 indicates strong statistical significance. All variables are stationary at the first difference.
Table 3: Optimal Lag Length Selection Criteria
lag ILIL LR df p FPE AIC HQIC SBIC
0 98.7889 3.60E-11 -9.87251 -9.83045 -9.62397
1 129.581 61.584 25 p <0.001 2.20E-11 -10.4822 -10.2298 -8.99099
2 185.604 112.05 25 p <0.001 1.70E-12 -13.7478 -13.2851 -11.0139
3 909.991 1448.8 25 p <0.001 3.7e-43* -87.3675 -86.6945 -83.3909
4 3235.33 4650.7* 25 p<0.001 - -330.561*  -329.762* -325.839*
Source: Stata 172°, authors’ calculation
Notes: An asterisk (*) indicates the optimallag length suggested by each criterion.
p<0.001 indicates strong statistical significance.
‘- means not available
Table 4: Descriptive Statistics
Variables Obs Mean Std.dev Min Max
grdp 23 0.1464 0.1021 -0.0242 0.5207
fdi 23 0.0964 0.2241 -0.5256 0.4728
ex 23 0.0729 0.1298 -0.1662 0.3360
imp 23 0.0919 0.1244 -0.1778 0.2864
exr 23 0.0232 0.0260 -0.0021 0.1020

Source: Stata 172° | authors’ calculation

value-added exports or weak links to the local econ-
omy. In contrast, imports (imp) exert a positive and
significant effect (coeflicient = 0.352; p < 0.05), indi-
cating that access to foreign raw materials, machinery,
or technology may support economic expansion. FDI
does not show a statistically significant long-run effect
(p = 0.494), implying that FDI inflows may not yet be
deeply integrated or influential in core sectors of the
regional economy. Meanwhile, the exchange rate (er)
has a strong and significant positive effect (coeflicient
= 2.259; p < 0.01), suggesting that exchange rate ad-
justments can stimulate production and exports over
time.

In the short run, several variables significantly in-
fluence GRDP. Exports (D.ex) have a positive and
statistically significant impact (coefficient = 0.326; p

< 0.01), implying that changes in export levels can
quickly translate into economic gains. Conversely,
imports (D.imp) have a negative short-run effect (co-
efficient = -0.267; p < 0.01), possibly indicating that
rising imports may create competitive pressure or
trade imbalances in the short term. The lagged value
of GRDP (LD.grdp) is positively associated with cur-
rent GRDP growth (coeflicient =0.501; p < 0.01), con-
firming the presence of inertia in economic growth
patterns. FDI and exchange rate changes (D.fdi, D.er)
do not exhibit immediate statistically significant ef-
fects (p > 0.05), except for the lagged exchange rate
(LD.er), which shows a significant negative effect (co-
efficient = -1.012; p < 0.05). This suggests that ex-
change rate volatility may adversely affect economic
performance with a delay.
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Table 5: Estimated Short-run and Long-run Coefficients

Effect Variable Coefficient p-value Significance
Long-run ex -0.6235 p <0.001 s
imp 0.3517 0.0340 b
fdi 0.0482 0.4940
er 2.2593 p <0.001 e
Short-run LD.grdp 0.5009 0.0060 e
D.ex 0.3265 0.0040 bt
D.imp -0.2666 0.0070 b
D.fdi -0.0090 0.8830
D.er -0.4495 0.2270
LD.er -1.0121 0.0290 b

Source: Stata 17%°, authors’ calculation

Notes: D. denotes the first difference of therespective variable; LD. denotes the lagged first difference.
*, %%, and *** indicate statistical significance at the 10%, 5% and 1% levels, respectively.

The next section provides the Bounds Test for coin-
tegration is a crucial step in the ARDL modeling ap-
proach, as it determines whether a long-run equilib-
rium relationship exists between the dependent vari-
able (grdp) and the set of independent variables. Nev-
ertheless, due to the limited sample size (23 obser-
vations), a conventional Bounds Test could not be
performed using estates test. A joint F-test was per-
formed on the long-run level terms (ex, imp, fdi, er)
to evaluate the presence of a cointegrating relation-
ship. This approach aligns with recommendations
in small-sample settings, where cointegration can be
verified using joint significance testing when conven-
tional Bounds critical values may be unreliable or un-
available '>%7. Hence, despite the limited sample, the
results provide credible statistical evidence of cointe-
gration, allowing us to proceed with interpreting the
long-run coefficients of the ARDL model.

The result of Table 6 showed an F-statistic = 16.32 with
a p-value = 0.0004, which is statistically significant at
the 1% level. This allows us to reject the null hypoth-
esis that all long-run coefficients are simultaneously
equal to zero, thus confirming the presence of a sta-
ble long-run relationship between GRDP and the ex-
planatory variables.

Following the estimation results, the model under-
goes further evaluation through Diagnostics Tests.
Table 6 presents the outcomes of these two crucial as-
sessments, which help validate the robustness and re-
liability of the model.

Table 7 presents the results of diagnostic tests to as-
sess the validity of the regression model. Specifically,
the Breusch-Godfrey LM test reports a chi’ value of

3.715 with a p-value of 0.0539, which is greater than
Therefore, the null hy-
pothesis cannot be rejected, indicating no evidence

the 5% significance level.

of serial correlation in the residuals. Similarly, the
Breusch-Pagan/Cook-Weisberg test for heteroskedas-
ticity yields a chi® value of 1.000 with a p-value of
0.3172, also exceeding the 5% threshold. This re-
sult suggests that the null hypothesis of constant vari-
ance cannot be rejected, indicating the absence of het-
eroskedasticity. Overall, the model does not violate
the fundamental assumptions of regression, confirm-
ing its stability and reliability.

The results of the Ramsey RESET test (Table 8) show
an F-value of 0.59 with a p-value of 0.6497, which is
higher than the conventional significance level of 5%.
Therefore, the null hypothesis cannot be rejected, in-
dicating no statistical evidence of omitted variables
or incorrect functional form. This suggests that the
model is correctly specified and structurally stable. In
other words, the independent variables included in
the ARDL model reasonably explain the dependent
variable GRDP within the research context.

Discussions

The ARDL model reveals a complex relationship
between international trade factors and economic
growth in Ho Chi Minh City. In the long run, ex-
ports exhibit a significantly negative impact on GRDP
(coefficient = -0.623, p < 0.01). This finding contrasts
with classical trade theories, such as Ricardo’s (1817) 3
comparative advantage theory, and previous empiri-
cal studies by Nguyen and Poczta-Wajda'® or Su et
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Table 6: Cointegration Test Summary

Tested Variables Null Hypothesis Joint p-value Conclusion
F-statistic
ex ex=0 16.32 0.0004 Reject HO - Cointegration exists
imp imp =0
fdi fdi=0
er er=0
Source: Stata 17 2%, authors’ calculation
Table 7: Diagnostics Tests
Test name chi? p-value Conclusion
Breusch-Godfrey LM test for autocorrelation 3.715 0.0539 Accept HO - no serial correlation
Breusch-Pagan/ Cook-Weisberg test for het- 1.000 0.3172 Accept HO - Constant variance

eroskedasticity

Source: Stata 17 2%, authors’ calculation

Table 8: Ramsey RESET test

Ramsey RESET test using powers of the fitted values of grdp

Ho: model has no omitted variables

F(3,5) =059

Prob > F = 0.6497

Source: Stata 17 %°, authors’ calculation

al. ', which typically emphasize the positive contri-
butions of exports to economic growth. The negative
effect observed in this study may stem from the city’s
export structure, which is dominated by low value-
added goods, limited technological integration, and
weak linkages to local industries. Therefore, enhanc-
ing the added value of export products and strength-
ening domestic industry linkages should be a policy
priority.

In contrast, imports show a positive and statisti-
cally significant effect in the long term (coefficient
= 0.3517, p < 0.05), supporting studies like Ha et
al.?! and Tran & Tran?*, which highlight the role
of imports in facilitating access to foreign technol-
ogy, equipment, and inputs that enhance productiv-
ity. This finding also aligns with the Heckscher-Ohlin
model®, suggesting that Ho Chi Minh City effectively
leverages external resources to boost domestic pro-
duction. Hence, import liberalization, particularly in
technology-intensive sectors, can stimulate sustained
economic growth.

Although FDI is often seen as a key driver of
growth 1020 it shows no statistically significant long-
run effect on GRDP in this model (p = 0.494). This
result suggests that, despite substantial inflows, FDI

may lack effective integration into key economic sec-
tors, potentially limiting its long-term benefits. Poli-
cymakers should thus shift from quantity-driven FDI
strategies toward quality-driven investments that gen-
erate robust technological spillovers and strengthen
local business linkages.

Regarding the exchange rate, the long-run results
show a strong positive effect (coefficient = 2.2593, p <
0.01), consistent with the Marshall-Lerner condition
and studies such as Bahmani'® , which suggest that
exchange rate flexibility enhances trade competitive-
ness and investment. However, in the short run, ex-
change rate changes do not have an immediate signifi-
cant effect, and the lagged exchange rate (LD.er) even
has a negative effect (coefficient = -1.012, p < 0.05),
underscoring the need for careful management of ex-
change rate fluctuations to mitigate macroeconomic
instability.

The lagged value of GRDP (LD.grdp) is positively
and significantly associated with current GRDP (co-
efficient = 0.501, p < 0.01), supporting the dynamic
growth theory?® which posits that economic re-
sponses to policy interventions are inherently time-
lagged.

Overall, the empirical findings substantiate the pro-
posed hypotheses while highlighting the complexity
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and asymmetry in trade-growth relationships. Policy-
makers should, therefore, adopt integrated and strate-
gic approaches focusing on enhancing export quality,
promoting productive imports, optimizing the bene-
fits from FDI, and ensuring stable exchange rate poli-
cies tailored specifically to the socio-economic condi-
tions of Ho Chi Minh City.

CONCLUSIONS AND POLICY
IMPLICATION

Conclusions

This study employed the ARDL model to examine
the short- run and long-run impacts of international
trade and FDI on the economic growth of Ho Chi
Minh City from 2001 to 2023. The main objective was
to fill the empirical gap in local-level trade-growth
studies and to assess whether trade variables such
as exports, imports, FDI, and exchange rates signif-
icantly affect GRDP. Based on the estimation results,
the research objectives were achieved. The findings
revealed that in the long run, exports negatively af-
fect economic growth, while imports and exchange
rates exert a positive influence. FDI, however, did not
show a significant long-term effect. In the short run,
exports boost GRDP, but imports have a negative im-
pact. These results confirm the existence of asymmet-
ric short-run and long-run effects and provide prac-
tical insights for developing localized trade and in-
vestment policies tailored to Ho Chi Minh City’s eco-
nomic dynamics.

Policy implications

The findings of this study yield several important
policy implications for promoting sustainable eco-
nomic growth in Ho Chi Minh City. First of all,
the negative long-run effect of exports highlights the
need to restructure export activities by shifting to-
ward high value-added sectors, enhancing domes-
tic value chains, and reducing reliance on low-tech,
labor-intensive products. Policies should prioritize
support for innovation, digital transformation, and
quality certification to improve competitiveness in in-
ternational markets.

Secondly, the positive role of imports suggests that
import liberalization, particularly in capital goods
and technology, can stimulate local production ca-
pacity. However, short-term negative effects require
careful monitoring of trade imbalances, emphasizing
the importance of strengthening domestic industries
to reduce vulnerability to external shocks.

Thirdly, the insignificant impact of FDI in the long
term indicates that FDI attraction alone is not suffi-
cient. The city should focus on quality over quantity

10

in FD], targeting projects that offer strong technolog-
ical spillovers, human capital development, and link-
ages with local enterprises.

Finally, the significant influence of the exchange rate
underscores the importance of macroeconomic sta-
bility and exchange rate management. Authorities
should maintain a flexible yet stable exchange rate
regime to support exports while minimizing the risks
of inflation and short-term volatility. These find-
ings collectively emphasize the importance of coher-
ent trade, investment, and monetary policies tailored
to the unique socio-economic context of Ho Chi Minh
City.

Limitations

Although the study attempted to comprehensively an-
alyze the impact of trade factors on Ho Chi Minh
City’s economic growth from 2001 to 2023, there are
some limitations related to the quality and complete-
ness of the data, the scope of the research sample, and
methodological assumptions that may affect the gen-
eralizability of the findings.

Firstly, the limitation of sample size: The study uses
time-series data from 2001 to 2023, yielding only 23
observations. This relatively small sample size may
limit the reliability and generalizability of the ARDL
model estimations, particularly in testing for cointe-
gration and assessing model stability.

Secondly, omission of additional macroeconomic
control variables: The model focuses primarily on
trade-related variables exports, imports, FDI, and ex-
change rate, while other important macroeconomic
factors such as public investment, government spend-
ing, inflation, or labor productivity are not included.
This omission may lead to biased estimates and an
incomplete understanding of the key drivers of eco-
nomic growth in Ho Chi Minh City.

ABBREVIATIONS

ARDL: Autoregressive Distributed Lag

EVFTA: EU- Vietnam free trade agreement

FDI: Foreign direct investment

GRDP: Gross regional domestic product

HCMC: Ho Chi Minh City

ODA: Officia Development Assistance

RCEP: Regional Comprehensive Economic Partner-
ship
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