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Abstract. This study investigates how tariffs and trade liberalization affect FDI inflows to 
ASEAN+3 economies, with a particular focus on sectoral inflows in manufacturing and services. 
The analysis incorporates the role of global value chain (GVC) integration in the context of U.S.–
China trade tensions. The results indicate that while tariffs exert limited influence on overall FDI 
inflows, their effects are more pronounced within the manufacturing sector. Conversely, trade 
liberalization consistently promotes FDI across both total trade and GVC contexts, underscoring its 
central role in sustaining investment flows. The findings further reveal divergent sectoral responses 
to rising U.S. tariffs. Manufacturing FDI increases as multinational firms relocate production to cost-
competitive ASEAN+3 economies, whereas services FDI contracts due to its dependence on globally 
dispersed demand and value-added linkages. Overall, the findings contribute to understanding how 
trade tensions reshape FDI patterns, underscoring the importance of trade liberalization and GVC 
integration in sustaining FDI inflows across ASEAN+3. 

Keywords: FDI Inflows, Trade Liberalization, Global Value Chain 

1 Introduction 

1.1 Tariffs, Global Value Chains, and Foreign Direct Investment prior to 2018 

With the expansion of international free trade, the concept of Foreign Direct Investment (FDI) has been 
introduced to the world. FDI involves an individual or business from one country investing in a company 
located in another country to establish a long-term relationship and a significant influence over the 
company’s operations [81]. This investment includes the initial capital injection and ongoing cross-
border financial transactions between investors and foreign enterprises [67]. 

From Trade Barriers to Value Chains: The Role of Tariff Cuts in GVC Formation. In the late 1980s, 
developing countries that had previously avoided free trade began to recognize the importance of tariff 
liberalization in attracting MNEs to their economies. By integrating into GVCs, countries could focus on 
their comparative advantages rather than produce the entire goods domestically [7]. Even a small increase 
in tariff could discourage GVCs' participation in developing countries, particularly the manufacturing 
and low-tech sectors, by increasing not only the production cost but also the overall costs as these effects 
accumulate along the supply chain [35, 66]. 
Global Value Chains as a Catalyst for Foreign Direct Investment. Cross-border production has 
become increasingly common, with a number of Transnational Corporations (TNCs) participating in 
GVCs to gain local advantage from lower costs and specific capabilities offered by different countries. 
Since around 2000, international trade and FDI have increased simultaneously, driven by these GVCs' 
expansion [55]. UNCTAD’s estimation that TNCs coordinate 80% of world trade further highlights their
role in distributing value-added activities globally [82, 16]. 

Normally, a firm deciding to become a multinational considers several key factors the firm and sector 
characteristics, cost, and risk associated with the investment [15]. The four motives are efficiency-
seeking, resource-seeking, market-seeking, and strategic asset-seeking, contributing to different extend 
of GVC integration effect. FDI often follows GVCs as firms invest where they can integrate into value 
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425 Battle of the Giants: Inspecting How the Us-China Trade War is … 

chains. In turn, FDI expands GVCs through both intrafirm and arm’s-length trade, highlighting their two-
way relationship [15, 55]. 

Fig. 1 Different FDI’s Impact on GVC. Source: Author 

1.2 The Evolution of the US-China Trade War: Global Trade Under Pressure 

Timeline of Key Events. In early 2025, the U.S. president, Donald Trump, returned to the U.S. 
administration and started Tariff War 2.0 with the “America First Trade Policy” [78]. He imposed 
additional tariffs on China, Canada, and Mexico, which caused a $1 trillion trade deficit in the U.S. in 
2023 [14, 79]. As of April 2025, Trump announced “Liberation Day”, which imposed 10% blanket tariffs
on all imports and “reciprocal” tariffs on 60 trade partners with high trade deficits, with China levying
the highest (34%) [40, 58]. 

However, the second wave of tariff warfare has been temporarily paused with a 90-day suspension of 
the additional tariff, which offers a critical window for diplomatic negotiation for the countries involved. 
This pause has temporarily stabilized bilateral trade flows, but the core issues remain unresolved. 
Notably, the current situation echoes the initial shift from global economic integration to rising 
protectionism that began in 2018. Donald Trump announced the first U.S. tariff on China, marking a 
pivotal moment in the current dynamics of the international trade flow, which significantly reshaped the 
economic relations worldwide. 

From Trade Deficits to Tariff Wars: The Return of U.S. Protectionism. The growing concern of the 
U.S. over the trade deficits, where the U.S.’s imports substantially exceed exports, raises fears over its
long-term economic sustainability [38]. China remained as U.S.'s largest trade deficit country, amounting 
to $270.4 billion [89], hence it triggered the U.S. to impose tariffs to reduce the reliance on China’s
imports. Trump claimed that the trade deficits can be addressed through tariff revenues. As a result, this 
tariff strategy contributed to a rise in global trade barriers and brought back the protectionist approach in 
the U.S. This situation severely reshaped global trade and diversified the global supply chain, further 
affecting the FDI inflows in various countries. The ripple effects of the tariffs were observed beyond the 
US-China bilateral trade, rising prices, and costs across GVCs [19]. 
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US-China tariff rates toward each other and ROW (%) 

Chinese tariffs on US exports Chinese tariffs on ROW exports 

US tariffs on Chinese exports US tariffs on ROW exports 

Fig. 2 US-China Tariff Rates Towards Each Other and the Rest of the World (RoW). Source: Author, using data 
from Bown [14] 

ASEAN+3: Regional Cooperation Amid Global Trade Tensions. Over time, ASEAN+3 has evolved 
into a comprehensive economic group through its efforts towards deeper regional integration (ASEAN 
Plus Three, 2017). Instead of creating an ASEAN+3 FTA, each country makes separate trade agreements 
with ASEAN, signing the ASEAN-China Free Trade Area (ACFTA) in 2005, ASEAN–Korea Free Trade 
Area (AKFTA) in 2006, and ASEAN–Japan Comprehensive Economic Partnership (AJCEP) in 2008. 
For example, China has become ASEAN’s biggest trade partner after the implementation of ACFTA, 
which cut down tariffs on nearly 90% of imports to zero by 2010 [57]. 

South Korea and Japan, as major trade partners of both the U.S. and China, have seen increasing FDI 
inflows from 2018 to 2024. The outward investment from these countries reflects market-seeking FDI, 
aiming to avoid high tariffs and preserve the market amidst trade tensions [21, 61]. Vietnam serves as a 
special case, attracting efficiency-seeking FDI due to its ability to attract diverted FDI, reflecting the 
heterogeneous impact of the US-China Trade War across ASEAN+3 countries with different income 
levels. 

1.3 Not All FDIs Are Alike: Manufacturing vs. Services 

Does Manufacturing FDI Continue to Outpace Services FDI in GVCs? GVC-related FDI mainly 
refers to foreign investments engaged in the production of intermediate goods, as GVCs depend on the 
cross-border movement of these goods at various production stages, making trade in intermediate goods 
a common measure of GVC participation [42, 22, 23, 47]. Therefore, manufacturing FDI is the form 
most closely linked to GVCs. 

Yet, the integration of the service sector into GVC is not as straightforward as manufacturing FDI, 
which involves tangible goods that can be physically moved across borders. According to WTO [90], 
services are embedded in goods and traded indirectly through GVCs. This indirect participation of 
services is a key feature of what is referred to as the “servicification” of manufacturing, where services 
are increasingly used as inputs at various stages of the production process rather than being final outputs 
[46, 49, 60, 68]. 

This distinction makes it harder to directly link service FDI to GVCs. Unlike manufacturing, FDI 
involves tangible goods; services often supporting activities like international logistics or financing 
cross-border trade, and also cater to local market demands, making it difficult to pinpoint whether a 
service FDI specifically supports GVC-related activities. Hence, the manufacturing sector plays a more 
significant role in GVCs than the services sector, particularly in developing countries, where backward 
integration predominates. Meanwhile, developed nations are more focused on forward integration or 
exhibit lower overall participation in GVCs. Due to the tangible nature of manufacturing FDI and its 
crucial role in the production of intermediate goods, it remains more directly tied to GVCs, and we 
assume that manufacturing FDI outpaces services FDI in a trade war. 



 
 

 
 
 
 

   
  

  
 
 

   

 
  

    
 

 
 
 
 
 
 

 
 

 
 
 

  
 

 

 
 

427 Battle of the Giants: Inspecting How the Us-China Trade War is … 

The Varied Impact of Tariffs on Different Types of Foreign Direct Investment. The imposition of 
tariffs on goods during the US-China trade war had a different impact on the FDI of the manufacturing 
and service sectors. Tariffs, which were primarily targeted at manufacturing goods rather than services, 
had a more pronounced impact on manufacturing FDI. These tariffs increased the costs of manufacturing 
input [30, 31, 95] and reduced the profitability of export-oriented manufacturing ventures of 
counterparties [1, 91]. The impact of higher tariffs was further intensified by GVCs, especially in 
multistage production processes where goods progress through sequential stages from upstream to 
downstream, with value added at each step [29]. 

The percentage of all goods imported by the U.S. that come from China dropped from 21.6% to 
13.93% between 2017 and 2023. Tariffs led to a decline in imports from China and stimulated export 
growth in other countries [33]. China, which relies on imported intermediate and final goods for the 
production of certain finished products, increasingly turned to ASEAN countries as key suppliers [94]. 
Among East Asian countries, Vietnam, the Philippines, and Cambodia have the greatest potential to 
replace Chinese exports relative to the scale of their economies [17]. To minimize the impact of tariffs, 
many firms started sourcing from alternative suppliers and relocating production stages to other 
countries, driving up FDI inflows to third-party countries.  

Fig. 3 Global inward FDI flows to ASEAN by industry. Source: Author’s calculation, using data from ASEAN Stats 
(2025) 

The FDI flows to ASEAN countries show a different impact on the manufacturing and services sectors. 
FDI inflows in ASEAN manufacturing spiked in 2018 by 90.16% reflecting relocation of manufacturing 
from China to ASEAN to bypass U.S. tariffs. Services FDI hurt during 2018 but marked a positive growth 
trend since then. This difference in impact is because U.S. tariffs primarily target physical goods, making 
manufacturing more vulnerable to trade barriers and often relocate operations to reduce export costs and 
maintain market access. Conversely, services are less affected by tariffs since services like finance, 
digital services, and logistics are not subject to border taxes. 

However, Prazeres [69] emphasizes that tariffs also affect the services industry. When the U.S. 
imposes higher tariffs on manufactured goods, the adjustment is usually observed immediately in 
manufacturing FDI. This, in turn, indirectly stimulates the services FDI, since manufacturing activities 
rely heavily on complementary services such as logistics, warehousing, finance, insurance, and 
professional support. As a result, service FDI tends to follow with a lagging effect, as MNEs often expand 
service-related activities to support the growing manufacturing base. Hence, manufacturing FDI 
catalyzes subsequent service FDI inflows, amplifying the overall impact on ASEAN+3 economies. 

1.4 Problem Statement 

The US-China Trade War is no longer just a bilateral dispute; it has become a major global issue that has 
impacted trade, investments, and production processes globally. The war had raised serious concerns 
about future economic cooperation and development, especially in ASEAN+3, which is closely linked 
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with the U.S. and China. The problem lies in how the US-China Trade War has affected the FDI decisions 
of ASEAN+3 countries, many of which are caught in the middle of the US-China rivalry. To tackle the 
uncertainties, ASEAN+3 economies have implemented strategies to encourage FDI inflows, including 
deepening trade partnerships between countries and reducing trade barriers. But, since China is their 
main trading partner, it is not easy for these countries to shift away from China to alternative markets 
despite vulnerability and pressure from the U. S. Hence, there is an urgent need to understand how 
changes in trade liberalization, tariffs, and GVCs are currently affecting total and sectoral FDI inflows 
in the ASEAN+3 countries during the US-China Trade War period. 

1.5 Expected Contribution 

This study holds significant value in examining how the trade war’s impact extends through 2022, 
specifically on how tariffs, disruptions to GVCs, and trade liberalization influence FDI inflows. This 
research mainly focused on investigating the FDI inflows in the manufacturing and service sectors in the 
ASEAN+3 economies since the US-China Trade War intensified. By filling this gap, the research 
provides critical insights for policymakers, investors, and businesses, guiding them in adapting their 
strategies to the ongoing global economic disruption caused by the trade conflict. 

2 LITERATURE REVIEW 

2.1 Linkages Between GVCs, Trade Liberalization, and FDI 

According to the World Bank [88], GVC and FDI centrality have a significant positive correlation 
globally. GVCs are increasingly linked to FDI flows, with subsidiaries supplying inputs to parent firms 
[74, 36, 55]. Hence, investment strategies are shaped by how well a country is integrated into GVCs, 
linking different types of FDI to different GVC strategies [15, 50, 52, 55]. A study by [36] and Kowalski 
et al. [50] suggests that countries with higher GVC participation tend to attract more FDI, especially 
through backward linkage. However, [52] challenges the roles of institutional and regulatory 
environments in determining whether GVC participation effectively translates into higher FDI inflow 
(see also 66]. 

Moreover, [83] found that regional integration efforts, such as the ASEAN Economic Community 
(AEC) and the ASEAN Comprehensive Investment Agreement (ACIA), have significantly improved 
ASEAN’s FDI inflows. It underscores the importance of trade liberalization and investment-friendly 
policies in attracting FDI, which is supported by [93, 45, 37, 84, 2]. The statement is further validated by 
[51], stating that the protectionist policies negatively affected FDI inflows by reducing trade openness 
and investor confidence. However, [76] found that while PTAs positively affect FDI, RTAs have an 
insignificant relationship with FDI. [45] also argued that FTAs reduce FDI between developed countries 
due to trade and investment substitutability. 

2.2 The Economic Consequences of the Tariff War 

U.S. Tariff: Spillover Effects on Domestic Tariffs and Total FDI. Domestic tariffs serve as a 
protectionist measure that raises the relative import costs to protect domestic firms from external 
competition. As domestic tariffs rise, MNEs face higher production and export costs, prompting them to 
consider alternative destinations for investment. In some cases, tariffs also encourage horizontal FDI 
through tariff-jumping motives, as firms establish local production to bypass trade barriers [12, 20, 85]. 

Several studies have emphasized that higher tariffs tend to reduce GVC participation [50, 73, 87, 92]. 
While [50] underscore the importance of low import tariffs in facilitating both backward and forward 
integration, the study [92] suggested that domestic tariff has a more pronounced effect. Conversely, [73] 
as well as [87] point out that the negative effects of tariffs are particularly significant in the food-related 
sector’s GVC participation. 

During the US-China Tariff War, the U.S. tariff raises trade costs on intermediate goods and can 
reduce vertical FDI, potentially benefiting the ASEAN+3 by redirecting investment away from the 
heavily taxed economies toward ASEAN+3 with strong GVC integration. The MNEs may still expand 
their investment in ASEAN+3 as the benefits of established GVC networks outweigh the production and 
export costs, leading to increasing FDI inflows into ASEAN+3. Hence, it showed a positive relationship 
between the U.S.-imposed tariffs and the FDI inflows [18, 44, 70]. 
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Tariff-induced Shift in FDI with GVC Disruptions. The beginning of the tariff war had disrupted and 
restructured the GVCs around the world. Tariffs imposed on any goods are an additional cost when 
imported into a foreign country, which ripple and accumulate to other nations in the global supply chain 
[11, 28, 39, 48]. The increasing bilateral tariffs between the U.S. and China affected the third-party 
countries’ participation in different parts of the value-added process [43]. 

In order to reduce production costs, the U.S. and China began to implement risk-hedging plans and 
supply chain diversification strategies by relocating intermediate good factories to nearer, lower-cost 
countries, which is known as near-shoring [43]. ASEAN has become a significant intermediary due to 
its proximity to China and lower tariff costs [35]. Hence, it proved that low tariffs on third-party countries 
attracted FDI inflows through increasing GVC participation during the trade war. 

[26] underscored that tariff reduction aids in increasing manufacturing GVC participation in China. 
Study [28] also highlighted that the higher upstream and downstream tariffs reduced value added. Study 
[92] also showed a negative relationship between tariff and GVC participation and a positive relationship 
between GVC participation and FDI. However, [86] argued that in the long run, GVC participation 
depends primarily on comparative advantage rather than tariff reductions. 

2.3 Control Variables 

Gross Domestic Product (GDP). GDP measures the total value of goods and services produced within 
a country over a year and serves as a key indicator of economic growth. The market size hypothesis 
argues that larger economies attract more FDI due to greater economies of scale, demand, and 
profitability. Historical studies like [80, 8, 25] have shown a significant positive relationship between 
GDP and FDI, as it reflects stronger market potential. However, [56] showed a negative and insignificant 
effect, suggesting that larger or wealthier host economies do not necessarily attract more FDI. 

Geographical Distance. Geographical distance refers to the physical separation between the home and 
host countries. Greater distance leads to higher transportation costs and creates communication and 
coordination challenges. Empirical studies by [9, 54, 64, 77, 93] have demonstrated that geographical 
distance has a significant negative effect on FDI flows, as distance increases information asymmetry, 
cultural differences, and higher transportation costs. 

Trade Volume. Trade volume is the total of exports and imports. In real-world data, trade and FDI are 
often seen as complements, where FDI increases trade, and trade can encourage FDI [32, 13, 65]. [10] 
and [72] emphasize that FDI contributes more significantly to exports than to imports, supporting the 
complementary effect between total exports and total FDI. This aligns with GVC dynamics, where FDI 
often drives increased exports as MNCs engage in cross-border production. Their findings suggest that 
higher trade activity, whether through exports, imports, or trade openness, creates favorable conditions 
for foreign investment. 

Capital-Labour Ratio. Neoclassical theory suggests that capital tends to flow from capital-rich 
developed countries to capital-scarce developing countries in search of higher returns. [3] and [53] 
showed that MNCs often prefer countries with lower labour costs, consistent with the Heckscher-Ohlin 
framework and vertical FDI models. Yet, [41, 63, 71] report that FDI is shifting away from labor-
intensive to capital-intensive sectors. [59] proved that a positive relationship between FDI and volatility 
is stronger in capital-intensive industries, which indirectly implies that countries with a lower capital-
labour ratio may attract more FDI. Capital-labour ratio refers to the amount of capital available per 
worker in a firm or economy. A higher ratio suggests the country is more capital-intensive, where more 
automation and technology are used by higher-skilled labour, while a lower ratio suggests the country is 
more labor-intensive and has lower labour costs. 

2.4 Hypotheses Development 

The research will be conducted with the following hypothesis: 
Hypothesis 1: In the presence of GVC participation, U.S. tariffs have heterogeneous effects on 
manufacturing and services FDI in ASEAN+3 countries. 
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3 METHODOLOGY 

3.1 Theoretical Framework 

The Ownership, Location, and Internalization (OLI) Framework. The OLI framework was first 
presented by Dunning in 1976, aiming to identify the key factors influencing MNEs to invest in foreign 
countries and how these investments evolve over time [27]. The model combines three main factors: 
Ownership Advantages (O), Location Advantages (L), and Internalization Advantages (I). 

As MNEs operate in a diverse environment, shaped by economic, political, and social differences 
between countries. These challenges include weak institutions, government pressure, and changes in 
domestic law and regulation, all of which affect MNEs' flexibility. By integrating institutional theory, 
the OLI model provides a broader understanding of the dynamics at both the national and firm levels, 
facilitating decision-making for MNEs by allowing them to consider regional conditions, rather than 
focusing solely on national factors [24]. 

3.2 Putting Theory into Work: A Gravity Model in Trade, Tariff, and Investment 

Integration of OLI framework into the Gravity Model. Within the structure of the FDI gravity model, 
the integration of OLI theory provides a strong theoretical foundation for selecting and interpreting the 
variables that affect FDI inflows. Efficiency-seeking FDI is driven by the goal of reducing production 
costs by relocating parts of the production process to more cost-effective countries. This type of FDI is 
influenced by a country’s participation in GVCs, labour quality and cost reflected by transportation and 
the capital-labour ratio, the extent of trade liberalization, and tariff levels. Resource-seeking behaviour 
may occur when countries face high tariffs, they may relocate production to countries with lower trade 
barriers and lower labour costs. Market-seeking FDI focuses on gaining access to large and growing 
consumer markets, which is represented by the host country’s GDP as well as the ease of market entry 
indicated by trade liberalization and tariff levels. Strategic asset-seeking FDI, aimed at acquiring 
advanced technologies, skills, and innovation, is linked to higher human capital that capture by capital-
labour ratio and deeper integration in GVCs. 

Fig. 4 The Theoretical Framework. Source: Author 

While the graph links FDI motivations to specific variables based on dominant patterns identified in the 
literature, the real-world FDI decisions often involve overlapping and interconnected factors. For 
instance, distance can also impact other types of FDI, such as efficiency-seeking, by affecting logistics 
and the ability to manage cross-border operations. Therefore, while the diagram provides a structured 
framework to understand the main drivers of FDI, it may not fully capture the broader, dynamic nature 
of FDI decisions, where factors can have a wider influence that is not fully represented in the plot. 

The Empirical Model. An augmented FDI Gravity Model that is integrated with the OLI paradigm is 
formed to explain the motivations behind the trade, capital-labour ratio, trade liberalization, and tariff 
towards FDI in response to trade policy changes. This leads to the formation of our empirical model. 

      (1) 
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Where, 

= Foreign direct investment inflow from home countries j to host 
country i in a given period of time t 

= The total gross added value of all final goods and services produced 
by country i in a given period of time t 

= The total gross added value of all final goods and services produced 
by country j in a given period of time t 

 = Geographical distance between countries i and j 
= Trade of intermediary goods of country i with the rest of the world 
= Level of capital intensity in county i in a given period of time t 
= Number of FTAs signed by country i in a given period of time t 
= Average tariff rate of country i in a given period of time t 
= U.S. tariff rate on country i exports to U.S. in a given period of time t 
= The combined effect of U.S. tariff and the GVC trade in country i in 

a given period of time, t 
= Dummy variable that equals 1 if country i at time t is classified as a 

high-income country; otherwise, it equals 0 
= Error term 
= Natural logarithm 

The dummy variable  is included to control income-level differences across countries. 
While the US-China Trade War has reshaped global FDI and GVC structures, the heterogeneity of the 
ASEAN+3 countries may cause trade tension to have differential effects on the magnitude and direction 
of FDI inflows. Therefore, including this dummy helps isolate the effect of income-related structural 
differences on FDI inflows, especially within the heterogeneous ASEAN+3 region. 

To particularly examine the role of GVC participation in explaining the effect of the U.S. tariff on 
FDI, partial specification as shown in Equation 2 is used to highlight the interaction effect of tariff and 
GVC participation, while other variables are held constant or controlled for in the full model: 

(2)
GVC

Equation 2 is employed to capture both  and x GVC, representing the direct effect of tariffs on 
FDI, and the indirect effect through the interaction effect, depending on the GVC participation, 
respectively. The coefficients for U.S. tariffs, is expected to be negative. Conversely, the coefficient 
for the interaction term, captures how GVC participation modifies the effect of tariffs on FDI. If 
is positive, it suggests that GVC participation mitigates the negative impact of tariffs on FDI, vice versa. 

In order to investigate the impact of tariffs on different sectoral FDI inflows, the empirical model is 
modified to test the sectoral FDI empirically. The study constructs a GDP-weighted average 
distance, , between the host country and all potential source countries in ASEAN+3. 
The weights are based on the GDP shares of the source countries, as GDP size is often correlated with 
outward FDI capacity. The formula is as below: 

x  (3) 

To provide sector-specific insights, manufacturing FDI inflow is denoted as , as 
presented in Equation 4. Similarly, in Equation 3.9, service FDI inflow represented as 

Manufacturing-based FDI model: 

(4) 
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Service-based FDI model: 

(5) 

4 Data Analysis 

4.1 Results and Findings 

GVC Trade Model. The results under the GVC trade model are examined to capture the influence of 
GVC integration on FDI inflows into ASEAN+3. The analysis considers sectoral FDI inflows, namely 
manufacturing FDI and services FDI. This approach provides deeper insights into whether participation 
in GVC-oriented trade alters the FDI inflows into the ASEAN+3 region. 

Sectoral FDI Inflows Model. This specification of the interaction term between GVC trade and U.S. 
tariffs is to assess whether participation in GVCs mitigates or amplifies the adverse effects of tariff 
measures on FDI inflows into ASEAN+3 countries. 

Table 4.8. Research Findings of Sectoral FDI using GVC Trade 

Variables MANU_FDI SERV_FDI 

lnGDPit 
-0.0969 
(0.0459)**

0.1036 
 (0.2520) 

lnGDPjt 
0.7214
(0.6257)

 -0.1793 
 (0.9553) 

lnWGHTAVRDISTi 
-2.6921 
(0.4206)

-0.1465 
 (0.9563) 

lnGVCit 
-0.0243 
(0.7950)

0.7357 
 (0.9563) 

lnCLRATIOit 
0.0056
(0.5531)

 0.0293 
 (0.0159)** 

lnFTAit 
0.2237
(0.0646)* 

 0.1028 
(0.6717) 

TARIFFit 
-0.0982 
(0.0380)**

0.0414 
 (0.3198) 

USTARIFFit 
0.0005
(0.8133)

 0.0499 
 (0.0461)** 

lnGVC*USTARIFFit 
0.1573
(0.0913)* 

 -0.1789 
(0.0050)*** 

HIGH_INCit* TARIFFit 
0.0274
(0.1486)

 0.0037 
 (0.9232) 

Adjusted R2 0.1654 0.2300 
F-test 2.2688 2.9121 

(0.0267)*** (0.0055)*** 
Note. The p-values are shown in parentheses. * indicates significance at 10% level, ** indicates significance at 5% 
level, *** indicates significance at 1% level 

In reality, tariff shocks do not impact all economies uniformly; their effects depend on how deeply 
countries are embedded in global value chains. Therefore, it is necessary to examine the interaction term 
between U.S. tariffs and GVC participation to capture the indirect and conditional effects on sectoral 
FDI. The regression results show that the interaction term between GVC participation and U.S. tariffs 
on ASEAN+3 countries is statistically significant for both manufacturing and services FDI, with a p-
value of 0.0913 (< 0.10) for manufacturing and 0.005 (< 0.01) for services. The manufacturing coefficient 
of 0.1573 indicates that when GVC participation is strong, higher U.S. tariffs are associated with greater 
manufacturing FDI inflows into ASEAN+3. By contrast, the services coefficient of -1.789 suggests that 
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the same interaction discourages services FDI inflows. This confirms that the effect of U.S. tariffs is 
heterogeneous across sectors once GVC integration is considered, providing strong support for 
Hypothesis 3. 

The positive effect on manufacturing FDI reflects ASEAN+3 countries’ established role in the global
production network as they are closely tied [42, 22, 23, 47]. When the U.S. imposes tariffs on 
manufactured goods from ASEAN+3, it makes their exports more expensive and less competitive in the 
U.S. market [30, 31, 95]. However, ASEAN+3, which is deeply integrated into GVCs, is attractive to 
MNEs because most of the countries are not only producing finished goods but are also heavily involved 
in the manufacturing of intermediate goods like electronics and machinery components. While U.S. tariff 
has also targeted the intermediate goods in ASEAN+3, the impact has been less severe than final goods 
in overall. Thus, many MNEs choose to deepen and relocate their manufacturing investments in 
ASEAN+3 to mitigate the tariff impact, ensuring a more stable and flexible supply chain. In short, once 
GVC integration is considered, ASEAN+3 attractiveness as an upstream or midstream production base 
has outweighs the loss in direct competitiveness in the U.S. Therefore, positive coefficient is shown for 
manufacturing FDI. Since ASEAN+3 does not rely solely on the U.S. market, firms can redirect 
downstream production to other markets that are less affected by the U.S. tariff [6]. With RCEP and 
strong intra-Asian trade, firms can also easily restructure production and supply chains within the region 
itself, serving the local markets while reducing reliance on the U.S. market. While U.S. tariffs discourage 
ASEAN+3’s exports, they also indirectly push MNEs to redirect their investment in ASEAN+3 to bypass 
the tariff barriers. 

Services FDI move in the opposite direction compared to manufacturing FDI is mainly due to the 
different roles of the sectors in GVCs. Manufacturing FDI is more upstream and midstream that tied 
directly to suppliers and production networks. In recent decades, firms have split their production lines 
across different countries depending on the skills and resources available. This fragmentation allows 
ASEAN+3 to benefit from the U.S.-China Trade War since firms can relocate their upstream or 
midstream production to the countries in the region. Yet, service FDI often acts as a downstream player 
in the GVCs. While not all services are downstream globally, in ASEAN+3 the manufacturing sector 
tends to occupy midstream positions rather than being fully upstream, making services relatively more 
downstream in the regional value chains [5]. Hence, services generate revenues mostly from the end-
users, which can be spread over the world. This makes services less reliant on where the factories are 
located, as some services can also be delivered remotely without physically crossing borders, which 
reduces the need to relocate to other countries [62]. Therefore, service investors are usually more cautious 
and wait for stable demand before bumping capital. When U.S. raises tariffs, it creates uncertainty and 
disrupts global trade flows, causing service investors to hold their capital or delay expansion plans until 
the economic condition becomes clearer. 

Moreover, service sectors are tied to long-term relationships and skilled labour. Unlike manufacturing, 
which can expand production quickly by responding to lower costs and better quality, services require 
investment in human capital and technology. Sectors like finance, logistics, and IT need employees 
skilled in technology and capable of building lasting client trust. This explains why our results show that 
the capital–labour ratio has a positive and significant effect on services FDI. Thus, building these 
networks requires long-term commitment, causing service investors to be reluctant to expand under 
uncertain conditions. 

Although the interaction term exerts opposite effects on manufacturing and service FDI, the 
magnitude differs, with service FDI exhibiting a stronger impact. This suggests that service FDI is more 
sensitive and more deeply embedded in GVC participation. Services such as logistics, finance, and IT 
are essential to support production networks in ASEAN+3 countries. Once manufacturing FDI relocates 
to the region and stabilizes, service FDI tends to follow, as investors perceive these sectors as 
irreplaceable. For example, without well-established logistics and transportation services, the cross-
border movement of intermediate goods would likely be impossible, or at least severely delayed. This 
underscores the crucial role of service industries in sustaining the manufacturing base and global 
production networks. 
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5 Conclusions and Implications 

5.1 Summary 

This study investigates the determinants of FDI inflows into ASEAN+3, with a focus on Manufacturing 
FDI and Services FDI, in the context of the US–China Trade War. Specifically, spikes in U.S. tariffs 
reduce manufacturing FDI inflows to ASEAN+3, although this negative effect can be partially mitigated 
when host countries lower their domestic tariffs. 

Table 5.1. Divergent Effects of U.S. Tariffs on Sectoral FDI with GVC Integration 

Sectoral FDI US tariff   US tariff x GVC Net effect under GVC 
Manufacturing 0.0005       0.1573 Positive (+) 
Service 0.0499    -0.1789 Negative (-) 

Note: Coefficients are adapted from Table 4.6 to highlight the net effect of U.S. tariffs under GVC 
participation for the sectoral FDI in ASEAN+3 economies. 

Sectoral analysis in Table 5.1 reveals a divergent pattern once GVC participation is taken into account. 
For manufacturing, higher U.S. tariffs can redirect investment opportunities towards ASEAN+3 
economies with strong GVC integration, as firms seek cost-efficient alternatives to reposition their 
supply chains. In contrast, service FDI reacts differently. When the services sector is more deeply 
embedded in GVCs, rising U.S. tariffs reduce FDI inflows. This is because services such as finance, IT, 
and logistics are downstream and depend heavily on end-user demand, which is dispersed globally rather 
than tied to a single production hub. 

5.2 Implications of the Study 

Our study shows that while tariffs do not have a significant impact in GVC trade, reducing domestic 
tariffs can help improve manufacturing FDI, as it makes the region more attractive for firms that are 
considering relocating their plants. Manufacturing firms that want to bypass U.S. tariff costs will prefer 
countries that offer a more cost-effective strategy. Therefore, policymakers should design better 
incentives for foreign firms, such as lowering tariffs, simplifying business procedures, and creating a 
faster approval process. These measures can increase ASEAN+3’s competitiveness and encourage more 
manufacturing FDI to enter the region. 

Besides, the difference in sectoral FDI under high GVC integration shows that manufacturing FDI 
receives a positive inflow when U.S. tariffs increase. This means that ASEAN+3 countries should 
implement policies that support deeper GVC participation. Since each country has its own strength in 
different stages of the value chain, governments should encourage strategies that move industries further 
upstream, such as developing higher-skilled production, improving technology transfer, and building 
stronger supply chain linkages. By doing so, ASEAN+3 can capture more manufacturing FDI and 
strengthen its role in global production networks. Conversely, our study finds that service FDI reacts 
differently under high GVC integration. When U.S. tariffs increase, service FDI shows a negative inflow 
because services like finance, IT, and logistics are downstream and depend more on end-user demand, 
which is spread globally. This means that ASEAN+3 countries cannot only rely on GVC participation to 
attract service FDI. Instead, governments should improve the domestic business environment by 
strengthening institutions, protecting intellectual property, and building digital infrastructure. These 
policies give more confidence to foreign service investors, even in economic instability. 

5.3 Limitations of the Study 

This study has several limitations that should be acknowledged. First, Vietnam and Laos were excluded 
from the analysis due to the unavailability of GVC-related FDI data. Vietnam is gaining importance as 
the country has become one of the fastest-growing manufacturing FDI destinations in ASEAN, especially 
in electronics and textiles. The omission of Vietnam may underestimate ASEAN+3 FDI dynamics and 
the redistribution of inflows amid trade tensions and tariff shocks. Similarly, although Laos accounts for 
a smaller share of FDI, its exclusion reduces the dataset's comprehensiveness, as smaller economies 
provide important insights into how less developed markets integrate into global production networks.  
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Second, the GVC sectoral FDI data is limited, covering only 11 countries from 2017 to 2022. Although 
this timeframe captures the beginning of the U.S.–China Trade War in 2018, its relatively short 
timeframe reduces the explanatory power of the analysis, as long-term effects on tariff measures, policy 
shifts, and firm relocation strategies within GVCs may not yet be fully reflected in the data. As a result, 
the standard errors may be slightly downward-biased, which could lead some variables to appear 
statistically insignificant. Additionally, the short panel prevented inclusion of the interaction term 
(GVC*Tariff_i) due to insufficient cross-sections for REM estimation. 

Third, this study did not account for the lagged effects of FDI determinants. In reality, changes in 
trade policy, tariff, or infrastructure and connectivity may not be immediately reflected in FDI inflows, 
as investment decisions involve long-term planning and firm-level strategic considerations that influence 
FDI after a certain time lag. By not incorporating lagged variables, the analysis may underestimate or 
overlook delayed responses, particularly in free trade agreements, global value chain integration, and 
tariff measures, whose effects are likely to materialise gradually. The omission of lagged effects limits 
the ability of the study to fully capture the dynamic nature of FDI flows in the ASEAN+3 region.

 5.4 Recommendations for Future Studies 

First, future studies should incorporate Vietnam and Laos once reliable bilateral FDI and GVC-related 
data become available. Both countries are integral members of ASEAN and play important roles in the 
region’s economic integration and connectivity. Their exclusion may limit the representativeness of the 
findings for the ASEAN+3 region and understanding of the FDI and GVC participation dynamics. Hence, 
it provides a more complete picture of regional investment patterns and supply chain linkages. 

Second, the time dimension of the data should be extended beyond the 2017–2022 period in future 
studies. Although the timeframe captured the beginning of the U.S.–China Trade War, it remains too 
short to assess the long-term effects of tariff shocks, GVC restructuring, and policy shifts. Extending the 
data to cover a longer period would improve the robustness of the results and allow researchers to 
examine the persistence of FDI responses over time, capture lagged or cumulative effects such as firm 
relocation, delayed impacts of trade agreements, and gradual infrastructure improvements. 

Third, future studies should explicitly account for lagged effects of FDI determinants by employing 
dynamic models, such as the Generalized Method of Moments (GMM). By incorporating lagged 
variables, future research would better capture the delayed responses of FDI inflows to trade policies, 
tariff changes, or shifts in global production networks. This would enhance the ability to understand the 
true dynamics of FDI flows within ASEAN+3. 

Finally, future research could also include institutional, regulatory, and sustainability-related factors, 
such as governance quality, political stability, labor market regulations, and the adoption of green finance 
practices, which were beyond the scope of this study. By integrating these dimensions, future studies can 
provide a more holistic understanding of the determinants of FDI and offer richer insights for both 
policymakers and investors. 
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