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Executive Summary

Viet Nam’s most promising path toward more developed industrial mix is to fully pursue
the potential of fabor inténsive industries, both simple and high-tech. This is based on the
expericnces of other Asian countries, current international environmient (availability of FDI and
high-tech machines), views of foreign investors, and Vietnamese advantage in human
resources.

Viet Nam will eventually nced domestic heavy and chemical industries, but the feasibility
and timing of each project miuist be carefully examined. ~ In addition to the requireinent of huge
initia! capital for investment, the price of their products fluctuates by international supply and
demand, @and can be lower than the production cost.  Further, small differcice of production
cost can divide the winner and the loser.  There are cases of trouble in ASEAN countries,

Foreign Direct Investment (FD?) is the key to indus trialization.  Streainlined policies and
a standard set of procedures on FDI must be established, be administratively implemented, and
be widcly known inside and oulside to securc consistency and reliabitity.  FDI can cven
provide the opportunity to reform statc-owned enterprises.

Small and medium enterprises, and rural industries are important for balanced regionat
development, but they face various difficulties. The first step for the Government is to create
consensus for their promotion with active policics of assistance and to put some institution in
charge of all the administrativé affairs on them (o secure an effective administration.

Viet Nam should strive to maximize the benefits of participation in AFTA, then in APEC,
and eventually in WTO.  Viet Nam still have some flexibility regarding the timing, speed, and
content of measures in the arena of tradé and investment deregutation.  The prime expectation
by others to Viét Nam is that Viet Nam demonstrates a long-term commitment to the
liberatization process.
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II1.  Industrial Policy

Chapter I Economic Growth in East Asia and Industrial Policy

1-1 Bird’s Eye View

“In the 200 years since the indusirial revolution, lateccomers in industrialization have
promoied their own industries, in miany cases, by protecting them. Socialist countries had
introduced centrally planned ecoz_lomics in order io achicve industrialization.  In these cases,
~ the planned economies were included in policy.  However, the current idea of industrial policy
has not existed long. I has gradually evolved and has become widely known since the late
1960s. This is the period after World War 1l when Japan’s economic growth, and pol:c:cs
pronioting industries were attracting atiention.

Cuirent industrial policy debate focuses on the economic growth of Japan alter the War
and on the high-speed growth later seen in the Newly Industrialized Economies: (N1Es) and
Association of Southeast Asian Nations (ASEAN) groups.  For this reason, the debate tends
to be simplified into a stereotypieal argument between the British and American prmc:ples of
“the wnarkel solves everything” and Japan’s government intervention approach. But the
growth pattern in East Asia varies among counlries, strongly rcﬂectmg the international
conditions at the time of the industrialization.

(The Case of Japan)
Lattér haif of the 1940s: Reconstruction Period after the War.  Priority production (coal
and steel).  Food production (fertilizer) .
Former half of the 1950s:  Rationalization and modetnization of industrics. Eslablishment
“of key or basic industriés (electric power, coal, steel, marine
_ transport). _
I atier half of the 1950s: " Period * of industria  proniotion. Simullancous  exporl

_promotion and import substitution.  Nurturing heavy and
chemical industries, néw industrics, and infant  industries
(petroleum refining, petrochemicals, machinery, ‘automobiles,
electronics, and electrical). _

Former half of the 1960s: ~ Transition to an open economy: - Arrangement of production
and capital investment (hrough the cooperation between ' the
pubhc and private sectors.

- The promotion of exports had been the policy of ‘the govcmmenl from the beginning.
At first, Japan took advantage of low labor costs to export textiles and mlsu,llancous products
(“Made in Japan™ meant chcap goods). But from around 1955 shipbmldlng became the

leading Japancse export industry.
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Also around 1955, the government focused industrial pollcy on import subsluullon and
* the nurtirinig of new or infant industrics.  New petrocheinical compTcxcs began to appear
along the shores of Tokyo Bay, Isc Bay, and the Infand Sea.  The steel industry moved
forward with the construction of blast furnaces, all cqmppcd with the latest technologies.  The
guality of automobiles had not yet reached infernational levels in the carly 1950s.  Toyota had,
with strenuous efforts, been producing domestically designed cars in small ‘quantity while
Nissan and the other smaller makers were timited to assembling cars based on cooperative
agreements with foreign auto makers,  Machine tool industry was also considered to be
important.  Improvement in three industrics, machine tool, clectronics parts and auto parts,
was eslablished as a key goal of Japanese industrial policy. These three arcas provided
intermiediate inputs and their development meant the growth of supporting industries. Loans
from the Japan Development Bank and the accelerated dcprccnahon available for the' capital
investiment in these industries were the major pohcy tools.  Although there cxisted protéction,
schedule for futire liberalization was clearly shown. ‘They had an annual target o reduce the
production cost by modernization to cope with the expecied. international competition in the
future.

Thanks to the economic development built up by this post-war industriatization, Japan
joined the advanced countries in 1964, a symbolic ycar in many ways. The major cvents of
1964 in Japan were the Tokyo Olympics, the start-up of the Tokaido Shinkansen (bullet trains),
and the opening of the first expressways.  The International Monetary Fund (IMF) included
Japan among the article 8 countries (treated as an advanced nation). Japan was also approved
as a member of the Organization for Economic Cooperation and Development (OECD), a group
of advanced countrics headquartered in Paris,

In this way, the post-war Japancse economy passed through a series of clear stages to
reach maturity in about 20 years.  Although governmeat industrial poticies played a role in the
process, the government adhered to the principle of balanced finances.  Availability of foreign
capital had been limited.  In Japan during the early 1950s, two-thirds of foreign currency
catering the country consisted of dollars from the World Bank and the Export-Import Bank of
the United States. Funds from the World Bank were used 1o construct steel mills, electric
power plants, the Shinkansen, expressways, etc. As impor(s grew along with economic
growth, Japan's international balance of payments reached a limit, and business conditions
reversed.

The valuable foreign currency accumulated through exports was managed carefully.
Afier agreements were reached by deliberative councils efc., foreign currency was used to
import the latest machinery and to obtain rights (o the newest patents. Some say that these
- policies constituted planned-economy industrial policy, - However, even though agreemenis
were reached by council, the economy was not led by govermnent bureaus as. imuch as it was
propelled by the vigor of the private sector. ~ The Japanese system was clearly different from
mere prolccuomsm Although it protected its industry from foreign competition, a schedule
for future liberalization was clarified, and within the nation, compelition was fierce.

Although there was litlle foreign currency that could be apphed o Japan § posl war
mdusu":ahzanon there was sufficient lccway on the American side for a fixed exchange rate,
that made it casicr for businessmen o make forecasts. This period can be described as a
typical success story from a period when the protection of the country's domestic industries did
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not cause problems. Many of these industrial policy approaches, secn in couniries which
industrialized after the War, served as a modificd guide to the formutation of industrial policy in
Korea whei its economy finally began (o rise.

“(The Asia NIEs Case)

As the 1970s began, the economies of four Asian couniries (Korea, Taiwan, Hong Kong,
and Singapore) referred to as the Newly Industrialized Economies (NIEs) began to grow
rapidly. The economic expansion in these arcas differed from that of Japan.

Take Korea as an example. - Tt was President Pak who cstablished Korea's present
‘economic course,  After the signing of the Japan - Korea treaty in 1965, the coumry began o
stimulate exports laklng the lessons from the cxperiences of Japancse industrialization,
aggressively obtaining loans to establish its heavy and chemical industrics.  President Pak in
hopes of achieving Japanese style industrialization is said to have ignored advice by American
economic advisors. In arcas such as the extension of credit, the process directly reflected
government intentions much more thas in the case of Japan. The earliest exports were textiles
-and miscellaneous products, which benefited from Korea's low wages, but its industry quickly
matured to the point where it could perform skitled labor intensive production such as the
assembly of electrical appliances.

Another unique features of Korea's industrialization was the rapid establishment of heavy
industry and the chemical industry along with its labor intensive export industries.  In 1973,
heavy industry and chemical industry plans were cnacied and implemented to construct facilities
for six indus(ries: the steel, shipbuilding, electronics, machinery, nonferrous nietals, and
chemical industries. These industries were, from the beginning, designed not only to replace
large-scale ‘imports (steel, petrochemicals, elc.), but also to eventually develop into export
industries.  Financing, including that provided by the private sector, was under government

-control, and the extension of credit was carried out according to the value of expotls.  This
spurred competition for export markets among Korean companies, with the winners putting
more money into exports.  This resulted in the rapid growth of a few corporate groups and the
¢stabtishment of an industry dominated by zaibatsu style industrial combinations.

The establishment of heavy industries and large-scale production facilities in such a short
time was criticized -as wasteful planning by nitany experts in Japan and other countrics, but
Korean policy has been (o use this femporary surplus capacity, to produce exporis in order to

- pay off its debts. ~This reserve capacity is now an asset that supports Korea's latent strength,

“now that it has become difficult to build large blast furnaces and ethylene centers in'most parts
of the world.

The abrup! rise of Korean industry has had a big effect on Japan. In the latter half of
the 197Cs, Japan's shipbuilding industry began to decline under pressure from Korea
Atthough Japan had half the world's shipbuilding capacity at that time, by 1978, the industry
cooperatively discarded about 35% of the country's shipbuilding facilities. This dealt a severe
blow to shipbuilding indusiry communities. In the case of the ‘iron and steel, four blast
furnace at the first mill of the “Pohang Iron & Steel Co., (POSCO)” had been successively

~completed between 1970 and 1983 with the capacity totaling to 9 million tons per year. One
“of the factors behind the successful start-up of the new facility was the provision of free
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technological assistance by Nippon Steel Corp. and NKK as well as financing from Japan,
But as a result of a stump caused by; a) the rising yen in 1986, b) pressure from low-priced
steel imports from Korea (POSCO), and ¢} depressed domestic demand, Japan's blast furnace
operators were pushéd into the red; extinguishing the flames in the old blast furnaces. Large
scale petrochemical complexes also started up in the 1980s.  These industries provided Korea
with the ability to create new large scale plans (0 micet any increase in domestic demand that
could have been caused by the Seoul Olympics or economic growth.  They contintie fo exert
considefable pressuré not only on'Japan, but on the ASEAN group as well.

The availability of forcign capttal particulasly suppori from J'\pan, played a big role in
providing Korea with the means to industriatize rapidly. Onc change in the international scene
which also gave Korea a boost from the very beginning was ils exporters’ ability to targel the
huge American market and the gradually opcning Japanese masket.  Another factor that can
not be ovérlooked is the way that human resource development was siipported by the culture
and nalwnal character of the Korean people--enthusiasm for scholarship and Icammg from the
elementary fevel to the highest lévels and a willingness to work hard-: characteristics which
guaranteed that they could easily obtain the knowledge and dcvclop the forbearance needed for
industrial production.

{Case of ASEAN Countries)

Economic growth in the ASEAN countries (In this case, Thailand, Malaysia, and
Indonesia) began to attract world attention in the late 1980s. This region's economic growth
has been driven by direct investment by foreign corporations and the export of their production.
* This pattern is quite different from that seen in the earlier NIEs group of countries.

Up wuntil the '1970s, the goals of the ASEAN countrics had been domestic
industrialization, particularly the development of light industry to replace imported products.
But with declining imports of consumer goods came expanded imporis of capital goods,
industrial raw materials, and other intermiediate inpuls needed for consumer production, This
kept these countries’ intemational balance of payments in the red. - The final geods did not
méet international standards in terms of cither quality or cost, and efforts were madé to restrict
imposis by means of high tariffs and th¢ cstablishment of quotas. As these profective
measures became permanent, import replacement industries remained inefficient and dependent
on the domestic market. - These problems have not been fully resolved.

By the 1980s, these import substitution industrialization policies had genérally failed, so
the ASEAN countries responded by replacing these with export promotion -policies. The
promolion of exporls had to begin with products in which these countrics - cnjoyed a
comparative advantage. Textiles and other labor intensive light industries supported by low
wages filied this role in the ASEAN countries as they had clsewhere, ‘The process can be
explained as the shift of labor-intensive comparalive advantage to the ASEAN countrics Trom
the NIEs group, which were steadily losing it ‘as cconomic developmeént drove up their
workers' incomes,

Rapid growih in the ASEAN countries ?s dislinguishéd from that elsewhere by the fact
that it has been driven by direct investment by overseas compamcs - To promote direct
overseas investment, -ASEAN governments have in somie cases provided cxport proccssmg
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zones and enacied other policies to make it easier for foreigin-owned companics (o imove in.
In this way, one foreign-owned company after another has established production facilitics in
the ASEAN countries. The behavior of these forcign-owned countrics has also reflected
changes in international coiditions.  American ‘companies moved production offshore under
the pressure of the rising doflar in the early 1980s, and icir destinations included the ASEAN
countries.  But with the rise in the yen in the latc 1980s, Japdnese corporations, eager (o
prescrve their infernational compchhvcncss also began to rapidly shift their production
activities to the ASFAN countries where conditions were appropriate for their operations,  The
result of these events was a rapid growth in ASEAN couitrics’ exports of labor intcnsive
products.

‘These foreign direct investments comlnlulcd a brand new type of nwcstmcnt ‘Not only
were far more of the owners of the factories ovérseas investots than in the case of Asia’s NIEs
countries, bui from the beginning, it was assumed that most of the goods they produced ‘would
be cxported The principal ex port market was® America, but as Japanesc companties moved in,
Japan joined the destinations of ASEAN exports.  Eventutally, doniestic market also joined the
targel. Alrost all inlermediate goods and machines were brought in from Japan. ‘The
revolution in electronics played a role in this process by making it possiblc for the mvcslmg
corporations to establish high quality tabor intensive industrial production with relative ease by
importing and using advanced electronic machinery.

1-2 Industrial Policy in Japan'

(1) Concept of Industrial Policy

The concepl of industrial policy is not an old concept. If it is said to have been
established around the second half of the 1960s when, amid the on-going high economic
growth, people were geiting more concerned with a serics of policies the government adopted
to promole industrial development in Japan after the World War 11, Indusuial policy also
started 10 attract the atiention of foreign countrics as can be seen by the fact that a report cntitled
"Industrial Policy of Japan" was published by the OECD.

On the other hand, the term “industrial policy” came 1o be widely used without a clear

" definition. ‘This situation continues to this day. [t may be defined literally as “a policy

“intended for industry.” However, the Ministry of International ‘Trade and Indusiry (MITI),

frasncrs of Japan's industrial policy, and a group of scholars which analyzed industrial policy
from the viewpoint of ccononiics defiire industrial policy as follows,

n Deﬁnilion' given by the MITI's Rescarch Institute of Intemational Trade and Indusiry

“The term is dcﬁned as foliows in "The Theorctical Basis for Industrial Pol:cy published
by MITI's Research Institute of International Trade and Industry in March 1990.

AN ‘of the policies lo intcrvene in indusiry (o achieve sonic public goals in response lo
the limits of a market”
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2)  Definition given by a group of scholars

In "The Economic’ Analysns of Industrial Pohcy publrshed in May, 1988 the authors

(Ito, Kiyono, Okuno and Suzumura)define the icnn as follows.
“Policies implemcnted in order to raise the level of welfare for the economy concerned when
some problcms arise in conincction with resource allocation or distribution of income as a result
of free competmon due to adefect in the compchlwe market mechanism - market failure.  All
of the policies to achieve the goals of such pollmcs through intervention in the distribution of
résources among industrics or sectors or in the industrial organization of individual industries”

The above two definitions are relatively similar, but one of the diffecences between the
two'is that “the limits of a market” as stated by the Ministry of International Trade and Industry
has a broader concepl than "market faJIure as mentioned by th¢ scholars. It refers to the
situation where some pubhc goals cannol be achieved through the market mechamsm
Another dlffenncc is lhal ‘some public goals" ds stated by the Mlmslry of lmernanonal Tradé
and Industry, a farge portion of which is overlapped by "“in order 1o raisé the level of weifare of
the economy concerned” as referred to by the scholars, has a broader concept and includes
value for the public which cannot always be measured cconomically.

We cannot say which definition is better, but we can at least say that the government,
which is the entity that promotes industrial policy, must pursuc various policy goals, and is
required to estimate in advance the impact and effects of its policy on industry.  In this very
sense, regardless of the definition of the term, those involved in formulating policy need to
consider the relationship between industry and policics in a broader concept.

(2) History of Industrial Policy of Japan
1)  Economic reforms planned by the occupation aomy

“Aflter the War, Japan was placed under the control of the occupation army mainly
consisting of the U.S, forces, and a seri¢es of economic reforms were conducted under the
direct and strict order of the occupation army.  Three major ¢conomic refonns included one
the dissolution of the "Zaibatsu"(a financial ctique and a giant family trust formulaicd before
World ‘War I in Japan, Several groups of Zaibatsu had doiminant power in the Japanese
economy.) two, fanutand reform and three, labor reform.

A.  Dissolution of the Zaibatsu

‘The purpose of the dissolution of the Zaibatsu carried out by the occupation afmy was lo
climinate the excessive centralization in the production system and to impose certain restrictions
on private ownership, Reforms foltowing along this line were realized by the Antimonopoly
Act (April, 1947) and the Economic Decentralization Act (December, 1947).  These laws were
revised in various forms later, and their force was weakened as a resull. - However, the
dissolution of the Zaibatsy undoubtedly served to facilitate the separation of ownership from
management and to promote competilion among corporations. :

B. Fanmland reform

The farmland teform allowed farmers themselves to have the right to own their fanmland,
and thus created an incentive for large-scale land improvement, résulting in higher agricultural

I - o6



productivity. It also went a tong way toward increasing the production of fertiizer. ~An
increase in agricultural income and the resultant expansion of the domestic market supported
cconomic growth in the area of demand.

C.  Labor reform

Labor reform was implemenied through enactment of the three labor laws, the Labor
Union Act"(December, 1945), the Labor Refations Adjustment Act and the Labor Standards
Act.  These Jaws guaranteed the rights of workers, and cnabled the establishment of an
institutional framework for labor-management relations in Japan.  This framework is gencrally
characterized by cooperation between labor and management.  As a result, labor couditions
were s;gmﬁcanlly improved in terms of both wages and labor environnient, and the purchasing
power of workers was enhanced.  These factors thercfore supported economic growth in the
form of deinand as well as supply.

2) - Postwar rchabilitation period (1946-1948)

It can be pointed out that many of the regulatory concepts adopted during the war were
reflected in indusirial poticy formulated immediately afier the war, Methods such as import
quatas, material quotas and price controls were used.  The priority production system, which
is regaided as an synonym for the postwar industrial rehabilitation in Japan, is a represcntative
industrial policy in this period.

[Priority production system]

In order to achieve a quick recovery of mining and manufacturing production,
government funds, imported raw malterials, and foreign exchange, all of which were very
scarce in those days, were placed under the strict control of the government, and priority was
given, in terms of funds and materials, (o a handful of important strategic industries which
were considered the most important for economic reconstruction.  Because the key source of
energy in those days was coal and the most irgent task was (0 sccure energy, (op priority was
given to the coal-mining industry as well as to the steel industry which supplied steel necessary
for coal mining.

- All of the imporied heavy oil was sent to the steel indusiry while the increased portion of
steet outpui was reinvested in the coal mining and stee! industries. The increased portion of
coal oulput was reinvested in the steel industry,  In this manner, resources were injected into
these two priority industries and was called the priority production system.

As a resull, the oulput of ¢oal incrcased 1o such -an extent that the government could
allocate coal to industries other than the steel industry.  After steel, the second highc.s’t priority
was given to "materials for stabilizing citizens’ lives " such as fertilizers, soda and gas.” Those
- industries were financed by the "Reconslruchon Finance Bank” (organized in January, 1947,
and later reorganized as the Japan Development Bank.)

The Reconstruction Finance Bank raised funds by issuing bonds fully accepted by the
Bank of Japan, and this' naturally led o mﬂauon As a result, new loans by the
Reconstruction Finance Bank were cut off in 1949.  In spite of such problems, the industrial
policy at this time was successful in establishing the fotndation of the production system. '
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3)  Industrial rationalization period (first haif of the 1950s)

The objective of industrial policy in the next period was o work out ways to efficiently
utilize resources and to carry out comprehensive rationalization of prodtiction in order to cquip
industrics with international competitiveniess at the exchange rate of ¥360 to the U.S. dollar.
This rate was set in April, 1949 and was regarded by many as an over-valuation of the yen.

A.  Industrial Rationalization Council

“To achieve this objective, the Ministry of International Trade and Indusiry in December,
1949, organized the “Industrial Rationalization Council.™ (In 1964, the IRC was combined
with the Industrial Structure Research Council which had been organized in 1961, This union
‘was renamed the "Industrial Structure Council”), The original Indusirial Rationalization
‘Council would serve as an advisory body for amriving at policy consensus among the
govemnment, corporations and workers.  The establishment of this council allowed the private
sector to virtually exchange views with government officials prior to the formulation of major
industrial policies. In the Sub-Council on Capital under the Industrial Rationalization Council,
major capital investment plans of individual industries were discussed and checked from the
viewpoint of product demand and fund-raising. ‘These discussions were conducted under
relatively objective criteria and therefore were thought to prevent rent-seeking.

- (For reference) .
On criteria for selecting industries to which preferential treatment is given

The Industrial Structure Couricil uses the following criteria when déciding which type of
industry should reccive preferential treatmient.  These indicate that the criteria established in
1963 ( a and b) were used to give priority. to the indusiries supporting high ‘growth. An
additional consideration was given 10 ¢xternal diseconomies such as poliution in 1970, and
another to changes in the external environment such as the oi} crisis in 1980,

a. Income clasticity criterion (1963 Industrial Structure Council)

b. Productivity improvement cilerion (-difto-)

c.  Overcrowding and environment criterion (1970 Industrial Structure Council)

d.  Work content criterion {-ditto-)

Dynamic comparative advantage criterion (1970 Industriat Structure Council)

o

National needs fulfillment criterion (1980 Industrial Structore Council)

=

g. Energy-conservation and resource-saving crilerion (1980 Industrial * Structure
Council) -

h.  Security criterion {1980 Industrial Structure Council) '
B. Preferential treatment

In industrial policy at this time, emphams was laid on gnvmg preferential treatment,
including economic inducements, ta technologically superior corporations within the targeled
industry.
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The Japan Development Bank, which in 1951 inherited assets and liabilities of the
Reconstruction Finance Bank, viclually provided subsidics to the priority indusicy for capital
investment and promoted capital investment by extending loans with interest rates fower than
money market rates. _ '

"The Export-Tmport Bank of Japan" orgsunzcd in 1950 adopted a similar pohcy of
virtually providing subsidies to exporters, :

Since 1953 the Small and Medium Enterprisces Finance Corporalion has exiended toans to
smalt and medium sized companies to promote such enterprises. '

As for (he taxation system, a varicly of special taxation micasures were provided to
promote capilal investment and export.  Such measures included "the accelerated depreciation
systemy for important machinery”(1951-1960), “ctport jncome exemption"(1953-1963) and
“the accelerated depreciation system for cxportcrs In addition, imported capital goods were
exempt from custom duties.

Furthermore, "export insurance” which covers export risks was created to promote exports.
As was the Japan Exlernal Trade Organization (JETRO) which supplies information promoting
" exports.-

4)  Industiy promotion period (second half of the 1950s)

This period in addition to industrial rationalization is characterized by improvement of
industrial infrastructure, promotion of new and promising industries, and the start of declining
industry adjustment.

Emphasis of industrial poticy shifted to synthetic fibers (Synthetic Fiber Five-Year
Development Plan, April 1953), synthetic resin, petroleum refining, petrochemicals
(Petrochemicals Promotion Measures, July 1955), clectronics (Efectronic Indusiry Promotion
Temporary Measures Law, June 1957) ,and machinery parts and general machinery
(Machinery Industry Promotion Teiporary Measures Law, May 1956) which have come to be
regarded as new growth industries.

On the other hand, as the energy source changed from coal to petroleum, adjustment of
and support to the coal industry with its sharply decreasing output also became an important
‘thene of the industrial policy during this period,

In this period tariffs and import quotas were widely used. They exlensively protected
the doniestic industries and greatly contributed to their growth. :

The policy in this period was implemented mainly by means of company- seleclwe
preferential treatment, and can be characterized by the low-intecest loans extended by the Japan
Development Bank and the Export-Import Bank of Japan, the accelerated depreciation systems,
and the reduction of and exemption from ) taxes and tarilfs.

5) High growlh period (1960s)

lnduslnal policy in llus period is characterized by transition to the open economy syslem
concerted investment and production adjustments by goveriment and enterprises, and pollution

control.
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A.  Transition to the open econoiny system

Sharp increases in exports of Japanesc indusiial products, ‘coupled with éxtensive
dercgulation on exports in Europeaii countries, resulted in stronger: demand for wvade
liberalization oh the part of Japan,  Against this background, in $960 the government
announced the rade and éxchainge liberalization plan, and dectared both at home and abroad
that Japan would shift to the open econoiny system.  In 1964 Japan shifted from an IMF
Article 14 applicable country to an IMF Article 8 applicable nation (a country which Has
accepted Article 8 of the IMF which called on the country to remove regulations on exchange
among others).

B.  Syslem for cooperation between government officials and pnvate cntcrpnses (investment
adjustment and production-sector adjustinent)

One of the characteristics of the industrial policy in this period is the adjustment of capital
investment.  "Excessive competition” was considered to generate excess capacity for the
whole indusiry by creating numerous "under-sized" enterprises, and reduce international
competitiveness.  Accordingly, the Ministry of Intemational Trade and Industry directly
intervened in the capital investment of capital-intensive industries including steel, ‘synthetic
fibers, petroleum refining, petrochemicals, and paper and pulp. In pursuit of economies of
scale, efforts were made to speciatize production and to esiabhsh a large-scale production
system by means ~of an industrial complex. - :

Such mlervem:on in industry is aklnd of direct administrative measure.  However, not
being based on law, il can only be realized when the interests of both the government and the
private enterprises are in accord. This was: the period when two different views concerning
measurés to implement the industry policy were pitted against éach other - whethér 10 take
dircct, regulatory easires or (o 1ake indirect guidance measures. By the end of the 1960s the
view that indirect guidance measures should be taken became dontinant.

C. Poliution control

‘With widespread pollution damage in various parts of the country in the second half of
the 1960s, pollution control became one of the piltars of industrial policy. The Basic Law for
Environmental Polfution Conirol" weint into effect in 1967.  Also énacted the same were the

" about time “Water Pollution Prevention Law"; the "Noise Pollution Control Law", and the "Air
Pollution Prevention Law,"”

6)  Stable growth period (After the 1970s)

‘The industrial policy ii this period was formutated to cope with the great change in the
economic steucture Japan endured when many industries lost their competitiveness due to the
~ oil crises of 1973 and 1979. It was also in response 10 the growing concera of the
international cominunily over a large share of Japan's economy in the world and increases in
exporls from Japan. ' '
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A.  Adjustment of and support (o structurally depressed industrics

In May 1978 thc "Law for Temporary Mcasurcs to Stabilize Specified Depressed
Industrics” was enacied. Several seriously depressed industries with cxcessive production
capacity, and in which more than half of the companics continued to fall into the red, were
designated as "structurally depressed industrics.” Designated industries included aluminum
refining, synthetic fibers, shipbuilding, corrugated paper, the spining industry and chemical
fertilizers. ‘They were allowed to form a cartel 1o scrap surplus facilitics, and a credit fund
was established to provide guaranices on bank loans which were needed o renovate outdated
facilities. Despite such efforts, the sccond oit crises made it much harder to adjust those
specific industries; thercfore, the "Law for Temporary Measures to Improve the Siructure of
Specified Tadustries” was enacted in 1982 to adjust and support the industrics. This consisted
of grants-in-aid for the developrinent of technological innovation “of production processes and
subsidies for business tie-ups, consolidations and for investment in new and efficient facilities.

B.  Promotion of investment in R&D in high-tech industry

The govemmient promoted research on high technology by conducting, at governiment
cxpensc, a large-scale rescarch projcct on basic technologies that could niot have been carried
oul by private enterprises. The government also provided preferential tax measures of
‘subsidies o private enierprises that participated in the joint R&D union. The most famous

example of successful joint R&D union is the "Ultra Large-scale Integrated Circuit Technology
R&D Union” which consists of five semi-conductor manufacturing companies and develops
computer technologies.

C.  Measures (o cope with international economic friction

Exports of automobiles and televisions, which had relatively minor damage from the oil
crises, increased sharply, and potitical problems frequently developed between Japan and its
trade partners. This prompted the govesnment 10 promote deregulation and liberalization in
the domestic economy, including abolition of import regulations, and to implement volunlary
restraint for exports.  This volunlary restraint was implemented in many industries, including
textiles, steel, automobiles, machine tools and ICs.

In this period the application scope of various: preferential nieasures used as an industrial
policy tool was relatively reduced as compared - with before. This was partly because
providing export subsidies was no longer permitted internationally. '

MITI’s approach in this period was becoming softer than before,  One cxample of this
may- be the provision of information and guidance through the formulation of a vision of
industries in the next decade.
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1-3 Economic Growtli and Industrial Policy in Asia NIEs and ASEAN

(1) Overview

While the economiés of many developing countrics remain sluggish, Asian countries (*1)
have rapidly industrialized.  This industrialization has been fueled by the export of
manufactured products, while forcign capital in the form of direct investment and loans from
overseas has also played a major rol¢ in the growth of Asian countries.

Asian countrics have these similarities in (heir pattern of indusirialization, bui there are
nevertheless significant differences between countries in terms of the ratio of foreign capital
companics in the domestic industiy, the growth of the supporhng indusltries, such as the export
industry which supply intenmediate inputs to finished product industrics, the upgrading to the
heavy chemical industry which is capital-intensive, and so on.  These differences are the result
of the different policies of each country. '

This paper reviews the chaxaclensucs of economic growth of Asian countrics, analyzes
the causes of this growth, and asséssés the applicability of such growih to the industial
development of Viet Nam. :

(2) - Characteristics of Asian Countries' Industrialization

The industrialization of Asian countries has been export-led.  This is clear from the fact
that, in these countrics, the proportion of industrial products in fotal exports has rapidly
increased in tine with industrialization, and the ratio of the export-orientcd production (0 total
industrial production has increascd as indusldialization has progeessed,

Two characteristics of industrial exports from Asian countries are as follows:

i)  ‘Stratified policy of advanced markets
2)  Concentration on labor-intensive, non-durable consumer goods

“*Stratified policy' in 1) above refers to the way in which developing countries seek to
upgrade their products exported to South American and West European' markets (*2), white
less developed countries take over production of the lower-grade products. ' Asian countries
have developed their exports in this manner, and to expand exports, each couniry has adopted a
broad economic policy.

To understand the second item 2), it is imporlant (o consider the following facts:

A.  Thus far, cven the leader among Asian countries, South Korea, has only been able to
gam a limited advantage in goods other than labor-intensive products.

B.  Exporl products have been upgraded only in the labor-intensive product grou_p. “That is,
textile goods have only been replaced by electric appliances, while léss capital-intensive,
unskilled labor-intensive goods have only been replaced by capital-intensive, skilled labor-
intensive poods.

C.  Exports arc biased towards finished products.  Fewer 1nlcrmcd1ale inputs are exported,

and the level of domestic production is also small.  Intermediate i mpms that are used for export
- products with set standards are oftcn imporied(*3).
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Industrial products ¢xported by Asian countries arc thus still centered on labor-infensive

" goods, but the structure of the domestic industry of cach country is changing towards the heavy

chemical industry, mainly raw materials(*4). This suggests that exports alone cannot explain
the industrial growth of Asian cousitrics.

(3)  Stages of hidustrial Growth in Asia

The industrial growth of Asian counirics can be rou.ghly divided into the following
stages: :
1) - Ist Stage of Import Substitition

* (domestic production of tight industrial goods)
2)  lst Stage of E_xpori Substitution '
{cxport of tight industrial goods)
3)  2nd Stage of Import Substitution
-~ (domiestic production of heavy chemical industrial produicts)
4)  2nd Stage of Export Substitution

{cxport of heavy chemical industrial products)

- The division of stages such as 2) and 3) above is often ambiguous in the cases of Asian
countries other than Japan (*5). ~ But broadly speaking, South Korea and Taiwan are now in
the latter half of stage 3), Thailand and Malaysia are in the first half of stage 3), and Indonesia
and the Philippines are instage 2). Itis important (o note that, in the transition from stage 1)

- to 2), economic policics shift from inward to outward. That is, policies inevitably change as
the counlry moves from one stage 1o the next.  The next section defines these inward and

outward policies.
(4)- Change of Policy
Outward and inward policics are defiied as follows:

1) OQutward policy

An outward pollcy is gencrally recognized as one that encourages cxports. According
1o its strict definition, it is a 'policy that gives the same amount of incentive 1o both producﬂon
for the overseas market and that for the domestic market'.

Here, it is not necessary for the incentive given o prodticlion for the overscas market (o
exceed that for the domestic market. If the incentive is the same, the industry having an
advaniage over others is automatically converted to an export industry (6).

2) Inward polic'y

An inward pohcy means a policy that prov:des a stronger incentive for production for the
domestic market than for the overseas market. ~ Cenainly, in this case exports are impeded.

Historically, developmg countries in starting the process of industrialization after the end
of World War 11, adopted inward policics and sought to prontote industrialization for import

I - 13



substitation, It was thought that, (o cncourage imporl substitution a stronger incentive was
needed for proditction for the doniestic markel tian for the overseas market. - It was regarded
as an unavoidable consequence that exports of industria! producis would be impeded.

Theorctically, however, a policy which éncourages cxporls cai co‘exist with an import
substitution policy under the structore of oulward policy-making. Bécause both expori and
import goods can promote intcrnational trade, the introduction of a policy that provides ani
incentive to produce goods that are traded rather than non-trade goods will lead to the
production of both export and import products(*7).

The theory of 'double industrialization' was used to explain the concurrenl progress of
export expansion of labor-intensive goods and the development of industries in South Korea
‘and Taiwan.  Both countriés at that stage properly used both an export-encouraging policy and
an impori substitution policy depending on the industry concerned in order to simultancously
expand the production of both labor-intensive goods (finished products) and- the goods of
capital-intenisive industries, which supply intenmediate inputs to the foraier.

“In many developing countrics, howcver, goods must be imporied to produce
internationally competitive exports because the domeslic industrics are still undeveloped (*8).
In this case, it is difficult to encourage exporis and impoit substitution at the same time.  To

“achieve this, efforts must be made to foster certain industrics, which will otherwise remain’as
simple assembly bases that only import parts and export products.

(5) ~ Overview of Industrial Policies of Asian Countries
1)  Ist Stage of Import Substitution (inward policy)

Asian countries, shortly after gaining indcpcndcncc,'considercd that industrialization was
indispensable to emerge from their colonial, mono-cultural economics. They therefore ook
measures (o promote production for the domestic market as a quick and simple way. Mosl
Asian governments adopted inward policics to encourage industrialization for import
substitution. ' :

Specifically, théy adopled itnport substitution policics for light industrial products. which
were final consumer goods, but this incvitably increased imports of capital goods, industrial
raw materials and the intermediate inputs used to produec them, thus forcing their international
balance of paymeats into the red.  To make up for this, overseas capital was required, which
took the form of aid from overseas, revenucs from the export of primary products and overseas
direct investmenlt.

The following policies were takén:
A. ‘Tvade and Exchange Policy

a.  Foreign money preferentially allocated to the import of inputs
"b.  Dual Exchange Rate System ' :

B. Import Restrictions

“a.  Quantity quotas
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b. Tanff measures

The following table, classificd by country, indicates the major sources of foreign capital
and major players of industdalization for import substilution:

Country Major Sources of For¢ign Capital Major players of Industrialization
for Import Substitution

aid domestic companics

Korea

Taiwan aid domestic companics
forcign direct investment - foreign companies

ASEAN aid foreign companics

foreign direct investment

In the 1960s, aid to Asian countries was reduced to ease the tension in ‘American-Soviet
relations and the dollar problem of the United States.  In response, countries reliant on aid as a
source of capital from overseas were forced 1o change policy.

2) - Conversion lo Qutward Policy

Inward polices reached a stalemate and countries, having the following motives, began (o
adopt outward policies to encourage exports.
A. - Having reached the limit of the small domestic market
B. Noimprovement in product cost and quality under standardization for import substitution
C.  Inability to reverse trade deficits due to decreased inflows of aid

This forced the governmients of developing countriés 1o expand their exports. To do
this, it is necessary to expand the production of internationally compelitive goods. Typically,
internationally competitive goods are labor-intensive light industrial products such as fextiles.
Buit t0 be compcmwe in quality and pnce, import inpuls are needed, so the export induslry
must act to secure access to foreign money(*9,*10).

| Many countries adopted policies to atlract foreign capital in order 10 bridge the gap in

their international balance of payments, and policies were implemented to attract foreign capital
companics and hence overseas direct investment. - Specific examples include the location of
export processing areas and the formulation of the bonded processing system.

“Yet'such outward policies did not necessarily ease foreign currency restrictions, and the
basic problem of a lack of foreign money continued. ~ During the stage of forming outward
policies under such restrictions, countries adopted the foltowing specific policies:

A L!berahirauon policy {outward policy)

‘a.  Abofishment of resirictions on setting up factorics
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b. Rationalization of the foreign cxchange system
c.  Fasing of import restrictions

d. Preferential tax treatment of industrial investment
B.  Incentives to export market

a.  Mcasures to encourage expoils; including éxport subsidies
b. Formulation of the bonded processing system
‘'¢.  Location of export processing arcas

Adoption of ottward policies lead to rapid domestic industrialization and the production
of goods for the export market, but only for labor-iniensive goods. Because the domestic
production of inputs was still undeveloped, the cxpansion of exporls niecessitated an increase of
imports, thus not greatly improving the international balance of payments: (especially the
ordinary balance (* 12)).

Exports were focused on the U.S. market, and most intermediaie and input goods were
- procured from Japan,  As aresult, Asian countries developed a positive trade balance with the
USA but a negative trade balance with Japan, a situation that has continued.

3) Industrialization of Exports

The key players of the ¢xport industries differ by country. 'The conditions of countries
are different; in Taiwan most exporters are small and medium enterprises, in South Korea small
and medium enterprises exist but the large financial combines dominate, while in Malaysia,
Thailand and Indonesia the ratio of foreign capital companies is very high. - The main causes
of such differences are the method of guaranteeing export companies access o import inputs,
and the policy of giving loans, which are essential for the growth of companies.

Because the domestic industry was undeveloped, patticularly in the first stage of
industrialization, export companies had to'rely on import inputs and import capital goods in
producing their products. For this, the govermmient of each country guaraiteed exporters
access to foreign currency (¥13).

Developmg countries, because they faced restrictions on foreign currency as a]ready

nmientioned, could not guarantee every company access fo foreign currency, and in general only
export companies feceived “such guaranices.  Exporters manufactured products for the

overseas market by using import facilities' and import inpuis, while fon- export companics

began production for the domestic market using domestic-made inputs.  In order to acquire as
much foreign currency as possible, export companies were forced to selt most of their products
overseas and were allowed to sell little in the domiestic markel. ~ Domestic companices in terms
of product quality and price were not competilive in the overscas market. The two types were
thus separated or ‘isolated’ in the export industry (*14),

Because export compames were eslablished (0 acquire forCIgn currency, the govemmenls '

of Asian countries adopted a policy of weeding out exporters that failed to acquire foreign
currency.  South Korea took the policy of giving loans to companies in accordance with the
value of the company's exporis (*15).  As the primary restriction on the growth of a company
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was its funding, exports becaine the key to business growth. . Companies struggled liercely (o
incrcasc ¢xports, and the competition was won by those that increased their exports- by
diversifying their product range and actively investing in different products.  As a'result, a
small number of conipanies grew, controlled the domestic market which was more lucrative
than the overseas market, further diversified, and became financial conglomerates. '

ASEAN countries actively invited foreign capital companies. Such companies help
~ improve the nation's forcign currency situation by bringing in foreign currency in order to set
‘ap in the country.  Currently in ASEAN countries; while many forcign eapital companies are
setling up ang expanding the value of the country’s exports, domestic Compamcs are confined
mnostly to import substitution.

In South Korea and ASEAN countrics, 'the strongest incéntive was given to the
production of finished goods, Taiwan fostered not only indusirics producing finished
products for export but also supporting industries which supply intermediate inputs. -~ In the
~ 1960s Taiwan's exports began to be industrialized in carnest, and up to the 1970s the ratio of
- domestic inputs in the export industrics rose.  This improved both the trade balance and the.
ordinary balance (*16) and promoted industial diversification, giving rise (0 many small- and
medium-sized companies (*17).

4)  Tostering of lnput Supply Industrics

Whether supporting industrics are fostered or not during the industrialization process
greatly affects the later macroeconomic environment.  Among other Asian countries, Taiwan
and China are the only countries ‘which have positive figures for both ordinary and trade
balances. - In both countries, the parts industry based on rural communities is making progress,
and areas of industrial concentration arc forming there. In contrast, in South Korea and
ASEAN countries, full-s¢ale industrial centers accompanied by division of labor by area are not -
developed, althongh industrial areas exist.  This is the result of the policy adopted by each
© country. :

In South Karea, the production of finished products for export was given Uie top priority
in the development of companies, followed by the production of finished products for the
domestic market. The domestic production of import inputs was nol gwcn a very hzgh
priority, and the purchase of import inputs was preferred.

This is the same¢ with ASEAN countrics, There, foreign capital companies producing
goods for export are isolaled and operate as multi-nationals, and there-is little- incentive to
procurc parts domestically. Domestically, however, they are acting as import substilution
industries. Thus, ASEAN countries do not easily admit compasiies which wish to produce
inputs for export. r

rom the early 1970s in Taiwan, the concept of accclerating industrial growth by
combining big compames and stallfmedium companies was built into the country's cconontic

policy under the concept of the 'nucleus, satellite factory’ system. A plan was drawn up (0
promote related types of small- and medium-sized compames and the initiative was taken by

big companies and business groups.

_ This concept was also adopted in ASEAN countries from the mid 1970s through the
development of the *Fosler Father Systent’ in Indonesia, the ' Vendor System’ in Malaysia and
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the ‘Build Systei’ (systémalic business inquiry in formation system) in Thailand as provided
by the Board of Investmeit (BOI).

In ASEAN countries, there is an increasing treid {owards tocal procurcmcm reflecting
the recent apprec;allon of the yen. - Beginning with simple products such as packing materials,
the procurement of parts from local companies is gradually increasing. - Also, imany
companies in the parts industry are relocating from Japan to overseas as their parent factories
move overseas.  The local production of import inputs centered on Japanese and other foreign
capilal companies has grown in ASEAN countries.

In the formation of supporting industries in Taiwan and China, the role played by rural
industries is gréat, since small support companies arc often more suited to the rural community.
Generally, the rural community must be rich in order to give risc 0 key players . of
industrialization. Taiwan and China are differént from South Korea and ASEAN countries in
the fact that the former countries first developed the rural community during the. full-scale
industrialization phase. A rich rural community leads to expansion of domeshc demand and

‘thus positively influences industrialization in many cases (*18).

5)  TFostering of Heavy Chemical Industry

Asian countries have made industrial progress by developing exporis under their outward
~ policy, but such export initiatives remait restricted 1o labor-intensive industries. - As already
discussed, the heavy chemical industry is stil very timited in South Korea and Taiwan.
International competitiveniess is essential if an industry is to develop based on exports, so
import-led growth in the heavy chemical industry will be difficult.

In order to construct a well-batanced national econoiny; however, a heavy chemical
industry is necessary, since the heavy chemical industry has a large effect on doniestic
indusiries, both upstream and downstream, and is a source of technical innovation. -~ As the
heavy chemical industry supplies intermediate inputs to finished product industries, growth of
the industry will decrease the dependency of finished product induslries on import inputs, thus
improving the trade balance.

'Here, it is important to note that economics of scale are critical in the heavy cheniical
industry.  As -huge invesiment is needed. The average production cost increases while

production quantily is low, and this prevents the industry fromi being competitive in either

domeslic or overscas markets. Sales channels must thus be déveloped for industrial growth,
In may cases, it is difficull for the domiestic markét alone. to absorb products, so the n‘nponancc
of exports increases.

Major investments and the developmcnl of sales channels is not possible by a smglc
company, and some form of national coordination, such as government commitment, is
indispensable in fostering the heavy chemical industry. Spccnﬁc examples of measures taken
to foster the heavy chemical industry can be found in Asian countries, as discussed below,
country by country.

A. South Korea and Taiwan

South Korea and Taiwan’s industrial policies are * double iﬁdustﬁa_liﬂalion‘ poticies, that
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is, the two countrics have simultancously promoted both labor-infensive export industries and
" upstream industries that supply inpuls (o the former. - To foster upstrcam industries, they used
protectionisim, including border protection and subsidies (*19).

-These policies enhanced the domestic industry greatly.  In rceent years, at long last, the
exporis of some of the industries have begun to be compelitive.

The heavy chemical industrialization of South Korea and Taiwan proceeded rapidly in the
1970s, dind both countries reached a turning pointin 1973, * In South Korea, industrialization
- of the heavy chemical industry was carricd out under the initiative of the military authorities.
There is a need for self-sufficicacy in the heavy industrics, inctuding the weapons industry, in
the event that the American troops withdraw from South Korea (¥20),

Privale companies werc organized undet the control of the government, and large-scale
projects were implemented, including the POSCO, Hyundai Heavy Industries, Hyundai Mofor,
‘Ch'angwen Machinery Corp., and so on. The South Korean govemnment's aini was lo
promole the heavy chemical industry and push it (0 domestie import subslitution and then to the
exporl stage, bul the plan was incomplete and did not go as smoothly as originally expecled
There was a failure to use domestic and foreign' funds due to the undeveloped domestic
financial market, ‘This failure, combined with the recession following the oil crisis, and
various other reasons caused the South Korean economy to suffer later.  Products inevitably
became costly, and not suitable as intermediate inputs for export goods. - Also the ratio of
coniribution to the domestic industry was simall.  Perhaps Japan's loss of competitiveness due
to the yen's appreciation helped to slabilize the heavy chemical indusiry in South Korea,

The industrialization of Taiwan's heavy chemical industry was carried oul more
prudeatly, Many private businesses in Taiwan were small- and medium-sized companies, and
as they were rcluctant (o make major investments, the investraent iniliative was taken by public
companies, In 1973, the '10 big construction companies’ project was implemented, and
hence the three n':ajor sectors of the heavy cheinical industry, -iron-making, ship-building and
petrochemicals, were promoted. Growth of the upstream and midstream sections of the
indu'slry ‘stiinulated the growth -of private companies in the midstream and downstream
sections.

Taiwan's industrialization cannot be comparcd with that of South Korea because ils
héavy chemical indusicy is smaller. . But without doubt, the avoidance of over- emphasis on
industriatization led to the subsequent slabillly of Taiwan's macroeconomic environment {¥21).

: A common theme among the competitive industrics is the existence of compelitive
* pressure.  One important example is a government's declaration fo liberalize an indusiry which
is currently protected, thereby forcing companies into a sense of crisis.  They, in effect, are
saying "you caniiot survive the competition in the future if you are not prepared (o liberalize
-now while you are protected’.  Such pressure encourages competition among companies and
leads to industrial reform.  This policy had a greatinfluence on the growth of auto companies
in Japan and South Korea.

B. ASEAN

ASEAN countries have su[fefecl'less' than Taiwan and South Kerea from negative
international balances of paymernits for certain primary products. - Partly as a result of this, the
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heavy cherical industrialization of ASEAN countrics has ofién been promoted under an inward
policy, though usually unsu¢cesslully.

In recent years, industrial development policies have been adopted under the siructure of

-outward policy-making, but it is still difficult to assess such policics.  Yet, as the scale and

number of invesinients grow, international industrial competitiveness may be more hkc!y under
an outward policy than undes an inward one.

Japanese and othér foreign capital companies play a major role in the development of
ASEAN industries.  Foreign capital firms often provide much of the “fechnical and capital
assistance and act as key players in those industrics. ~This is in contrast with the cascs of
South Korea and Taiwan, where most of the leading players were local companies, although
loans and technical transfers from overseas were ¢ffectively used.

ASEAN's heavy chemical industrialization took off in the laic 1970s, - In order to realize
economy of scale which is essential in the heavy chemical industry, the whole area of ASEAN
was trealed as one markel zone for industrialization. However, due to a technical failuré (af a
steed plant based on the direct reduction (DR) inethed in Malaysia) and poor invesiment
coordination in some countries (at fertilizer factorics in Indonesia and Thailand, cle.), this
scheme has not been successful.

6)  Industrialization of Primary Products

Countries blessed with abundant resources for primary products can seek to industrialize
by using such resources. Primary products which were exported unprocessed in the past are
upgraded to semi-processed or finished products by adding production processes, thus
improving the pattem of exports (*22). o

The induslrialization of primary products is very significant because import inputs are not
used. Therefore, mcreasmg ouipul does not increase the deficit in the ordmary balance
because increases in iniport inputs are mmumwd Primary products, if indusirialized, are a
source of foreign currency.  Also, as _proccssmg factories necd not consider access o import
inputs, they do not have to be located in coastal areas near the overscas markef. They can
instead be located further inland such as in farming villages, thus contributing 1o the well-
balanced development of the national economy. * Tt is also important to note that local people
can participate in the industrialization” process.  Other merits include the éi]jallsi(jﬁ of the
domestic market for industrial products as farining villages develop; the formation of bascs for
industrial development of the rural community, and so on (¥23).

However, primary product industrialization is limited, and the output cannét be expecled
to grow greatly, hence there is litile scope 1o absorb employment. - There is no hope' for rapid
progress if industrialization relies only on primary produets.

(0)  Applicability o Viet Nam
I)  Possibitity of Impoit-Initiative Industrialization

The markets of advanced countries, overscas direct invesiment activitics, and supply
sources of intermediate inputs, are all componcms of a statified pohcy ‘that has played a great
role in industrializing Asian cotntries.
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Viet Nam, too, may be able to ride on the wave of this stratificd palicy if the couniry
improves its infrastructure, takes measures to altract investments, and adopts a tiberalization
policy. However, the products that may be competitive are limited to labor- infensive goods.
Furthermore, inputs must rely on immports for the time being, and measures (o foster industries
should be taken to ensure future self-sufficiency in intermediate inputs and to develop the heavy
industries. The problem of whether or 1ol the policy to foster the export indusiry is
discouraging - the production of inputs and industry for the home market must also be
considered.

2)-  Heavy Chemical Tidustriatization

Of the Asian couitries, those which iried to industrialize by adhering to their inward -
policy were niostly unsuccessful, and the competitiveness of those that adopted an outward
policy is still weak.

One should not forget that it takes several decades for the process of heavy chemical
industrialization 10 bear fruit in the form of strengthened international competitiveness, and
constant efforts are requircd during the process. '

The heavy chemical industry is vital for other industries, so it should be developed in
conjunction with the downstream and upstream industries within the country.  And in order
not to damage (e macroeconomic environment of the country, “development of the heavy
chemical industry must be appropriate to the circumstances of the country and future domestic
industry. Such industrialization will inevitably become a national project.

3)  Formation of Support Industries

The formation of support industries requires a separate policy. Favorable
macrocconomic  development cannot be “expecled in the long term if export-oriented
industriatization offers only land and labor to foreign capital companies as al present. It may
thus be necessary to encourage the produchon of ioputs for the export mdus{ry A good
example is the way in° which Japanese conipanics developed local procurcment networks in
ASEAN.

For forelgn capital compames facing |nlernal10nal compemlon inefficient local
procurement is unaoccplablc, but local procurcment is acccplable if itis very efficient. ~ For
Viet Nam, it is 1mporlzu1l to create an environment in Wthh the country can meet demand.
Regardless of whether in rural areas or in urban districts, institutions and the infrastnicture
must be built to allow companiés 10 conduct free and fair business, extend the scope of their
business, and thus expand smoothiy. ' '

* Foolnotes

1. Here, ' Asian countries’ meems those that have undergone remarkable mdusmahzaum in
recent years, such as South Korea Taiwan, China, Hong Kong, Singapore, Thaifand,
" Malaysia, and Indonesia.

" 2. Parlicularly, the role played by North America has been great,
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3.  Inother words, support industries are still undeveloped in Asian countries
4.  These industries are not truly export compelitive.

5. This is because, in many ca"scs. both the export of light industrial goods and the domicstic
production of heavy chiemical iridustrial goods are sought at the sarme time.

6. In practice, special incentives were adopted for iniports in many cases in Asian countries.
A policy that offers far larger incentives to the export inarket than to the domestic market is
sometimes called an 'over export-oriented policy'.

7. Specifically, this is a policy that offers incentives to agricolture and manufacturing ra[hcr
than (o the service and construction industrics.

8.  Inthe firsi phase of industrialization, itis very possible that infernational competitiveness
is impeded in" terms of both' quality and price in production using domestic inpuls, Domestic
inputs themselves may not exist there.

9. In South Korea, theré was atype of compctmon in which industrial loans were allocated
depending on actual export performance.  ‘The couniry thus created a system under which the
more a company exporied, the better it could grow.  This system promoted exports, but led to
- the problem of financial conglomerates forming in South Korea, and companies which

qualified for loans wére limited. :

10. The World Bank in 1993 ‘stated that a country which clarified the three R's of 'nule',
‘reward’ and 'referee’ promoled its economic growth. The method of interventing in the
market by adjusting the market without affecting the dynainism of competition is the so-called
‘market-friendly market intervention'.

11. These policies are often the same in different countries.

12.  In spite of a positive trade balance, the deficit does not decrease the ordinary balance afler
payment of freight charges, consulting fees, royalties for technical transfer, overseas
remittances of profils and dividends for foreign investments, In the short-term, the deficit
often incrcases remarkably. -

13, To do this, the bonded processing system and cxpOrl'pro_oe'ssing areas were used.
Bonded processing is designed to collect orders from foreign companies, introduce raw
malerials on a duty-free basis, and process and export the lota] ainount of ordered products.

" Domestic makers act as subcontractors and rccelvc processmg fees as their only carnings,
but are able (o acquire foreign funds because they receive processmg costs In forelgn currency.

" The export [rec area system is an extended version of the bonded proccssmg system. - It
is designed to allow a foreign company to bring its facilitics into a specifiéd area in a countiy on
a tax-free basis, process raw materials brought in duty-free,. aid thén take the processed
products overseas.  The long-term caplta] balance is posmvely affected by this overseas direct
investiment.

14.  This made it difficult to supply domestic inpuis to the export indusiry, A considerable
difference became visible between Taiwan which was able to upgrade its input industrics to
supply those goods to export industries, and South Korea and ASEAN countries, which failed
todoso.. This was reflected in the intemational balance of payments. :

15.  South Korea was able to adopl this policy because the financial sector was like the public
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sector. Not only in South Korca but also in other Asian covntries including Taiwan,
Singapore and_MalaySia, the government of cach country was able to adopt a direct financial
policy, such as credit allocation, beeause the financial sector was closely confrolled by the
government.

16. Taiwan's international balance of payments, both trade and ordinary, became positive in
the mid 1970s.

17.  Small- and redium-sized companies have made progress also in South Korea, but they
are biased towards the production of finished products for expost, and the number of
companics that can claim to be in the interational market is very small.

18. ‘In Japan, foo, there are many areas of industrial concentration in rural communities,
including Aichi Prefecture, Gunma of North Kanto, Tochigi and Saitama, Nagoya Prefccture,
etc.

19. Note that, if the upsteam industry is protected, there is the possibitity that the products
“canniot be used as inputs for the export industry due to an increase in cost.

20. In August, 1979, a heavy chemical industry plan was announced, and the six sectors of
iron & steel, ship-building, electronics, machinery,  nonferrous metals, and ‘chemical
-engineering were the focus of construction. These industries were thought to be promising
for South Korea's future, because in those industries Japan and other advanced countries were
very likely to tose their advantage in the long term.

21.  The trade balance of both South Korea and Taiwan became positive in the mid 1970s.
Taiwan's balance remained positive, while that of South Korea soon returned to a deficit, only
to regain its batance in the late 1980s.

22. The possibitity of such industrialization is a basic thcory.

23. A country which industrializes based on primary products is sometimes called a NAIC
(New Agricultural Industrialized Country}).
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Chapter 2 Industrial Policy in Viet Nam

1)  Overview

Viet Nain has been aiming at market-oriented econoniy since the 1986 renovation called
Doi Moi.  Sirice the Councif for Mutual Economic Assistance (CMEA) collapsed in 1991, Viet
Nam has been making efforts to adapt its industrial structure to gain a comparative advantage in
the international markel. Many issues mast be addressed, for example, irnprovement of the
economic infrastructure, refermation of soft infrastructure ( laws ), improvement of human
resources, and securing funds for investment. Viet Nam’s goverament has been grappling
with those issues.

Viet Nam can benefit by observing and learning from the growth patterns and policics of
other industrialized countriés. ~ On the other hand Vict Nain has demcrits that it should raise its
iilcrnational competitiveness in faster pace than other industrialized countries becanse Viet Nam
entered regional trade agreemcm like AFTA. In addition Viet Nam’s specific policies and
tools to promote ils industries should be in ling with international trade rules like those of the
World Frade Organization (WTO).

Consequently Viet Nanti's industrial development should be at a high pace but this must
be at a rate where other issues like sustaining cnvironmental protection are considered.  These
targels are not easy ones butl Viet Nam’s govérmment has been considering what kind of
industrial growth path they should 1ake and what kind of industrial policics and tools they
should use.. The main industrial policies of Vict Naun’s govemment are as foliow.

1) Industrialization should lead the economic growth in Vet Nani, and a high. growth rate in
the industrial sector is necessary for realizing the target of GDP growth. The targel for the
annual industrial growth rate from 1996 1o 2000 is 14-15 percent and the value added of the
industrial sector is expecled to reach a figure of 34-35 percent of GDP by the year 2000.
~2) - Capital formulation is critically important and is presently difficult without foreign capital.
Therefore, promotion of foreign direct investment (FDI ) is an important issue and Official
“Development Assistance (ODA) should be used efficiently. - Domestic funds sources should
- also be motivated, .

~ Concerning FD] the govcrnmenl has adoplcd various ameidments to gradually zmprovc
the legal framework for foreign investments and it will seck further smprovements.

3)  Generating jobs is one of the most important policy targets that should be addressed.
The labor structure should be changed in the direction of industrialization, -

4)  Diversification of the cbonomy should bé based on the co-existence of various types of
ownership for facilitating competitiost in the market economy. :

.From this VIewpomt the non-publi¢c sector development is promoted Small and
medium private enterprises should ‘be attentively developed, especially in the processing
industries. : -
~5) State-owned enterprises should be rearranged and consolidated in the spirit of
rationalization and effectiveness, and ownership must be separated (rom management. - There
should be enough competition to enable survived in the international market.
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6) Industry should be export-oriented, utilizing its advantage of domestically available Jabor
and natural resources. At the same time there must be an ¢fficient progression in ténns of
import substitution.

Concerning import substitation, - Viet: Nam’s government should introdce adequate
policy measures to protect domestic industral products, The degree and time lmit of
protection should be designed 1o gradually improve the competitivencss of * the national
industrial sector.

7)  Excessive population concentration in big cilies should be prevented by creating satellite
citics and by promoting rural development.

8)  Serious environimental pollution should be prevented, especially in the chemical and
melallurgical industry.

9)  Differences in industrial development among various regions should be minimized. In
this sense the promotion of rural development is important, especially in processing industries
linked with agriculture, forestry and fishery. :

10) Technology development in rural indusirics and in advanced ficlds sheuld be promoted.

11) The cconomic infrastructure should be upgraded, rchabilitated and newly constructed

with suitable prioritization.
12) I is nceessary to create favorable conditions and legal environment.  The private scctor,
including forcign capital, neéds a level of assurance when making long-term investments in

production development. It is- also necessary to properly ~prolect legitimate property -

ownership and private interests.
13) Institutions must be in place for the implementation of indusm'éll policy.

14) Human training in various fields is critically important. It is also required to strengthen
competitiveness of officials who formulate and imiplement industrial strategy.

(2) Industrial Policy of Sub-sector

Concerning sub-sectors of industrics, Viet Nam had put its industrial priority on heavy

industries during the regime of CMEA. Now in the third five-year plan since 1981, the
governient has also put priority on tight industries. . After Doi Moi, especially sifice 1991, the
goveminent has stressed the international compelilivencss of ¢onsumer products,: energy
resources, and exporiable manufactured and processéd products,  The next five-year plan
which Viet Nam’'s government is foanulating, wilt also stress eléclronics, machinery,
construction material, and metallurgy, and will aim a1 making an indusirial foundation for
further development aflter 2000. - Viet Nam’s industrial policies on individual sub-sectors are
as follow. .

1)  Processing industry in rural arcas

The target is for 50 percent of the rural labor force to be working in industriat and service
activities by 2010. - As for the food processing industry, it is important to satisfy the domestic
demand and to meet export requirements on quality.  Particutarly important arcas are rice,
fubber, coffee, tea, sea products, sugarcane, vegétables and fruits, and various meats. - These
industries are critical in gradually reducing inter-regional gaps. ' :
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2)  Consumer goods industry

In order to make full use of comparative advantages in manpower, it is necessary to
respond to internal demand and to promote exports of textiles, garments, processed leather,
shoes, high level building materials, toys, finc-art handicraft, and other liouschold utensils. It
is desirable to shift from subcontracts to production for export.

3)  Oil, refinery, fertitizer and petrochemical industry

There should be further investigation, exploration and exploitation of oil and gas.
Crude oil output should be raised (o 20-25 million tons per year by 2000 and to 30- 40 miltion
tons per year by 2010. ‘Two oil refineries with annual capacities of 6-6.5 million tons of
crude oil cach witl be established by 2002 (The first stiould be completed prior to 2002 Yy A
nitrogen fertilizer plant that ulilizes natural gas and with daily capacity of 1000 tons of ammonia
should also be cstablished before 2000. The petrochemical industry will be generated aﬁer

- 2000.

4)  Powerindustey

Power sources should be developed between now and the year 200¢ o ensure an
additional capacity of 10 niillion KW by 2010. Power output will be 25-27 billion Kwh by
2000 and 68-75 billion Kwh by 2010. Nationwide eleclnﬁcal:on should bc completed by
2010. The target for the year 2000 is 90 percent. :

5)  Mechanical manufacturing industry

It is important through the combination of domestic production and impois, to assure the
supply of equipment to other industrics like ago-processing, transport equipment and spare
parts.  Particular attention should be given (o the shipbuilding and repair industry to meet the
demand for sea transportation. ~ Exports of mechanical products such as cars, motorbikes and
electrical appliances should be promoted.

6) . Electronic and informiation technology industry

To produce thiough steps various levels of completed equipment starting with semi-
knockdown(SKD), to complete knockdown(CKD), and finally to intensive knockdown(IKD)-
with efforts for the non-existence of CKD by 2000 onward. ' It is important to develop
support industries for the parts and elements indistries. There is a need to widen computer-
based services, especially application sofuvare packages for scientific research, production and -

daily life.
7)  Material industry mainly for building

“The cement i‘ndusui should be s'lro.'ngly developed to attain an annual output of 16-20
million tons by 2000 and 30 mitlion tons by 2010, Glass plants shoutd be established to raise
the annual outpul to 20-25 mllhon squaré meters after 2000.
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8)  Mining and metallurgy

‘The steet industry should attain 2 miltion tons of production ability. After 2000, when
the Thach Khe Iron ore mine will have an annual capacity of 10 million tons, a steel complex
with an annual capacity of 1.5-3 million tons will be constructed.  Steel output by 2010 will
be 7-8 million tons annually. The aluminum industry will have production capacity of
150,000-200,000 tons annually after 2000.

(3) Regional Industrial Policy

Concerning the regional aspect of Viet Nam’s industrial development, Viet Nam’s
government has a strategy of three g'rowlh poles. These threc “triangles™ are coinposed of
Hanoi-Hai-Phong-Ha-Long, Ho Chi Minh City:Bicn Hoa-Vung Tau, and the central region of
Lien Chieo-Dung quat. However these three regions arc far apart from each other and
economic growth is considerably concentrated in southern areas.  The imbalance of industrial
development among regions will directly cause an imbatance of inconic among regions, and
may cause congestion and environmental problems in urban areas.

Viet Nam’s governmenl is mindful of these polential problems as it pursues
industriatization and, promotes regionally balanced industrial development as fast pace as
possible.  The regional industrial policies of Viet Nam are as follow,

1)  Industial development is to gradually become equal throughout the various regions of
the country.

(The recent location of industrial development is not ideal. Euterprises concentrate
mainly in the South East, especially in the Ho Chi Minh City arca, while there is almost no
industrial development in the mountain and highland regions.)

2)  Aninfrastructure and urban development niaster plan is required for nationwide industrial
location, individual industrial estates and Exporting Processing Zoncs (EPZ).  In the next 10-
I5 years the details of this master plan should focus on power supply, water supply, drainage,
{ransportation and communication.

3)  With respect to industrial estates, those inside citics and close to densc residential-areas
should intensively invest in overcoming environinent pollution.  Such these industrial location -
plans must coordinatc with urban development plans. It is necessary 10 move or even
demolish those plants that prove to be (oo old or cause heavily poisonous pollution.

4)  Immediate considerations must concentrate on the (hree “triangle” regions, which have
favorable conditions in infrastructure, raw malcrial supply, labor supply and market access.
Hanoi- Hai Phong: Ha Lorg in the north region, Ho Chi Minh City- Bicn Hoa- Vung Tau in
the south region, and Lien Chieu- Dung quat in the central region of Viet Nam. ~ Five of the
six plans for Export Processing Zones, are located in"these three regions.(Two are located in
Ho Chi Minh City, one in Hai Phong, oné in Quang Nam-Danang, aiid one in Hanoi. The
sixth Export Processing Zone is located outside these three rngons, in Can Tho,)

5)  Regions contiguous to focal aréas should be integrated into grealcr focal areas as lhcy
industriatize. Itis thus possible from the industrial dispersion of big cities, to create various
complimentary sub-industrial zones; “satellites or peripheral”, “surrounding”, or “supportive” .
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6)  Whete the conditions are available, new indusirial estates should be gencrated mainly in
district towais or townships to meet the demand for indusirialization of agriculiure and in rural
areas, ulilizing their local advantages.

7y In mountainous and highland regions, industrial development must be promoted through
the construction of infrastructure, particularly roads. In the short run, it is nccessary to.
develop small-scale industry related to agriculture and/or forestry and to construct smatl-sized
hydro-power stations . :

8)  Location of large-scale projects in oil refinery, petrochemicals, and metallurgy, should be
carefully considered and well prepared in advance, because such projects need a large-arca
terrain, huge infrastructure, and good cavironmental treaiment. — Such projects would be better
located near seaports,

9)  For food security, industrial estates must be prevented from taking over land thatis used
for rice production.

10) ~ State commitiees for the development of local cconomic areas, industrial cstates and
infrastructure should be established to help the government nionitor and supervise the regional
implementation plans.  These should be headed by the prime minister and representatives from
various line ministries,  In addition, it is riecessary to establish a permancnt organization for
regional development and suppori for grass root wnits. This formulate organization will
projects and provide advisory service.
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Chapter 3 Promotion of the Modern Industrial Sector in Viet Namn

3-1 Review of the Change of Comparative Advantage among Industries in Asia

(1)  Analysis of Trade Indices {Revealed Comparative Advantage: RCA)

This section is an overview of changes in the structure of comparative advantage in the
countries of Asia which have, in -recent years, achieved - astonishing export-driven
industriatization (Korea, Taiwan, Malaysia, Thailand, Indonesia, the Philippines, and China).

- Comparative advantage is deterniined by the structure of production costs, but directly
handling the data concernmg the determining factors presents many difficulies. Production
~ cost data for various couniries is not easity obtained, and it is extremely difficult to converd it
into an integrated form that facilitates coniparisons.

In' this case, it is assumed thai the export perform'mce of a coumry indicates thal
country's comparative advantage, and the RCA index will be used to compute each country's
comparalive advantage.

RCA s the acronym for the coefficient known as Revea!ed Comparative Advantage, an
index which has been defined as the ratio of the distribution ratio of exports of a single country
by induery' and the distribution ratio of exports for the entirc world by indusuy. The
following is the equation that defines this index. ' '
RCA = (the value of a country's exports of a certain commodity/total value of that country’s
exporls) / (the valve of world-wide exports of a certain conimodity/total valve of world- wide

exports)
*Thc comparative advantage or disadvantage a country has in a certain commodity is .
determined by whether the RCA is greater or smaller than 1.

{2) Measurement Resulls

The RCA has been calculated for six countries: Korea, Malaysia, Thailand, Indonesia,
the Philippines, and China. These calculations were done to study how the struciure of
comparative advantage in these countries has changed as their economies have grown. The
attached figure in which the horizontal axis represents the per capita income and the vertical axis
represents the RCA is presented to clearly show how the structure of comparative advantage
changes in response 1o rising income levels.  The RCA was calculated for products in SITC
Classification 8, which are simple laboi-intensive conunodities that do not use very much
capital and for products categonmd in SITC Classification 7, which are labor-and technology-
intensive commodities.

The figure shows that as the per capita income in the countries of Asia has increased, the
structure of comparative advantage has changed almost identically in gvery casc. For the
‘SITC 8 producis, the comparative advanlage peaks when the per capita GDP stands al
approximately '$2000, but declines aflerwards. - In the case of the SITC 7 -products,
' comparauve advanlage appears after the per capita GDP passes $2000, and it increases as this
income index continues to risc. Countrics which have adopted outward-looking policies
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appear to pass through the process of chaingé in their comparative advantage described above.
A study of the specific products for which the Asian countries enjoy comparative advaniage
reveals that they aré weak in products imanufactured for qpecml purposc's and that their strong
products are inostly general purpose products. :

Another figure shows the results of a calculation of RCA for 1982, 1987, and 1992 for
individual product items manufactired by capital-intensive industrics .in various countries.
This figure reveals that ¢ven in Korea, which has led the other Asian nations in the
industrialization process, the capital-intensive industries, with the exception of the stecl
industry and a few. others, have only recently gained comparative advantage. And tlicse
industiies are limited to general purpose product industries, so it is impossible to report that
they have established independeit positions in the world's markets. Korea is the only country
where the caplla! intensive industries have gamed a compa:alwc advantage. [t seéins that
comparalive advanlage in capital-intensive industries only increases after income levels have
risen subs!anually

* A summarization of the above conclusions reveals that the countries of Asia have
increased their exports by gaining comparative advantage in labor-intensive general purpose
products. A rise in Lhe level of a country's export products is the resolt of a swing from
products which do not require capital to those which do; a change which occurs as income
levels rise. In'a word, the rise in the level of exports from the countries of Asia has taken
place primarily within the fabor-intensive commodity category. It appears that in order for a
country 1o gain 'a comparative advantage in cap:tal-mlenswe cominodilies, it must achieve
substantial economie developmen!
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Tigure [II-8  RCA index of Capital Intensive Industries in Korea (1)

RCA index
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Figure I11-9 RCA index of Capital Intensive Industries in Korea (2)
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Figure I1I-10 RCA index of Capital Intensive Industries ih Malaysia (1)
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Figure II-13 RCA index of Capital Intensive Industries in Thailand (2)
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Figure 115 RCA index of Capital Intensive Industries in Indonesia (2)
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Figure III-16 RCA index of Capital Intensive Industries in Philippines (1)
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Figure [1I-17 RCA index of Capital Intensive Industries in Philippines (2)
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RCA index of Capital Intensive Industries in China (2)

Figure J11-19
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3-2 Review of the Trade and Production Structure in Viet Nam

In this chapter, we anatyze Viet Nam’s trade and production statistics inn order (o reveal
the tendency of Viet Nam’s industrialization. We were able to obtain Vict Nam’s statistics
thanks to the extensive effort of our counterpart, Ministry of Planning and Investment(MPI).
We shoutd note that due to a shortage of time, data are impeifect, and the analysis is tentative.

(1) Export

Though primary commodities remain the largest sector of Viet Nam’s export, total export
grew rapidly,” 92.3% in USS$ between 1991 and 1994. In 1994, primary commodilies
occupied 73.1% of tolal export.  They contributed 54.9% of total export growth in 1993-1994,
and 71.0%, 1991-1994, Crudc oitl is the largest single item amounted 8G6.8 million dollars
~ (22.4% of the total export) in 1994, and on the other hand we should notice that “oil products”
is the largest import item amounted 693 miillion do_lla'rs' in 1994, mainly fromn Singapore as
refined producis on commission,  Exporl diversification is mainly in light industry, which
accounted for 18.3% of total export in 1994, Light industry, almost all of which is
clothing(wearing - and  shoes), contribiited 29.5% 1o export growth in 1993-1994, and
29.6%,1991-1994,  These industries uscd 1o export mainly to COMECON countries, but after
its breakdown, the destination changed to Western countries, and export was extended mainly
on consignment. At the samc time, export of machinery expanded quickiy(332.0%:1993-
1994), but because of its thin share of total export(2.3% in 1994), its contribution to total
export growth was only 7.5%(1993-1994). Considering the expansion in machinery imports,
their export cannot be atlributed o strengthening intemational competitiveness.

We can sce from the above that Viet Nam’s export is shifting (o industrial commoditics,
but the commodities which contribute to export growth are very few, other than clothing.
Developing Asian countries have accomplished their cconomic growth by expanding industrial
export, and vpgrading the export commodity: from clothing {0 machinery such as clectronics,
It seems that Viet Nam has not yet accomplished this upgrading. In order to advance,
accumulation of technology and experience dre required.  For example, supporting industries,
which are very primitive in Viet Nam, need to be developed. - In many countries, this required
much effort by both the private sector and government.

Revealed Comparative Advantage(RCA) shows a comiparison of individual countries’
export shares of particular products and world averages.  Viet Nam's RCAs in nianufactiring
commodities are generally very low, as can be seen in the following table which lisis their ‘chief
exporl categories. Among them, “clothing and accessories” and “foolwear’” RCAs wcre
above 1.O( 3.58 and 3.30 respectively in 1994), showing competitliveness in these industries.
1t should be néted, however, that other Asian countries typically registered corresponding
"RCAs of over 10 when their competitiveness in these commodities was around its peak.

From that perspective, the figures for Vict Nam appear rather low, suggesting that the country
still has plenty of reom to expand its exports in these catcgories.
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Table -1 RCA of Industrial Goods in Viet Nam

SITC Commodity 1991 i 1992 1993 i 1994
751 |office machines N.A. NLA, 0.03: 0.09
785 |bicycles N.A. N.A. - 0.14 0.10
84 |[clothing and accessories 1.94 2.47 2.22; 3.58
85 |footwear 0.49; 0.86 255 3.30
896 |fine arts products Q.00 . 001 001 0.00

-~ Source: Governiment of Viet Nam

{2) lport

There are many imperfections in import statistics.  For example, in Viet Nam when a
factory, which has been constructed using FDI, imports production equipment, this equipment
does not count towards imports.  In such cases the import amounts will be subtracted from the
EDI inflow. At the same time, it is reported that undervaluation of import goods frequently
occur to avoid import duty, and smuggling cannot be ignored.

While considering the above, let us analyze import statistics. - In 1994, industrial 'goods
were the largest part of imports, accounting for 78%.  They contributed 82.9% to total import
growth in 1993-1994. No single category of goods can be credited alone for the import
uptrend, and this in itselfl serves as an indication that increased imports of a broad range of
industrial goods are fueling the overall flow. Most imports fit into one of two categorics :
capital goods '(e. g., industrial machinery) or intermediate goods (e.g., raw materials). (As
“mentioncd in the trend of export, “oit products™ is the largest import item amounted 693 million
dollars (11.89% of the total) in 1994, mainly from Singapore, and on the olher hand “crude
o0il” is the Targest export item amounted 866.8 million dollars in 1994, and includes exports to
Singapore for refining on conymission.) . This situation suggesis that import growth is now
directly linked to domestic trends in industrialization.  An'example is the way export growth in
apparel producis has sparked an explosive wptrend in imports of intermediate goods for their
production {fabrics).  This however, iltustrates that the Vietnamese apparel industry remains
little more than a source of low-cost labor for the final product processing stages.  The
‘implication is that growth in this industry at present has only ‘a marginal spillover effect on
other domestic industeial sectors.

" (3) Production’

 The agricultural, industrial and service sectors accounted for 27.7%, 29.6% and 42.7%
respectively of Viet Nam’s GDP in 1994. The manufac(urmg sector of ASEAN countries
generally accotints for around 40 percent of GDP (39.2% in Thailand, 40.7% in Indornesia),
substantially higher than the manufacluring share in Viet Nam. In historical terms, Viet Nam
‘is currently about as iridustrialized as Thailand was in the carly 1980s. - Furthermore, “food”,
“foodstuff and “fuels” account for half of the mdustnal sector in Viet Nam. - This suggests
that the differenice in industrial dcvelopmem between Viet Nam and ASEAN is even larger.
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Table FII-2 Shares of Major Sectors in GDP(*)(1994)

- Malaysia(**) Thaitand(1993) " Indorniesia Philippines Viet Nam

T {MiLRinggin | (AnBahn (BIL.Rupiah} (BiL.Peso) (Bil.Dong)

Agri Sector 16,i55] 148 314.974 100 6s821] 17.4 373 220f 47,0§z 27
Mining 8.175]__1.5 46538] 1.5 s 82 17l o],

Manufacturing aass] 3ns]  se9435] 285 00.207) 239 4] 233 l 37.535| 220
Electricity 2a5a) 22 11294] 24 3o 10 asb - 27 3

Construction asisf 42 a1mas 69 n942| 14 ot ss i2948| 7.6
indusirial Sector a9632] as.a]  1200426] 392 153.443] 407 ssa| 327 s0481) 296
Service Sector asspi] 78| i0s974] s08 iss] a9l qes| 453 72,695 427
Total{GDP) w003s8] 100} 3asvazal ol amzasal ieol _nessl weol wre2ssl 100

(*} Unless otherwise indicatéd, data are based on GDP at current market prices.
(**) Data are based on GDP ai constant 1978 prices
Data Sources: Key Indicators of Developing Asian and Pacific Countries 1995 (Asian Developrient Bank)

Industrial ouiput of Viet Nam grew rapidly by 45.2% in VND betweeh 1991 and 1994,
and the booming scctors were foodstuffs, fuels, chemical fertilizer and construction materials.
Priiary products such as foodstuffs and crude oil still accounted for 50.0% of the industrial
sector in 1994,  Notice that the growth rates of export-oriented products such as clothing were
less than tofal industrial growth. Even though clothing export expanded, its domestic
industrial share dropped. Considering that foodstuffs and fucls are characterized as primary
conmunodities rather than industrial goods, it very well could be that Viet Nan’s industrialization
is mainly for a quickly expanding domestic market. This might imply that Viet Nam's
industrialization is inward-ortented rather than oulward-oricnted. _ .

To summarize the above, while exports, imporis and domestic production grew rapidly,
their leading sectors were all different.

Export Production Jmport

Clothing Foodstuff Machines
Transponation Fuel Chemical Products
Chentieal Products Clothing Material
Construction Material :
Clothing

"It scems thal Viet Nam’s light indusiry development is now in a transition phase from
import substitution to export substitution. ~ But, Viet Nam does not have much international
competitiveness in light industrics other than clothing.  Viet Nam has hardly any international
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competitiveness in high-grade goods such as clectronics.  These goods require not only labor,
but also technology and expetience, including one gained through the forniation of supporling
* industries. '

~ Other than clothing, it appears that Viet Nam's indusicics do not scek to develop overseas
market. Industrialization of Viet Nam is driven by domestic market expansion.

‘The macrocconomic environment fosters such a tendency.  While there is 30% inflation
on domestic prices, the exchange rate of VND is alost fixed to the US dollar.  This will
result in an overvaluation of VND. When the US doltar is depreciating, this nearly fixed
status is allowable because VND is simultancously depreciating, but now; the US doltar is
appreciating.  In the same way, the price index trend depresscs manufacturing.  In the period
from Jan. 1993 to Dec. 1994, the price of manufacluring goods was almost stable while
others surged. - {see table in the nex!t page) '

Table 111-3 Price Index by Commodity Groups _
Month Goods | Total Food | Agricultural | Processed | Manufactured] Services | VNDpet

_ . : Products Food Goods US$(ave.)
Jan.i990 10000 100.00  100.0| 1000 1000  100.0 N.A.
Jan.1991 114.3 119.1 115.8 120.6 114.3] 1043 5,133
fran.1992] 1789 1793 16120 193.00 1789 149.8 9,274
Jan.1993 1989  189.4 1352 2247 1989 203.8 11,150
Jan.1994 20521 1999 1487 2364  207.q 2408 10,640
Dec.1994 2334 2402 1946  271.6] 2190 266.5 10,955

Source: World Bark, Viet Nam Econamic Report on Industrializarion and Industriat Policy, 1995

The Tecent nacroeconomic situation makes a strong incentive to produce for the domestic
rather than overseas market, and for the service rather than manufacturing sector. The
institiitional sitvation also fosters such tendency. ‘The present situation, resisting private
corporations, ¢specially in the industrial sector where state-owned companies dominate,
impedes the establishment of private manufacturing companies. It also seems ‘that a lack of
- integrated conunercial law makes business contracts -unreliable and further depresses
manufacturing.  In this scenario, the economic growth will lean toward non-tradable goods.
It will be hannful to Viet Nam’s future economy.

Inward-oriented policy will soon cause stasidstilf due to an imbalance of payments and a
" limited domestic market. In order to encourage manufacturing, it is necessary (o abolish the
manufactiring-depressive policies, and in order to promole manufacturing export, it " is
necessary to take an outward-oricnted policy. Experiences of growing Asian countries reveal
that outward-oriented policy needs the full backing of government through' market-friendly
intervention. '
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3-3 Theorcticat Framework in Choosing Premising Industries

(1} Introduction

‘The purpose of this section is to (i) explore the possibility of the indusirial development
of Viet Nam, (ii) examine which industries would b¢ promising or likely to bécome feading
industries, and (iii} consider the role of the government in nurturing these industries.

Cnir conceri is not in the well kinown dispute over the ¢ffectiveness of industrial policy
between the two camps : “fundamentalists” and “ mystics”.  Instead we are going to simply
explore the ** feasible™ direction of induslrial development in Vict Nam and tlie appropriale scl
of policy measures to realize the potentiality. Tﬂ.}\mg into consideration lhe fact that the market
niechanism is still in the very early stage of evolution, it is apparent that we cannot rely on the
itarket alonc in industrial development. * The role of goverament is crucial and it is iniportant
to prevent “ government failure” as far as possible.  In other words, it is necessary for us to
tackle two fasks simultaneously : promotion of the market and development of industries.

When we review the prospect of industrialization in Viet Nam, the issues of state
“enterprises and rural industries are very important.  These issucs will be treated in detail in the
second phase of our study. In this phase, we are going to focus the attention on which
industries are promising and likely to become the leading industries in the next decade.

(2) Theonical Framework for Choosing and Nurturing Promising Industries
1)  Technological Characteristics of lndusln‘cs

Itis useful 10 describe the features of various mduslnes utitizing the following two axes
(Figure T1I-21)

A, Capital or labor intensiveness
¢ This ¢an be measured in terms of the capital-labor ratio of production. { Table 111-8)
B.  Technology intensiveness

: While the level of technology could be measured in terms of the fatio of research  and
development cxpenses lo revenue ( Table 11{-9 ), it is more pracucal according o0 our
experiences, to rely on common sense.
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Figure 1H-21 Capital or Labor Tntensiveness & Technology Intensiveness of Industrics

CAPITAL INTENSIVE

| TECHNOLOGY
INTENSIVE

LABOR INTENSIVE

When we plot a specific indusiry in the format of Figure 1, it should be taken into
account that the “appropriate technology” for the industry differs from one country to another.
In devcloping countrics such as Viet Nam, the appropriate technology is less Cnplta] intensive

and less technology intensive than that of indusirialized economies.

2)  Exploration of Dynamic Comparative Advaniage

When we consider the prospect of comparative advantage of the Vietnamese industries,
the following are the most imporiant elements to be taken into account.

A. ' Lessons from the expericnces of Easi Asian ¢conomics

The experiences of neighboring cconomies, particulartly ASEAN countries, are important
as references.  In other words, it is rcalistic for Viet Nam to replicale what happcned in
ASEAN counlrics in pursuit of the appropriate path of indusirialization.

- The study of the changes in the following indicators could be useful as they are supposed
to reflect the structural changes in comparalwe advantages in ASEAN:

a. = Revecaled Comparative Advantage ( RCA)

: Study results were reported at the Workshop, which was held
in Hanoi in August 1995,
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( Export of comimodity j by country i) / ( Total export by country i)

( Export of commaodity j by the world )/ (‘Total export by the world)
b.  Revealed Inteniatiohal Competitiveness (RIC)

( Expoit - Import )

( Total produclion )
¢.  Effective Exchange Rate

{ Forcign price of the comqui_ly_ } ( Nominal exchange rate )

( Domestic price of the commodity )
B. Voices of Forcign Investors
The opinion of potential investors gives a good idea of the feasibility of a specific
industry in Vict Nam. - However, it should be examined whether the investor’s opinion is

baséd on the condition of protection measures; which as a matter of fact, is very common. If
itis, then the feasibitity should be discounted.

C. - Factor Endowiment

a.  Human resources : entreprencurs, nianagers, engineers/ technicians, skilled labor force
clc. :

b.  Natural resources ; the importance of this factor has declined as a result of the success of
- coastal indusirial complexes with decp sca ports in Japan and Korea.

3)  hmpact on the Total Economy

It is noticed that some industries have larger impacts on macroeconomy, and accordingly
itis desirable to nurture these industrics if they are feasible. It is meaningful to scrutinize the
feasibitity of such industrics in Viet Nam.

The following ¢riteria-are particularly useful for identifying the industries with larger
impacts on macsoeconoiny.

‘A, Forward and Backward Linkages ( Table 1H-10)
: Forward linkage : supply of intermediate goods from one industry lo others

: Backward linkage : procurement of intermediate goods by onc industry form thers
" B." Job Creation Effect (Tablc 4)

L This aspect is highly - important for Viet Nam which suffers from huge
underemployinent.
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C. Income Elasticity

: When the percentage change in quantily demanded, caused by a one perceni increase in
income, is larger than one percent and industry has a large impact on the total economy.
Heavy and chemicat industries have farger income elasticities than others.

D.  Scale Economy : Marshallian externality

: An increase in the total output of an industry tends to shift the cost curve of ¢ach firmt in
that industry downward, and price also decfines. This phenomenon is called “Marshatian
externality.” In order 10 realize Marshalian externality, heavy initial “set-up ” cosis must be
born. :

Typical cases of Mafshalian extemality are found in heavy and chemical indusiries.
4y  Expori Oricntation vs Import Substitution

As is well known, there are two alternative approaches for industralization, export
oriented and import substituting, and the superiority of the former is broadly accepted.

However, it should be pointed out thal export orientation is not equal to simple trade
liberalization.  As a mafter of fact, many countries had pediods of import substitution at the
beginning of their industrial development and afterwards shifted to a more export orientation
after acquiring production experienice and competitiveness.  This type of stralegy is based on
the infant industry argument. :

The applicability of this approach should be carefully examined using the Mill - Bastable
Test, because this was effective in one group of countrics and disastrous in another. To
justify the infant industry approach, the present value of social benefit should exceed the
present value of social cost of temporary protection. . In other words, the industry under
protcction should achieve comparative advantage with a certain period.

(3) Identification of Promising Industrics in Viet Nam : Preliminary View

Our studies on the experiences of selected East Asian countries (refer o our report at the
Hanoi workshop in August 1995), the result of inlerviews with potential investors of Japan
(further extensive "interviews will be made "in the second phase of our study), and the
availabitity of well educated and hardworkirg labor force strongly suggest that the inost
promising path for dynamic comparative advantage for the Vielnamese industries would be to
shift :

. From [labor-intensive industries of low technology]

toward [labor-intensive industries of high technology]

- Apparenily the Vietnamese government has strong interest in some heavy and chemical
industries that are capilal as well as technology intensive, perhaps because of the large
macroeconomic impacts of these industries, 1t is meaningful to study lhe.' feasibitity of these
industries.  Preliminary study resulls are shown in the following par( of this chapler. - We
wish to call attention to the fact that there have been a lot of failures in ASEAN countries in
these sectors, and therefore the Vietnamese government should heed the lessons of neighboring
~ economies to avoid simifar mistakes.
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There is no doubt that the export oriented strategy is preferable.  The Infant industry
approach could be acceptable only if an industry could become competitive with a certain
period.

 (4) The Role of Government

Although there is no doubt that the driving foice of industrial developinent is the private
sector, the role of the governnient is also crucial, as the market mechanism in Viet Nam is still
in the very early stage of its evolution. When we consider the role of the government,
however, the following two points should be fully taken into account :

A.  The poticy measures should be compatible with the requirements of the WTO as well as
the AFTA . Compatibility with the WTO regime was covered in our report to the Hanoi
Workshop in August 1995, '

B. The policy measuré should not case excessive distortions and should be lifted after a .
“cerlain period.

1)  Providing Incentives

In order to foster and stimulate cntreprencurship it is crucial to offer a set of through
- fiscal and monetary policy inceatives, such as favorable iax treatment, directed credit with
subsidized interest rates and so on. ~ This aspect is to be dealt with in detail by the Fiscal and
Monetary Policy Group. : '

2)  Providing Information and Guidance

It is crucial for entreprencurs to maintain updated information on the market, technology,
and the capital inarket. ~ As the privaic flow of such information through the market
mechanisni is Limited, the government’s function is essential,  In Thailand, the close
coltaboration between JETRO and the Thai government was crucial in the success of the
promotion of export oriented industries.  The following fields are considered to be particularly
important ;

A. Technology including quality control and production management

B. Intemational marketing, sales promotion, designing and packaging efc.
3)  FBI Promotion

Itis desirable for the government to atlract “supporting industries,” to reduce the chronic
imbalance in the internationa? balance of payment and secure enough job opportunities for the
Vietnainese workers, :

4) | Providing the Basic Preconditions for Industrial Development

"A.  Macroeconomic stability

=~

Social and political stability and good governance

C. . Infrastructure
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D.  Basic edication
£.  Competition -

Table I1I-8 Capital and Labor Intensiveness : the case of Japan
' (Cap_ital Stock)/(Revenue) * (Labor)/(Revenuc)

_ _ _ 1 1070 1980 | 1990 | ‘1970 | 1980 | 1990
Food L0102 | 0.098 | 0.145 | 0,060 | 0.076 | 0.084
Wood & Wood Producis 0090 | 0081 | 06102 | 0.118 | 0.128 | 0.125
Textile 0.128 | 0097 | 0133 | 0.171 | 0.t72 | 0.182
Chemical _ . 0.332 F 0.211 | 0.265 | 0.039 | 0.038 | 0.035
Steel o 0.221 | 0229 | 0.250 | 0.018:| 0022 [ 0.025
Electrical Machinery 0.139 | 0.128 | 0.195 | 0.083 | 0.080 | 0.072
Automobile 0.280 | 0.187 | 0.252 | 0.061 | 0.059 | 0.060

' (source) Shujiro Urata and Keiki Kawai, “ Nihon no Seizogyo no Hikaku-Yui Henka fo Sono
Yoin-Bunseki, Sangyo Renkan Vol.6 No.2, October 1995

Table III-9  Technology Intensiveness : the case of Japan
": (Research & Development Expenses)/(Revenue)

, _ 1970 1980 | 1990
Food 0.01 | 0.14 | 0.17
Wood & Wood Products 0.00 0.03 0.28
Textile 0.00 0.08 0.21
Chemical . 0.09 1.45- | 2.95
Steel 0.01 0.20 | 0.33
Electrical Machinery 0.00 1.55 | 3.66
Automobile 0.03 1.71 4.14

(soﬁrcc) Urata & Kawai op. cit.

Table 11I-10 ' Forward and Backward Linkages: the case of Thaitand

' Forward Linkage -Backward Linkage

1975 1985 1975 1985 -
Food & Tobacco 0.909 0.935 ' 1.245 1.221
Textile & Leather 1.148 1.141 . i250 | " r219
Other Light Industries 0.918 0.875 1134 | 1.027
Petrochemical I  1.584 1.423 0.902 0.874
Metal 1.073 0.894 1127 . i.058
Machinery 0.848 0.787 . 0.957 0.946
Transportation Machinery | ~ 0.799 - 0.820 . 1,040 1.020

(source) lkeo - Kuroiwa, * Kokusai Sangye Renkan-Hyo wo Mochiiteno Nihon-Thai Keizai
Bunseki” , October 1991 '
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3-4 Five Capital Intensive Industries and Possible Problems for New Investment

in the preceding section, we have presented the theoretical framework of choosing and
nuriuring promising industrics and identified promising industries in Vietnam, s preliminary
~ view suggests that the most promising path of dynamic comparativc advantage for the
Victnamese industries would be to shift from labor intensive industries of low technology
- toward tabor intensive industries of high technology. ~This view is based on the preceding -
experiences of some East Asian countrics, opinions of potential investors, and Victnamese
advantage in human resources.

On the other hand, capital intensive industries have also played an important role in
industrialization historically in some countrics. This scction examines the nature and the trend
of the international market of some heavy and chemical industrics, in which the Vietnamese
governiment has strong interest. They include iron & steel, petroleum reﬁning,' petrochemical,
cement and urea ferlilizer. These industies, cspccmlly the former three, rcquuc huge amount
- of investment with long pay-back period and small diffetence of production cost per unit could
divide the winner and theloser. They are international commaodities and the price of products
" fluctuates accordmg to the global econoimic situation, and supply & demand. For these
“reasons, the timing of investment, the ‘rerd of international supply & demand, and the
feasibility of each project must be carefully éxaimined, even though the country with sizable
popilation like Victnam will eventually need all these industries domestzcally

One common aspect of these five industrics is that natural resources necessary for these
industries exist in Vet Am and there may exist a natural tendency to take advantage of this ﬁct

" by adding more values (0 these matesials. However, like in iron & stcel industry, ¢
experiences in Japan and Korea have proven that the existence of raw malcrials does not
necessarily give an advantage in international competitiveness.  Raw materials can be sold as
they are, although loo much atteation to thein could bring another danger of so-calted ‘Dutch
disease’.  Vietham’s real strength lies in human resources and industrial policy should
encourage this advantage.

- (1) Iron and Steet

- (Summary)

t)  Although it i's'l‘orecasl that aggress'ive capacity increasing programns will be implemented
~in Korea, Taiwan and other Asian countries, a shorlage of steel in the ASEAN region will
conlinue even after the year 2000 because of the aciive growth in demand for steel for the
construction of infrastructures, ete,

2)  The distinclive feature of the steel industry in ASEAN countries is thal exisling
equipment consisis of electric furnaces and rolling mills for domestie demand.  Construction
‘and expansion of middie-scale electric furnace steel production plants (up to about I million
~ tons) and rolting Ffacilities are also the main focus of investment programs for the future. It is
. forecast that the developmenl of blast furnace steel production will stay in a limited range even
in the future because a) scale of investment is large, b) domestic demand (especially steel plate
demand for automobiles and home electric apptiances) is still snall and feasibility is low in each
counlry, ) infrastructure such as harbors for unloading and shipment are not sufficient yet, and
d) there is a shonage of skllled lcchmclans
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3)  Inthe case of Vietnam, therc is the possibilily that an integrated steel plant based on the
“direct reduction (DR) niethiod or blast furnace method will be feasible in the future since raw
material resources such as iron ore, coal, etc. are domestically available. However, il has
been proven from experience in Japan and Korea that the existence of raw material tesources
does nol ncccsSarily give an advantage in international compelil'iv'encss in the stecl industry and
that it is effective 1o try to reduce costs by importing large quanhucs of the most suitable iron
ore by ships exclusively used for that purpose and manufacturing steel producls in a seaside
plant in large quantities. It is possnblc therefore, that the construction of an integrated steel
plant with the concept of using an existing mmc would tend to be a captive mine, lack ﬁ‘c:ublhly,
and fail due to high costs.

4) It secins ‘that the mvestors snde is also cautious abonl the construction of large-scalc
mtegraled steel planls it ASEAN countries at present due 1o large risks’ and problems related to
the lack of infrasiructure, shorlage of technicians, etc. Considering expected capacity
increases in Korea and Taiwan, excess capacity of steel production will also bring unsuitability
to the international price of steel products.  In fact, in-other ASEAN countries; integrated steel
production has begun in relatively small-scale DR method plants.  In some cases; plants have
become burdens due to high costs. I country' M, for example, a Direct Reduced Iron (DRI)
plant, which commenced operation a few years ago with the capacity of 1.2 million tons per
'year, is running a huge deficit due to the abnormally high cost of initial investment.  Truck
transportation costs are also huge due to the great distances scparating the steel making and
rolling facilities. The burden of the government caused by the plant is snowballing ycearly.
On the other hand, in country I, a DRI plant has been successfully operated and capacity
expansion has been planned.”  In both eountries the demand for steel has been growing rapidly,
reflecting the high economic growily, but the profitabitities of the two projects differ largely.
This shows that, even in the case of constructing relatively small-scale integrated steel planis,
careful examination in feasibility is necessary.

5)  Inthe beginning of the 21st century, when steel demand in Vietnam is expected to have
grown to a massive scale, there will be a possibility of constructing a 3 million ton class,
integrated steel plant. - However, it would be necessary, at that time, that a) it be an
internationally compelitive project (Desirably, the location of the plant should be at a seaside
site suitable for a hassive plant complex that can take advantage of the economy of scale.) and
b) a considerably large amount of the producis be consumed in the domestic market, If the
former is not so, the portion which corresponds 1o the high cost must be covered and, therefore,
the burden would have to be borne by public finance or consumers. * If the latter is not fulfilled,
the degree of exposuie to the risk of international market conditions would be heightened and
the business risk could not help but be heightened.

1. Steel Demand Forecast in Asia

~The trend of siéel product consumption (apparent consumpnon amount of crude steel) in
the world (1972 ~ 2000) shows that it has progressed firmly and has accumulated 700 miltion
tons up o present, although there were ups and downs depending on the economy.  In the:
futire, the International lron and Steel Institute (11S1) predicts that the demand will grow
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steadily to 770 million tons in 1995 and 800 miliion toris in 2000 with China and ASEAN
countries being the force behind the expansion of the Asian cconomy (Fig. 111-22, Table I11-
11).

Under such circumstances; it is forecast that an excess demaiid will continue in Asian
“countries as a whole, although cach country, not to mention Korea and China, will
agpressively push forward capacity increase programs in compliance with flourishing domestic
demand. The balaice of stec! trade for 1993 showed an excess of cride steel impoits of 58
million tons. This number was especially inflienced by China’s excessive imports. The
extent of excessive imports is also iitcreasing in ASEAN countries such as Thailand, Malaysia,
etc., due to the rise in their income tevels (Table 111-12,13,14).

Steel product démand in'ASEAN countries (Thailand, Malaysia, Indoncsia, Singapore
and the Philippines) has expanded from the level of 10 million tons in the carly 1980s to close
10 25 million tons in 1993.  Supply cannot catch tp with demand and the self-sufticiency rate
in steel (steel consuraption amounysteel production amount) is fower than 50 percent excluding
the Phitippines and Indonesia. ASEAN countries as a whole arc importing more steel
products than they are producing.

The correlation coefficient between steel demand and GDP per capita is extremely high
and the growth of steet product deiand increases the most in the range where GDP per capila
is $1,000 to $5,000. 1t is forecast that the steel product dcmsind in ASEAN countrics will
expand to more (han 40 million tons by around the ycar 2000 since Thailand and Malaysia will
reach this level around 2000 and Indoresia and the Philippines will join them around 2005.

(Relationship between Economic Development and Steel Demand)

Steel demand increases in proportion to income per capita. However, when inconie
reaches a centain level, the growth either stops or-declines.  Steel product consuiption per
capita can be estimated roughly from GDP per capita and the domestic steet product demand of
“a nation can be calculated by multiplying this by the population.

--- Degree of Economic Developnient of Asian Countries ---

GDP Per Capita (US$)
‘Less than 1,000 1993 China, Indonesia, Philippines, Victnam
2000  China, Indonesia, Philippines, Vietnam
: 2005 - China, India, Vietham :
1,000 ~ 5,000 1993 Thailand, Malaysia
2000  Thailand
o _ 2005 Indonesia, Philippines
5,000 ~ 10,000 - 1993 - Korca, Taiwan

2000  Malaysia
: : 2005 - Thailand, Malaysia
More than 10,000 1993  Korea, Taiwan |
| 2000 * Singapore, Korea, Taiwan
2005  Singapore, Korca, Taiwan
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(1) In the Casc of Countrics with the Population of Normal Size (Based on -1990)

Less than $1,000 GDP per capital ~ Siecl product demand expands -but growth is

shightly low.
$1,000 ~§ 5,000 The periodd whea demand growth is the highest.
$3,000 ~ $10,000 Demand incrcases but the - growth rate slows
- down.
~ More than $10,000 ' Derand levels off or decreases.

(2)  Rcgional Differences, Countries with Massive Populations (China, India)
If income grows in a specific region and does not grow in other regions, the growth

pattern is a gently climbing curve, not a normal S curve, because the growth curves do not
move in paralle] and thus overlap each other.

Figure II1-23 Stee! Demand Trinsition in Asian Regions (Imagc)

Amouni of sieel demand

‘China 2nd India

Korea Malaysia and Thailand

Philippines and Indonesia

Tarwan
|

e

*

2. Trend of Capital Investment

When we look at the existing facilities in ASEAN countries, they are mainly downstream
rolting facilities. -~ However, in addition to the existence of steel plants with clectric furnaces,
there are some charcoal blast fursiaces in Thailand and Malaysia and integrated stee! plants
based on the DR method in Indonesia and Mataysia.  The economic ef ficieney is not gencrally
high since the charcoal blast furnaces deépend on wood resources and the price of natural gas,
fuel in the DR method, has increased, although the profitabitity differs by large extent by plant.

The main production item is bar steel for wse in construction and engincering.  These
arcas ‘depend on imports for steel plates. - However, covatries such as Indonesid, Thailand,
the Philippines, etc. have already been producing steel plates for the manufacturing of hot
rolled, cold rolled and steel plate processed products (such as tin plates). '

To cope with demand expansion, aggressive construction and the expansion of facilities
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arc planned in cach ASEAN country (Table 1§1-13,16,17, 18). In addition to strengthening the

stecl making process by construction and cxpansion of DRI plants and eleciric furnaces, the

reinforcement of [arge scale rolling processes such as hot and cold rolting mills are being

planncd.  This reflects the increase in demand for slccl plmcs used in home electric appliances,
" automobiles and construction materials.

In Korca plans have been made for large-size capital investments centered around a
POSCO blast lurnace and a Kanpo clectric furnace. It is forccast that their reserve strength for
export will increase further.  In Taiwan, an inerease in blast furnace capacily by CSC and
others is planncd.  This will help cope with strong domestic demand and improve and cxpand
public capital. At present, Taiwan is a steel products importer; however, it is hlghly possible
that it will beconie a ste¢l products exporter after the year 2000 becavse the demand for
domestic construction will stow when there is an increase in produciion capacity.  In China, it
is forecast that the demand for steel products will enter into an adjustment phase in 1995 and
1996 due to the influcnice of an infation controt policy, but an increase in steed product demand
has been projected because there will be improvement of the fundamcntal infrastructure, and
production increases in aulomobiles, home clectric appliances, elc., corresponding with higher
income levels.  Large size investments by Paoshang, Wuhang, and Capilal Steel are being
planned.

3. Investors' View

The steel industry is a typical capilal-intensive industry and a colossal sum of investment
is necessary for an integratcd steel plant.  Even for an electric furnace steel making and rolling
mill, investnient of more than US$ 500 million is required,-if it is a thin siab rolling-type mill
with ncw techinology. Steel as well as petrochemicals is highly important as basic raw
materials industry. However, it requires a long period to recover the invested funds.
Stability and transparency of middle-and long-range policy based of the comprchensive master
plan is necessary al the time of appropriation of a limited development fund for the steel
industry.  Also, it is important (o sccure human resources lo engage in the operation and
maintenance of Tacilities, cspecially in upstream procésses where lechnology has become highly
advanced. '

In regard to slab rolling, the stecl plate production process is shoit; therefore, cost
competitiveness is high. However, the probleims such as not being applicable 1o high grade
steel plates, such as deep drawing plates for automobiles have been pointed out.

The DR {direct reduction steel) process utilizing naturat gas has been adopted in Malaysia,
Indonesia. However, probleins have been pointed oul in some cases in using the technology
in other places on a commercial, because of a) the quality of natural gas, b) the price of natural
~ gas, ¢) restrictions on location due (o the problem of natural gas transportation, etc.
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Figure 111-22 World Apparent Steel Consumption

hundred million toa - : : %

ho _ _ - o 100
' ~180
‘I [ ] o
4 - ao
P ~ BT | R 10
91 10 i _ percentage of Asian mackel (R S.) .
,.0”"'1 LA N L L LR B | L “‘r‘“ﬂ—‘J‘TJJT“#‘TLTU [ ” ‘ ]0

12 73 4715 16 17 78 19 80 §1 82 8] 54 as B6 37 &% 39 90 9 9 9} 91 95 Z(ID

{Source) {ISI1 frea
Table INI-11 Steel Consumption by Arca
. . {unit: %)
Year | Total | EU12 [ USSR us Asia N _ Others
' Japan | China | Korea | Taiwan| Others _
72 100 19.3 22,1 18.3 11.0 4.1 0.3 04 1.4 19.4 . @

Bo 100 163 211 162 232 103 63 07 od 37 231
85| 100, 142] 224 152 250 9.4 99 1.7 o4 1.4 232

90f 10G; 1600 197 334 333 128 88 2.8 24 40 174
93 1000 1520 94 147 449 122 168 41 34 53 160

95 100, 1600 8. 15 a3 11| 158 4 19 sq 169
20000 100] 147 s 124 481 107 187 18.7 16.7)
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Table IT1-12 Trade Balance of Steel Products in Asia (93)

(unit : 1000ton)

import - export export - impoit
China | 3620 1051 35209 |
VKotea | . suiz| 31308y 6133
N raiwan  j . 14889 | 2699 ) 12,190 - -58,107
“Thailand 6.870 255 6615
Singapore 3563  M9s (. . -2068 -22,898--
_Malaysia 4388 ) 047t 3338 -58,723
_Philippines 2Me | 290 2317
Indonesia 258 | 783 __ __  -1803
India 1,379 763 -616 e

Table [H-13- Steel Supply and Demand in Asia (incl. Japén and China)

. {unit : 1000ton)
crude steel crade steal
year ¢onsunmption [preduction consumption steel balance
(A) (B) (A-B)
1984 158,336 187,311 187,049 262
85 169,324 193,316 197,524 -4,208 -
26 172,759 194,257 200,907 6,650
87 182,783 202,787 - 212,021 9,234
88 196,631 219,538 230,215 -10,677
89 281,157 228,396 244,954 -16,558
90 225,284 218,466 261,640 -23,174
9] 236,991 249,126 ‘274,160 25,004
97 232,320 250,726 271,545 -20,819
93 278,093 - 268,585 324,497 .55.912

Table I1I-14 Stect Balance by Area (FY93)

(unit : 1000ton)

consumption

production steel balance
{A) (B) (A-B)

1= S 132,182 . 103,380 28,302
Other Europe ) 25915 23996 | 1,919
Europe 158,096 127,875 30220
‘Eastern Europe 25,788 | 15,868 | 13,920
USSR 91849y go8t0 [ 17039
N. America - 113,044 126,375 213,331
| S- America’ 33,722 20622 13,100
Africa 14,002 17,315 -3,313
Middle Bast Asia 5,874 14,864 -7,990
Asia I 268,585 | o dagen 55812
Oceania 8683 | 6627 2,056
World 130,644 734,889 -4.245
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Fable HI-15

Investment prograim in Thailand

Remarks

B Coopany facility Capacity Year of Start-wp
(1, 000tons) . . - .
Thatonx + Stainless plates Jan 1934 Established mainty with Usinor (France).
: . ILYA (Italy) and other coapanies particigated.
“Sahaviriva Group « Hot rolling aill 2. 450 Feb [934 Hot rolling cold rodling and galvanizing
plants Tere constructsd in the saze area,
The bot rolling eill is a joint veature,
_ | with a ltalias coopany. ]
* Cold rolling aill §70 Undecided In the planning stdge sith the participation
. of NKX ard Yarubeni,
Thai Coated Steel Sheet | « Galvanizing line 133 Feb 1994 Coozeccial operation froa Apr 1984,

(TCS)

A joint venture betseen Sahaviriya and N,
Yarubeni and € [toh.

Saian Yamato Steel

» Electyié furnace

» Catiruous castiog
{billet, bloca}

«+ Yide flange bteds gill

§00Trial opection
started in Nov 1594

First wide flange beanm aili in Thailand.
4 joint venture betreen Yamato Kogyd (Japan)
aid Sais Cement Group.

150 ¥id-1594

Siza fcon & Steel . « Electric Turnace Present capacity is 240, 000 r/y.
. (40 t/ch) . .
Siaz Constructioca Steel | » Steel bars [0 Tithin 1994 nceease froo the preseat 390, 500 t/y to
. ] {capacity increase) ) S 400, 000 ty. ] .
Baagkok Iron & Steel Tas| - Yire aill 250 Early 1933 Using joported billets. (Present capacity is
. 250,000 tfy. )
Naaheng Stesl * Electric furaace 230 Yar~Apr 1938 Ner aini-aill preject.
- * Steel bar/aire aill - _ ; '
Siax Ceseat Group + Cold rolling aill £00-1, 907 1397 License application in Aug 19$4. Xippon Stes)
3 Cocpocation and ¥itsoi & Co.,Ltd are
. i : participating.
United fron Steel + DRI plant 30 1898] {nvestmeat by a Thai governoent relaced pudlic

corpocation and zn steel company.

(Sowreed Prepared by the Japan Iron 2ad Stes) Fedetation based on varicus inforeation.

Table 11I-16

Investment program in Indonesia

The saoe up to Table IT-13

Ceopany facility Capacity Year of Start-uwp Beoarks
) {1, 000tons) ) ) .
Krekatau Steel v DRI capacity increase B850 Jan 1534] Present 1.5 aillion /) to be increased to
2.3 oillion t/y. :
< Eléctric furnace 809
+ Continuwous casting
(slah)
« Hot rolling oill 209 Present 1.8 aillion tfy to be increased to
2.4 aillion tfy.
Hanil Jaya Metal Yus, » Steel bar/wire aill 200 Preséatly peoducing 120, 000 ofy stésl bacs
- and 180,000 t/y dillets.
Shoctage of billets aftec (he operation of
‘the aew aill will be inported. -
fodeco + Hot colling aill L 200 End of 19971 To be constructed ia the southern gact of
: ’ | Kalieantap, ) .
The firal survey #i11 be linished and
Jnvestnent compinies be decided althin
the yedr. _
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Table H-17

Investment progrant in Malaysia

Remarks

electric furnace
(80 t/ch)
~ Continuous casting
_ (billetd

Early 1899

Early 1993

Coapany Facility Capacity Year of Start-up
{1. 00tons)
Pervaja Steel ) _ }
(Kemanan Plant) - pR{ plant (HYL) L2o Oct 1953
+ 2 electric fernaces 709 Early 1996 BC furnaces, order pluced in Nov 1933
_ (13 tich)
+ Continuces cdsting “Early 1909 Ocder olaced in Nov [G8).
(bloan) . .
(Gurun Plant) » Large size T} “Bacly 1394
section nill ) | )
| fmilgasated Steel Hills | + Copacity increase 250 174 1954 Tnceease fron present 500, 000 t/y to
, . .| 750,000 4y, -
Omasteel + Cold rolling nill 309  %id- 1954
Antara Stee) < Shape steel nill; 200-259] Spring 199
¥alayajasata Steel » Construckion of 450} Preseat capacity is 160, 000 tfy convecter.

24,000 t/y electrie furnace and 210,080 t/y
stee] bar.

Nega Steel

-+ Hot folling aill

1. SGOI

Late 1895-early ]_9_9E
{first stagel

Yini-aill established by ASY ia 1989 for the
purpose of manufacturieg slee] olates, cle

Sazba Gas [ndustries

MYusantara Steel . H&t rolling &ill 1. 600 1997| Technical coopstration by Yitsubishi Heavy
. ' Industry.
« 031 Plant | I, 464 1397] Ovned by the steel enterprisés grouvp including

ASY, Southerd Froa & Steel, ¥alayayasmala
Present production is 600,000 v/y.

Table 111-18

Investment program in the Philippines

ISSGJ

Coapany Facility Cagacity | Year of Start-wp, Reasrhs
i o : (1, 00 tons) . . :
. !ac_into Groun ] Inlcg;atcd steel 800 1998] Capital participation of Tiag Tiek (¥alarsia).
pcoduction by ’ | §SCOR (South Africa) and & Taiwan steel maker
Corex/PRT (Midrex) are 3lso expected to join. |t ras céported
OC electric that secordhand facilities of BSC Raveaseraig
fucnace/thin slab Stee) (shat dosn in 1992) wece to b2
_ continyaus casting introduced. . e
Yilvavkee [ndusteies + £lectric furnace C furiace. Coatract has been signed.
. ; {40/90 t/ch) . . . . . :
Cathey Pacific Steel  Yire nidl 300 1st Quater 1339 Present capacity is 150, 000 t/y steel
. : } N production and 300, 000 t/y rolling. ]
Frilippine Steel Coating|  Calvanizing line 200 Cooperation ¥ith 2 foreiga enterprise is

expecled.
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(2)  Petroleum Refining
{(Summary)

1) The petroleum products demand in the East Asian region is expected to show. high
growth in the future due to the rise in economic aclivitics and in income levels.  In regard to
petroleum -refining capacity on the other harid, many countrics arc planning aggeessive
expansion coping with the demand increase in gasoline, gas oil, etc. - However, progress in
the construction of new joint-venture refincries with foreign oil companies, has been delayed in
China, Indonesia and other countries, because the foreign enlcrpnse sides are considering the
feasibility cautiously.
2) With respect to cyude oil, it is forécast that dependency on the Middle East will heighten
in the East Asian region in the future.  In petroleum refining, the movement toward buifding
refincries in the consuming areas rather than fear raw material sonrces is expected to be
strengthened.  This is because, when the export-oriented pelroleum refining business is
carried out near the raw material production area, profit feasibility is low not only in Vietnam
~but in all the countries since a) the new refinery cannot compete with the refining costs of
“Singapore, which is the export base in the region, b) the consumption pattern of pelrolcum
- products and the ways of coping with quality standards, etc. are different in each market, and
c) there are problems rélated to the marketability of by-products.

J)  The demand for petroleum products in Vietnam was 66,000 B/D in 1993 and is expected
to reach to about 120,000 B/D in the year 2000 (forecast by the Petroleum Association of
Japan). Domestic denrand may be still small to develop a full-scale refinery (minimum
100,000 B/D), although the viability of the plant partly depends on the future production of
Viet Namse crede oil.  Furthermore, Vietnam is planning a petroleum refining business under
joint venture with foreign capital and it is extremely important, in such a case, lo maintain
profitabitity. There are -many tasks which the Vielnani side must clear up in the future
including -adminisirative organization.  Otherwise, the introduction of Foreign Dirccl
Investment (FDI) will be difficull. There are cases in other countries where’ Joml -venture
projects do not proceed due to conflicts of interests between investors and host countrics. - In
country C, for example, prospective foreign capital providers insisted on minimizing the
number of employees to increase productivity.  On the other hand, the host country demanded
massive increases in employment from the viewpoint of job creation.  As a'resull, the project
has not procceded. '

4)  Foreign investors also consider the viability of petroleum refining to be under various
constraints,

A. Demand Forecast for Petroleunt Products in Asia

Itis forecast that the growth of petroleum products demand in Asia, which is higher than
other regions in the world, will continue, reflecting active ecanomic aclivity.  In Asia; ninc
countrics in the East Asian region whieh are members of the NIEs and ASEAN (Korea, Taiwan,
Singapore, Itong Kong, Indonesia, the Philippines, Thaitand, Malaysia and Vielniam) are cither
in the middle of full-fledged motorization or in the process of becoming molorized due to their
economic growth and increase in income. Therefore, a steady increase in demand for light oil
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grades such as gasoline, gas oil, et¢. is predicted. - Also, growih of gasoline demand is
cxpected in Vietnam,

As forecast by the Petrolcnm Association of Japan, the demand for petroleum products in
the East Asian region will inercase from 4,754,000 B/D in 1993 to 6,836,000 B/D in 2000
with an average annual growth of 5.3 percent.  The individual growth rates for gasoline
(average annual growth of 6.6 percent) and middle distillates (average annual growlh of 7.1
percent) are forecast to go up (Table 111-19).

Refining capacity has usually been in the state of shorlage for the past ten years all over
the Asian region (except the Middle East and Japan) However, in East Asia, the state of
shortage has been gradually improved. = This is the result of capacity increases in Korea,
* Singapore, Taiwan, efc. A refining capacity in this region’is expected lo be relatively in
surplus toward lhe year 2000, although there exist some uncertainties (Table NI1-20). With
regard to China, il carries the most weight in supply and demand in the Asian region. ~ China
is also anucnpated lo have the highest growth rate riext lo South Asia (India, Pakistan and Sri
~ Lanka) , bul it is in a state of chronic shorlage of refining capacily due to the delay in petroleum
refinery construction.

B. Trend of Capilal Investment

Up until now refinerics have been constructed and expanded in each country to address
the active expansion of petroleum products demand. Fulure expansion of refining capacity
such as the construction of many new fefineries is also being planned in cach country.
However, although the extent of construction and refinery expansion through 1997 has almosl
been decided, it is nccessary to realize that there are uncertain aspects, particularly in China, as
shown in the case of Aramco where progress has become unpredictable due to the rupture in
ncgotiations with the State Planning Committee.

The general view of tendencies in East Asian countries is as follows.
Korea: “Facility expaiision is progressing taking into consideration deregulation
~ and liberalizalion of the petroleum industry, which are expected lo' be
_-eﬁforcéd in January 1997. - Capacity expansion of approxunately 800,000
B/D by five petroleum refining companies by 1997 has been planned and
50 percent of the producls produced from siitplus capacity are expected Lo

be ex pon'ed to overseas miarkets (China and Vietnam).

Taiwan:  Capacity cxpansmn of Iwo petroleun refineries and re-enforccimient of the
secondary facilities are being planned under the iniliative of CPC,

Singapore: It is the biggesi export bas¢ for peiroleum products in Asia and the base of
major oil companies. It will continue in the future to assume the role of
swing refinery (the refining base to for supplying producls to countries
lacking sufficient capacity).

Indonesia:  Although EXOR: I which started operation in 1994 was originally planned

to exporl 80 perccnt of its products, the export volume is forecast lo

decrease greatly duc to the ckpansion of doniestic demand, elc. The
national plan other than EXOR-1 is still under uncertainty
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Malaysia: Malacca Rehincry started operation in 1994, The use of natural gas: is
' being promoted in order to sccure the export surplus power in crude oil,
but demand for petroleum products is increasing, making gasoline and gas
oil key products.  Capacily expansion such as Malacca No. 2 Refinery is
being planned. |
Thailand:  Growth in domestic demand for pciroleum products is high due to the
development of the economy. ESSO, Shell and Caitex are planning the
construction and ¢xpansion of refinerics for the domestic market.

C. Investors' View

Pctrolcum rcﬁmng is a capital-intensive busmcss and added value is low (Flg 111-24).
Therefore, in the beginning, the business is riot proﬁlablc unless it is protected. - For major oil
comganics such as Shell and BP, profitability is maintained by continuous involvement in’
cvery slage, from the production of crude oil to the sale of peiroleum products and by
developing their business globally.

‘Although' construction plans in China and Indonesia for export-oriented pelroleum
tefineries of Middle Rast crude oil are intended to position petrolcum refining as the indusiry
for obtaining foreign currencies, most are unsuccessful because a) they are not competitive with
Singapore and b) petroleum produets are co-products and thé business is not profitable without
strong marketability. -~ Recently oil prodicing countries such as Kuwait have been
strcngthening the movement toward acquiring refineries in consuniing couritries.

~ In Victnam’s development of the petroleum refining business, prior conditions must exist
for profitability.  First, they need to focus on domestic demand.  Second, new entry into the
market is to be restricted. Third, the location is to be near the consuming area.  Fourth,
retailing business can be carried on.  This final point on retail especially causes anxicties
because; a) Petro-Vietnam, an authority responsiblé for negotiating with foreign capital in the
petroleum business, is not controlling domestic sales, and b) it will take time to unify the
responsibility of the downstream busincss which presently is divided among several
government agencies.  In Thailand and Malaysia, pelroleuin business is dependent on foreign
capital. - In Indoncsia, on the - other hand, the petroleum business is nonopolized by a
government coterprise (Pert'xmina) The refining ‘niargin is low-in Thaitand and Malaysia
since petroleum product pricing decisions are linked to Singapore prices, However, foreign
capital has been approved in retail busincss. In Indonesia, product prices are decided by the
government and an arranigement has been niade to subsidize Pertamina when a difference
oceurs between supply cost and product price.
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“Table HI-20 Refinery balance by arca

_ ) 19'93{ai:tual) 1997(projection) ?OOO{projeclion)
China -24.6 -40.1 _ <752

East Asia 0.8 86.1 46.5
" South Asia 21.0 -46.2 -50.7
Australia -3.9 6.7 -10.8

Total 487 6.9 .90.2
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(3) Petrochemical
(Summary)

1)  The petrochemical industry in ‘Asian countrics has been achieving rapid developimesit in
recent years, riding on the back of healthy increases in demand and government-ted measures
for protection and growth.  ASEAN countrics, in particular, have since the second half of the
1980s entered a phasc of {ull-fledged development into upstream petrochemical sectors.

2)  However, carc is néeded in (he timing of eniry into upstream petrochemical sectors, for,

although they are of very great importance as base material industrics, they havé industrial
characteristics such as; a) large scale investment and, moreover, susceplibility to large changes
in intermational situations, elc., thus large biisiness risks, b) poor feasibility if domestic markets
have not grown sufficierilly 10 accommodate products, and ¢) comparatively little employment
absorbency, because they are capital intensive.  The experiences of Indonesia, Thaitand, and
Malaysia (countries endowed with crude 6il and natural gas resources) show that these counties
have moved into upsteeam sector of ethylene center, while nurluring petroleum refining projects,
thus developing bases for their petrochemical industries, and while waiting for the timing that
downistrearit industries such as plastics processing have moved into a growth phase, thanks for
example to the introduction of foreign capital.

3) Nevertheless, we need to bear in mind that the cxpetience of nc;ghbonng ASEAN
countries will nat in itself be usefut for Viet Nam.  To begin with, Indonesia, Thailand, and’
Malaysia, in line with the establishment of the Asia Free Trade Association (AFTA), have
gradually slarted 1o promote méasures (o liberatize their petroch’émical industrics, such as; a)
abolishing entry restrictions, b} reducing tariffs, and c) deregulating foreign capital.  However,
for late-starting Viet Nam, interinational tolerance of policies for protection of its petrochemical
industry is waning. Secondly, plans are in progress for capacity expansion in Singapore and
elsewhere in Asia with the intention of expanding market share.  Relative superiority in cost
competitiveness is anticipated 1o influence the success or failuré of each project more than has
been the case hitherto. :

4)  1In Viet Nam, as in other ASEAN countrics, a pelrochemical complex would be for
import substitution. In this case, feasibility must be examined carefully in terms of conflicts
‘of inferest between downstream and upsticam activities.  ln country T, this examination was
not cnough,  As a result, the export ratio of upstream plants had to increase and the managerial
risk of the plant increased. ~ In country I, where a petrochemical complex, constructed with
100 percent foreign capital, commenced operation last year, the ratio of sales to the domestic
market was low and the ratio of exporl, where the profitability is gererally fow, had to be
increased.  As a resull, the profitability of the plant has been low.

5)  ‘Therefore, for commercialization, it will be imiportant to fully examine the content and
period of internationally tolerable industrial policies for the petrochemical industry, while it will

also be necessary to carefully check whether or not it has cost compclmvcness that could stand

up to mtematlonal campetition.
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A. - Prospects for petrochemical products in Asia -

In conjunction with the outstanding economic growth in Asian countries in recent years,
demand for petrochemical products in the Asian region is expanding rapidly.  Bearing in mind
the constraint of forcign reserve in these countries, il would be difficult o say that the present
rapid growth of demand will continue lmcondmonally Neévertheless, the volume of plastics
used per capita in Asian countries is still at a considérably low level compared (o developed
couniries (Fig. T11-25), and thus the latent demand in Asia can be considered exiremily high.

The demand for petrochemical products in :hc Asian region {(excluding Japan) in 1996 is
forecast at 15.1 million tons in ethylene equwa!cn! thus forming the third largest market after
Nerth Anterica (21:22 million tons) and Western Europe (18.2 million tons) (Table H & 21).

Meanwhile, although production capacity is expected to increase in South Korea,
Indonesia, Thailand, Malaysia, and elsewhere, domestic d¢'mands probably will not be met
other than in Korea and Singapore.  Therefore, the balance of supply and demand in Asia as a
whole is expected to bring a shortfall of about 4.3 million tons in 1996 (Table HI-22, Fig. 1H-
20). -

“Looking ahead to the year 2000, the supply and demand balance for petrochemical
products in the Asian region is éxpccted 1o depend as ever on imporis from outside the region,
since an increas¢ in demand is anlicipated in conjunction with the economic growlh of the
various countries in the region.

B. Trends of capital investments

According to a Ministry of International Trade and Indusiry (MITI, Japan) forecast,
based on official figures from each country, the global production capacity for ethylene (77
miltion tons in 1994), is expected to increase by 19 million tons to 96 million tons in 2000,
thus approaching the 100 million ton mark.

The production capacity incréase of 19 miltion tons is bioken down into 7 miltion tons
for the Asian region, S million tons for North America, 3 million tons for the Middle Rast, and
I million toris for Westem Frrope. Thiis Asia is expected to be the region that will lead the
world-wide increase in equipment capacity (Table 111-23).  Within the Asian region, vast
increases in capacity are forecast for China (1.8 million tons), where the pctrochemical industry
is seen ‘as one of the country's priority key industries, India (1.7 million tons), where there is
an energetic move towards self-sufficiency, the ASEAN rcgion (1.6 million tons), and
elsewhere.  On the other hand, in Western Euvrope the scale of new equipment is shrinking
while in North America and the Middle East large increases in capacity are planned.

C. Trénds in equipnient expansion plans in thé Asian region
a.  South Koiea
The South Korean government's petrochemical investiment guidance plan (that previously

restricted investments for equipment expansion) staited by deregulating downstream products
in October 1994, At the same time, the policy changed to one of recognizing equipment
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expansion on a case-by-case basis. A decision was nade to abolish the said guidance planon

January 1, 1996, so' at this stage there is some uncerfainly as 10 what moves Soiith Korean
petrochemical nianufacturers will make in future.

b. Taiwan

The CPC's No. 5 Ethylene Cracker Plan (400,000 tons), on which construction was
started in April 1990, started operation in April 1994 . At the same tinie the No. 2 Cracker
(230,000 tons,. 1973), that had problems associated with pollution and obsolescence, was
closed down. As a result, ethylene production capacity in Taiwan at the eiid of 1994 was
1.02 miltion tons, though the capacity for priority produicts. was 1.56 million tons (clhy!enc
cquivalent).  There are prospects for cthylene equipment capacily io be increased to 1.35
million tons by the year 2000.

¢, China -

Since 1983, the China Petrochemical Public Corporation (Sinopec), originally a centrally
controlled organization, has been progressively regionalized.  As a resuli, regional
govermments, the chemical industry sector, and the Petroleum and Natural Gas Corporation as -
well as Sinopec have takén part in new ethylene projects in the first half of the 1990s (1.27
million tons).  Sinopec's capacity ratio as of 1997, when the new equipment project will be
completed, is expected to be about 8D percent. ' :

In June this year the Chinese government announced lhe "Chinese lndusma] Policy
Guidelines for the 1990s" (industrial policies aiming at the year 2000) in which emphasis is
placed on the petrochemical industry as a priority key industry. ~ Ethylene equipment capacity
is expecicd to increase to 1,85 million tons by 2000. : :

d. ASEAN
(@) ‘Thailand:

The NPC2 plan is procecding more oi less as scheduled, for example operation of an
ethylenc plant staried at the end of 1994. New equipnient is planned in line with domestic
demand. : o

{b) Indonesia: -

Construction of this country's first cthylene plant (Chandra Asri) is now underway,
Expanded equipment plans for thé dowastream product, polyolefin, are also taking concrete
shape. - Although nwiherous industrial development projecis have been scheduled, nearly all of
them are tagging behind. Several equipment ¢xpansion plans in downstream sectors are

- planned on the strength of thriving demand.

"~ {¢) Malaysia:

In addition to polyvinylcloloride (PVC), polystyreric (PS), and pO!}}'rp_ropylene'(PP), a
polyethylene (PE) plant started operation in 1993, followed by an ethyiene cenler in 1994
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system of self-sufficiency is progressively being developed to réplace the former - total
depeiidence on imported raw muaterials.  The Titan petrochemical complex started operating at
the end of 1993 (ethylene, lincar low density poly ethylene (LLDPE)/high density poly ethylene
(HDPE)). Polycthylene Malayara is currcnlly conslructing a LLDPE facilify with completion
set for the end of this year. _

(d) Singapore:

At the end of 1994 work was began plans to expand ethylene and propyiene equipnent in
the existing PCS complex (Merbau Istand), with operation scheduled for 1997, Along with
this, TPC plans to expand to LDPE and PP, and PPSC plans lo expand to HDPE, starting
operation in 1997. The SCSLis planning a new SM (320,000 tons) and PO (140,000 tons)
combined plant, due to start operation in 1997.

(e) India: .

Since 1991 there has been an energelic movement lowards self-sufficiency in the
petrochemical industry through new industry and international trade policics, and: numerous
project proposals have been announced. '

Reliance has announced that it will expand its new ethylene plant from the initial 450,000
to 750,000 tons, and is now reconsidering its downstream products.  Apart (romn this, there
~are many major proposals in anticipation of future increased demand, though there is some
uncertainly as (0 whether or not they can actually be realized (included in forecasts).

D. The market for petrochemical products in Asia

The markel for petrochemical products in Asia is characterized as being the most volatile
in the world, because {a) markets in individual countries are not so large, and (b) demand far
exceeds supply inside the region, Therefore the size of the supply from North America,
Westem Europe, and other localions outside the region has a big effect on the snarket sitvation.

‘ Recent movements indicate that Southeast Asian markets are now plummeling after
headlong inflation between 1994 and 1995 (Fig. 111-27,28). The market inflation was mainly
caused by a reduction in supply voluines outside the region, resuliing from factors such as(a) a
tightening of supply and demand in the West due to cconomic recovery, (b) an accidentin a
major petrochemical plant in the USA, and (c) ashift (o an emphasis on profitability by South
Korean manufacturers that had previously been making ultra-cheap exports on a full-operation
principle,

As stated above, an insulficient supply of petrochemical products inside the Asian region
is expected to continue in the future, = Therefore, the supply-demand setup of dependence on
imports {rom outside the Asian region is basically not expecied to change. However, Asia
continues to be a margma] market toward the future. A gradual case is expected in the
situation whereby mwajor changes "are caused by external factors such as supply trends in
deve!oped counties, rather than by supply within the Asian region. The background to this
lies in the strong possnblhly that, if the Asian markel continues to grow and move towards
uniformity, the world's largest-scale market will be born, and this wﬂl become (he most
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important market for the world's petrochemical manufacturers, - In - this context, moves to
greater sell-sufficiency in peirochemical products in Asia- and movés by corporations in
developed countries 1o incorporate the growing Asian ‘market into their busincss planis are
expected to accelerate.  And, as a result, given such an increase in supply capacily on the
Astan market and increased numbers of comipanies entering it, the market is expected 10 be
formed with greater emphasis on supply-demand factors inside the region, rather lhan on
extermnal factors from ouitside the region.

E. Investor prospects

In South Korea, Taiwan, and Singapore, and recently also in ASEAN countries like
Thailand, Malaysia, and Indonesia, integrated (from upper of downstream) produclion systcms :
" have been set up in the petrochemical industry (Fig. 111-29). The background for this is that
developing countries, in the process of aiming for economic growth, have placed the
industriatization of the petiochemical industry central to their national economies, both as a key
“basic material indusiry and as a means for getting foreign currency.

In Viet Nam, too, it is felt that cultivating a petrochemical industry is important in the
process of industriatization and in improving the added ‘valie of petroleum and natural gas,
However, moves into ethylene centers and upstream sectors that require large investments will
provide little stimulus for employnient in the shoit term.” On the contrary, the business risk
will be high as the recovery period is protracted, and, particularly in Vict Nam's case, there will
be little leeway for absorbing upstream sector products on the doméstic markel and thus,
initially, exports will be indispensable (normally the risks for upstreani sector businesses are
too high unless the domestic sales ratio is about 8¢ percent).  For these and other reasons the
timing of industry startup needs to be studied carefuily,

An cnvironment may be created in a petrochemical industry where future upstream
business sectors are nurtured by first enhancing downstrcam sectors such as plasiic processing.
It will also be important to promote the introduction of foreign currency into export-oricnted
processing and assembly industries such as the household electric appliance and automobile
industries, that consume processed plastic - malterials in Jarge volumes while simultancously
supporting the growth of local industries for general goods and buitding.

The growth pattern of the petrochemical industry in ASEAN countrics  has great
significance for Viet Nam, as stated above, but these early starters have protected domestic
companics through customs tariffs,  The policy objeclive has been (o cultivate the
petrochemical industry in this way (the exception to this is Singapore with its principle of total
market liberalization). However, in the wake AFTA in 1993, there are increasing moves-
towards liberalization, including reduced tiriff rates, and the ASEAN market has thus started
moving towards unification.

‘Meanwhile, if an ali-integrated ptant is to be constructed, ‘it will be extreniely important to
have a clear project concept of either export orientation or import substitution when ca:rymg out
feasibility studies. In the case of i import substitution, it will be particularly nccessary to make
full feasibility studics when dowaistream sector interests conflict with upsiceam séctor interests.
If such prior studies are not carried out adequately and the weight of products, destined for the
domeslic market but sold in export markets, increases after the plant has slzulcd operanon it
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will not only be vulnerable to fluctuations in the international market, but the cxport portion will
definitely be below the expected profits and the business marnagement risk’ will increase greatly.

In view of the nature of the business, the petrochemical industry (whether it takes a
domestic markel dependent or export-oricnted formy) is inevitably susceptible to the risk of
fluctwations in the infernational market sitnation. Even in the casc of Japancse or South
Korean petrochemical manufacturers, ¢orporate carnings have been considerably affected by
* international niarket situations. In the ¢ase of imbltinational conglomerates, such risks are
alleviated by spreading operations from uwpstream (o downstream scctors in a balanced manncer
and are hedged by the global dispersal of operations in various regions.  But petrochemical
companies of small corporate scale and limited resilience experience major fluctuations in their
" business pcrfommnce every time the market situation changes.  Therefore, for a late-starting
company 10 keep the ‘effects of such infernational market fluctuations to a minimum, it is
important that it enters the industry after developing sufficicnt absorbcncy in the domestic

market.

I - 87



Figure 111-25  Annual per capita consumption of plastic(1993)
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" Table IH:21  Petrochemical Consumption (Ethylene base)

(unit : 10007)
actual l B Forecast .
. 1992 1983 1994 | 1995 1996 1997 1998 1939 | 2000

Asia 10,423 11,405 12,897 13,940 15403 16452  17.794 19.236 | 20,814
Oteania 538 621 669 702 731 751 745 827 861
Europe 16,454 15,997  17,193{ 17689 18,201 18728 12272 19829 | 20,405
Middle east 1,057 1,085 1,258 1,335 1,422 1,514 1,612 1,717 1.829
N. America 18,157 18,363 20,308 20609 21,222 21,855 22,505  23,302| 24,030
S. America 3,631 3,823 4,180 4,419 4,648 4,853 5137 5,531 5,833
Total 53475 54232 59314 61,500, 84.196  67.163 70,263 73,754 | 77,244
Table HI-22  Petrochemical Balance

{unit : 10007T)

aciual - _ Forecast
1992 1993 1994 1995 1996 1997 1998 1999 | 2000

Asia 3,696  -3,601 43511 4487 -4,259 -4;270 -4,903 5,548 | 8,101
Oceania -180 214 259 .292 321 -351 -344 -376 410
Europe 158 838 259 164 78 302 268 -348 -731
Middle east 1,620 1,646 2,070 2127 2383 2,744 4,038 4,367 |- 4,763
N. America 3,089 2.858 2,900 2,864 2,713 2,704 2,643 2,606 2,592
S. America .96 -81 103 -132 -152 216 - -4 -719 ~945
Total 1,217 840 658 567 722 1.243 1,626 223 278

“HI - 89



HECYTS % ¢ %6560 %192 %SETL | %Wy OL AR - %59 %8’ 000Z-¢6
. o . . . . Wmosb
%3¢ %S ¥ %0'S %t et %982 %8l %0'0 %9'¥Z %06 %8'Y 568 abesane
[ £s [ 91 91 Bk Bl () 0L Z6t 000Z-v5
Anoeden
Lt 6v A PR 67 20 Q¢ L4 Gy 6'gtL . 668l IeawWaYy
L T 0t S0 Ze 6 by ‘v.w St £ee 656 0002
5'¢ 6've a1 - 970 £t £z 0’1 =l £'st L8t o6t
2z 0oL 25l £0 v R A 0% 'L 0L 309 6861
. . . eipu] ueasy Uy ueMmIe | CEYY ] AD
ISEI DDDIN | QUIWY TN ..maoSw o : RISY DLOAA

(voy voys - pun)

Apoedes susldyig 70 uonuasfoig

€T-IIIPIQEL

I - 90



C 3 2zsa1/ss

1 02/01/6
81/80/65
91/80/55
F1/90/56
01/20/56
3 60/21/%6
3 L0/01/v8

50/80/ b6
§ £0/90/¥6

. -3 10/00/56

= 82/10/b6

=01 92/11/86

‘14 #2/60/66
]

£2/10/88
12/50/£6
+4 61/£0/€6
1 s1/10/¢6-
-4 el/11/26
3 11/60/26
+4 01740726
'3 80/50/26
90/£0/26
£0/10/26
10/11/16
08/80/16
82/90/16
92/¥0/16
22/20/16
12/21/06
61/01/06
L1/80/06
- §1/90/06
£1/50/06
3 60/20/06
80/21/68
80/01/68
. § ho/s0/68
§ 20/90/68
11£/£0/68

= 12/10/68

- — = DEL USC

ETHYLENE(SPOT)

CIF N¥E

Figure I11-27

N

1,200 p---

1000 F
80C r
600 1
400 *
200 r

$/HT

Hi -9}



Figure [1I-28  Background for Rapid [hcreases in Southeast Asian Market Prices (polyolefin) |
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- Figurc 1129 Qperation Period of Ethylene Plants in Asia

Countey - |25 1970 1915 1930 1985 1790 1575
64]65[66[67[63[69|70I1_I[?2|7) [niusps[n]:s{mlso{s1[31[33[3:195[56|m]ss[sa[ao[a:[9:[91[94]95|96 97
Iipan Q QQQOO0 00 O Q Q-
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(Note)  Start-up of each ethylede plant is indicated by O (does not include enlargements of capacity).
(Source) Council on the Supply and Demand of Perochemicals, Sekiyu Kagaku Seithin no Jukyu Doka. Re-
search undertaken by Basic Chemicals Divisicn, MITL
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(M - Cemeit
{Summary)

1) Ithas beeni estimated that the demand for coment in ASEAN counitries will increase at an
annual rate of over 10 percent because of their rapid growlth, in building demand and
construction of their infrastructures.  While many plans for increasing cement production
capabilities are being made in' sesponse 1o this increasing demand, it can be predicted that the
shortage of ceinent will continu¢ beyond the year 2000, even if the ptanned production
expansion is accomplished. It can also be predicted that the shorifall of cement must be filfed
with imported cement, coming mainly from Japan, as is the current situation

2)  Cemerit is a primary construction material used for improvemént and consiruction of
infrastructures and buildings. Since cenmient is bulky and transportation costs ‘are relatively
large in the total cost, the cement industry is typically a low vatue-added “Regional industry.” In
ASEAN countries where cement bags are typically defivered by trucks and the cement is “field
mixed.” On site, the biggest cost coiiponent is transportation. ASEAN countries are highly
motivated to replace centent imporis with their own production capacity to nieet increasing
infrastsucture improvement demands and to fix their wade imbalances. 1lowever, only
Thailand has an export capacity and all other ASEAN countrics depend on imports.

3)  Vietnam is blessed with excellent conditions conducive 1o a domestic cement industry
such as abundant limestone résources, and an increasing demand duic to a boom in construction.
However, although plant investment is small compared with peirochemicals and stec,
investment retirns in the cement industry take a long time because of its special characteristics
as a plant industry. - Production capacity of the Vieinam Cement Corporation is currently
limited duc to a lack of funds and difficilties in obftainiig domestic private investment.
Therefore, the strengthening of capacity inevitably depends on direct investment by foreign
enlities.

4)  The aforementioned conditions appear 1o be altractive for foreign investment, but some

investors are apprehensive aboul the stability and transparency of the government industrial

policy on mattcrs suich as the outlook for wulility prices and the transfer of profit outside the

country.  Cement demiand will increase in the future as the economy grows-in East Asian

countrics. - A cemcnt plant can have an international compelitive edge if it is located near a

limestone mine and has a facitity that can accommodate 30 to 50 thousand ton-bulk ships. At -
present only a few plants, such-as Mitsubishi Material’s Kanda Plant in Japan, have

international cost competitiveness in East Asia.  Coastal cement plants in Vietnam have strong
potential for development into trade bases with international competitivencss.  However, yet to

be resolved are factors, such as the sharing of costs required for improvement of the

infrastructure, like ports and transportation facilities.

5)  Cement industry policy requires a careful plan for expanding plant capabilities based on
the various eslimated demarids, and unique characteristics of local industries. Local imbalances
of supply and demand can cause profit instability for enterprises, even if supply and demand are
well balanced at the national level, Once domestic capital has been fully accumulated,
domestic investors will rush into' cement plant construction, because advanced skills are not
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requiréd, - Downstream industries in packing, -loading, and transposting, can ¢reate sizable
cemployment.  Ceiment and- its downstream industries ‘can be a core-in regional industry
- development,

A, Unique Environment of the Ceinient Industry in Vietnam

Prinvary Characteristics of the Cement Industry

“Cement is an important primary construction material that supports construction of
infrastructure and buildings. It is primarily a “local industry,” because cement is bulky and
chéap in cost per ton, thereby incurring substantial transportation costs, and it can easily
deteriorate. Tn ASEAN countries bagged cement is delivered by trucks and “field mixed,” so
the largest cost componerit is transportation,  Approximalely 300 million U. S. dollars are
required 1o construct a plant with an annual capacity of 1.4 million tons, atypical cement plant
level. Therefore, plants must be operated efficiently to counter balance the fixed initial
investment cost.

Positioning as a Major Industry

1t will be extremely important to see how governmenis respond to the increasing demands
for cement and how they intend to assure an adequate supply, at stable prices, for infrastructure
improvements and new construction. - In addition, the goveraments of all ASEAN countries
have strong intentions to reduce their imporls by strengthening their production capacity,
thereby improving their import substitution.

Viewpoint on the Profitability of Cement Manufacturing Plants (See Fig. 111-30)

Judging from existing cement- maitufaciuring plants, Vietnam is blesscd with excellent
conditions such as; a) aburidani limestone resources, b) increasing cement demand duc to the
construction boom, ¢) comparatively tight supply and demand in the East Asian Region, d) high
transporiation cost, and ¢) no substitute available.  Converscly, the requircment for a large
investinent is only an obstruction for newcomers. It should be noted that a number - of
investors in the country can rush into the construction of plants once domestic capital has been
fully accumulated because advanced skills are not required for cement industry consliuction,
and this can result in a glut.

B.  Outlook for Supply and Demand i the East Asian Region (Sec Table IH-24)
a.  Rapid Growth in the East Asian Region Between 1985 and 1995

In this section, we will review the outlook for the supply and demand of cement in 10
countries in the East Asian Region,-including the six ASEAN countries of Singapore, Malaysia,
Thaitand, Indonesia, the Philippines, and Vietnam, and the East Asian countries of Korea,
Taiwan, Hong Kong, and Japan. .

' Rapid Inerease in Demand (lnpled in the last. 10 years, to 180 million tons)

The rapid increase in demand stirted back in 1987 in this region, - Before that time, the
cconomy had been depressed, and cement demand had been erratic.. At that time there were no

 physical’ dlstnbuuon systenis for cemient in the East Asian chlon because the unique
‘characteristics of cement made it pnmanly a“field i mixing industry.”
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The rapid increase in cement demand in Korea and Taiwan began in 1987 under such
sitwations, The demand mcr;ased by 80 percent in these two countries after five consecutive
years of double-digit annual growlh.  ASEAN countries caught up with the trénd of ¢xpansion
al an annual rate of approximately 20 percent. As a resuli, the demand (estimated) of all
countries, except for Japan, in 1995 increased by two or three times, and the combiried demand
of ASEAN couritrics, Korea, Taiwan, and Horig Kong reached 180 miiltion tons.

International_ Cement Trade Increased Because of Delays in Improving  Production

As demand rapidly incréased, produclion capacity was vigorously improved in all
countrics. The production capacity of ASEAN countries and Korea, Taiwan, and Hong Kong
increased from 90 niillion tons in 1985 to 164 million tons in 1993, an incréase of 1.8 tunes
based on kitn output, but the demand has still not been sansﬁcd

[nternational cement trade in the East Asian Region inceeased accordmgly As itis more
natural for cement, which is bulky and costly to transport, to be self-supptied in ¢ach country, il
is surprising to see that a large quantity of cement, over 40 million tons, is curreatly being
traded within the region.

b.  Outlook for Tight Supply and Demand in the East Asian Region

- Between 1995 and 2000, a production capacity increase of 76 million tons is planned in
Korea, Taiwan;, Hong Kong, and the ASEAN countrics, It ¢an be presumed that supply and
demand will increase at that same rate and that deficiencies will be filled by imports, mainly
from Japan, as is the curreit situation.

Strengthening of Production Camﬂyhﬁ;ﬁﬁ&ﬁ,@nlﬁcs
A summary of plans for the ‘increase in production - capacily, developed by cement

“associations of all ASEAN countries and compiled by the Japan Cement Association, is shown -

in ‘Fable 1. Presumably the total production capacity of ASEAN couitries, Korea, Taiwan,
.and Hong Kong will rapidiy expand from 164 million tons in 1995 to 240 million in 2000, an
increase of 50 percent, if all goes as planned,

'The report indicates that the plans include more new plant construction than expansion of
existing planls, and that foreign investors tend to favor plants that not only supply local markets,
but will also expori to various parts of what is decmed a single Rast Asian market, Conver:.cly
countries such as Korea and Taiwan view expansion of existing producuon capacily negatively
because their limestone resources are being exhausted and environmental concerns have become
hot issues.

In the following sections, the feasibitity of projects t0 increase cemcnl ‘production of
major counlrics will be discussed.

In China, supply is lmmcd‘against a roaring demand, and there are potential needs,
particularly for high class cemerit (“normal Porttand cement” in Japan) for use in large-scale
construction projects.  For this reason, the government has established a prograi to modify an
‘estimated 7, 000 old vertical kilns, to fotary type kilns, with the aid of foreign investment.
However since land is expensive and 1nland markets are small, and sinoe ther¢ is hule cost
difference between new constriction and old plant modification;, foreign investors tend to favor
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new constriction at new sites that are conducive to cement exporting.  Considering the
disparity in cconomic strength between the north and the south, it cannol be expected that the
expansion of the markets north of the Yangtze River will equal that of those south of the river,
which have as a core the Special Economic Zone, Prospective invéstor countries  include
Korea, Taiwan, and Hong Kong.  Countries that also intend to secure supply sources for their
own country include Thailand, and European countrics (France, Sweden, ctc.), as well as
Japan,

Meanwhite, Indonesia is the first ASEAN country (o show movement towards increasing
production capacity. Therc arc more (han 30 projécts that have been approved by the BKPM
{(Investment and Development Agency).  However, while the supply of cement is tight it can
be presumed that speculative projects for securing investment margin will be included.  Even
with the éxpansion of the existing plant of India Cement, the leading cement company in the
country, and with constriction of a large-scale plant in Kalimantan in joint veature with a
Korean investor, both of which are to be compleied by 2000, the production capacity increase
will be limited 1o only 1.4 millions tons. Itis predicted that production capacily will increase -
by at least six million tons in Thaifand with new construction underway by TPI Corporation, a
chemical manufacturer, who broke into the tight market dominated by Siam Cement Company,
Siam City Cement Company, and Jalaparatun, and with planned Taiwan Cement’s’ cminent
joint-venture plant with a domestic company. In Malaysia, six capacily ¢xpansion projects,
including one with the cement industrial association, have been announced lo solve the light
supply situation, but the increase in capacity will probably be limited to only five miliion tons
by only three of thein because cement prices are controlled and profitability can become a hot
issue.

Significant Expansion of Demand in ASEAN Countries

In ASEAN countries, since the expansion of internal demand measured against the
growth of GDP roughly exceeds an elasticity coefficient of 1, it can be piesumed that the
cement market is under expansion,  From the cement consumplion per capita numbers {Fig.
111-31) and the low supply levels of cement in the past (Table [11-25), it can be estimated that the
markel will continue 1o expand as the economy develops, a different situation than that of
advanced countries where cement markets have already mnatured.

According to the estimates made by the Japan Cement Association, it can be presumed
that the cement deniand in Korea, Taiwan, Hong Kong and the ASEAN countries, which will
total 180 millions tons in 1995, will quickly expand to 257 million tons in 2000, and that the
problem of excessive demand will continue in these areas. (See Table I1I-26)

China as an Uncertain Factor

The gigantic internal demands of China and its manufacturing plants are an uncertain
factor for international trade in the East Asia Region. = According to the World Statistical
Review by CEMBUREALU, apparcit consumption in China reached nearly 360 million tons in
1993, but it was deenied that the demand had almost been satisfied by the plants within the
country. Exporting from the internal areas of China is impractical because of high transportation
costs. Jt can be predicted that the exports from the Japancse joint-venture plants on the coast of
China will be limited to less than 3.5 million tons in 2000 and that these exporis will not greatly
affect international trade in the East Asia Region.
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C. ' View of Foreign Investors

Undeistanding the Rdﬁring Internal Demand

Cement manufacturers 'in overseas countries focus atiention on business - environment
issues such as; a) rich liniéstone resources, b) rapidly increasing interrial cement demand due to
the construction boom, and ¢) high transportation costs; and regard Viclnam as one of the most
promising countrics for invesiment. - Prior to planning the construction of new plants, studics
should first facus on the rapidly increasing cement demand in the counlry, and next on the
downstream market of secondary produicts gnd exports.

- Stability and Transparency of Policies

There are inany ASEAN countries where various regulations exist.  Somelimes, exporis
and jmports arc regulated 10 protect domestic industry. - In other cases, there exist price
controls thal assurc a stable supply. Indonesia does not allow the retailing of cenent by
foreign investors. Malaysia regulates the price of ceinent as controlled goods and has not
allowed -a price increase for over 10 years, Foreign enterprises’ desiring to develop their
business in a country would look at the slability and transparency of policies, including cement
price eoatrol policy, future prices for utilities, and profit transfer outside the country. Those
desiring o export cement would point out that cost sharing for infrastructure -improvement
projects such as ports and transportation facilities are an uncertain factor. '
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‘Table 111-25 Cement Accunulation (1913 - 1991)

{t/km?)

Japan USA UK ‘China 'S 'Korea Pphilippine

CAfarea 5,501 347 2,884 261 3,913 66

Adjusted CAjarea 5,601 4,203 4,008 711 2,928 442
CAJarea: Cement accumulation per national land area

Adjusted CA!area‘: adjusted to reflect difference of population density
- Source: CEMBUREAU, iBJ

Table I1-26 Cement Consuniption per Capita and Population estimation
Country Group  Cement Consumption Population Estimation
(kg/p) per capita (kg/p) (miltion)

1995 - 2000 19385 2000 % change
Taiwan 1500 1,223 1,304 215 230 1.4
Singapore | 1,433 1,121 3.0 3.3 1.7
South Korea - 900 1,233 1,268 45.0 47.3 1.0
Japan 900 645 642 1256 1275 . 03
Hong Kong 667 581 6.0 6.2 0.8
Malaysia 575 815 20.0 22.7 2.6
Thailand 400 567 893 60.7 66.4 1.8
Philippine 400 169 329 68.2 6.7 2.4
Indonesia 50 129 - 193 196.4 215.7 1.9

Source: Cement consumption per capita, Japan Cement Associalion
Population estimalion, ADB
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(5) Urea Fertilizer
(Sunimary)

1)  World demaid for urea fertilizer incicased an average of ‘5 percent a year for 20 years
from the carly 1970s to the end of the 1980s.  Aggressive efforts to expand supply capacity
resulted in excess capacity in the early 1980s, which has continued up to the present time (Sce
* Figure HI-32 and Figure 11-33).  Since 1990, the use of fertilizers has continued to decline
because of chaos accompanying the systemic reform in Eastern Europe and the fornier Soviet
Union.  Supply capacity is now declining becausc developing countries were reluctant to
- invest in fertilizer plam in hlc 1980s and feriilizer factories in the former Soviet Union were
shut down in recent years. - According to a supply aid demand forecast in July 1994, prepared
by the World BankfFAO/’UN]DO and the fertitizer industry, worldwide demand for urea
fertitizer is expected to recover slowly at a rate of 1.4 percent per year for the five year period
from 199394 to 1998/99, while growth in supply capacity will be slower at 1.2 percent
annually (Sece Table HI-27). The excess capacity of the former Soviet Union countries is
estimated at approximately 8 miltion tons for 1995, which is more than 10 percent of the total
wofld supply capacity of 75 million tons. The movement of FSU countries can create rapid
changes in the world supply and demand balance for urea fertilizer, and it is foreseen thal wide
fluctuations will disrupt the international market for coming years.

2)  Production costs of irea fertilizer are largely determined by hree critical variables: {1]
cost of raw materials, [2] plant consfruction costs, and [3] operating raie. ‘Naphtha and natural
gas arc the main materials used to synthesize ammonia, and they account for most of the
variable costs.  The important factors influencing sales ar¢ domestic agricultural policy and
international market conditions, Urea fertilizer is a classic inlernational market commodily
whosé trade price reflects the world supply and demand balance and fluctuations in the prices of
its main materials: naphtha and natural gas.
3)  During the 1980s, the worldwide excess capacity accompanied by a rapid fall in the price
“of naphtha caused a slump in the international markel for urea fertilizer, with annual  market
*fluctuating by about U.S.$60.-fon in a year. - (Sec Figure HI-34) - Fertilizer plants which did
not have a production cost advantage over thosc in nearby countries were forced to operate at a
loss, every time the international market slumped. A urea fertilizer plant (production capacity
of about 500,000 lonsjyear of urea fertilizer) started up in country M in the mid 1980s.
Produciion costs of urea fertilizer are were estimaied to be U. S.$180fton for this plant. It
appears that this p[anl loses aboul $40 miltion per year ifitis forced to ship its product at a price
of U.8.$100/on. - In the late 1980s, a plan was pupared for the construction of a government
operated urea fertitizer plant in country T {lo produce about 670,000 tons/year of urea fertitizer),
bui the ‘country’s National Fertilizer Corporation, which was the bocly in charge of the project,
doubted the feasibility study performed by an’ international ‘aid organization and asked a
university professor , who was - necutral regarding the project, for a reassessment. - This
“aroused public concern with the planncd project, which was ¢ventually canceled. Counlry B
completed three urea fertilizer plants that use clomcsucaJIy produced natural gas as their raw
material (each with production capacity of about 500,000 tonsfyear of urea fertifizer) in the late
1980s. These three planls, whose production coslis are estimated at U.S.$ 115/ton appear o
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have suffered a loss of more than $20 million per year when forced to ship their product at, for
cxample, U.S.$100/ton.

4)  ‘The construction of a capital-intensive urea fertilizer plant is possible only by the injection
of a large amount of foreign capital, 11 is essential to consider not only agricultural. policics
and the use of natura) gas, but to also forecast future international supply and demand and make
sure that the plant will be cost-competitive cnough to survive fluctuations in the international
market,

A.  Cost Struciure of Urea Fertilizer Plants

This report summarizes the urea fertilizer industry as it applies to the conslruction of a
urea fertilizer plant now under study in Viet Nam.  When it starts up by 2000, it will produce
~ about 500,000 tonsfyear of urea fertilizer, the equivalent of 330,000'l0nslycar of ammonia from
associated gas from the Bakuho oil field. A study of the earnings struciure of a urea ferlilizer
plant shows that production cosls are determined by three basic variables: [1] cost of raw
materials, [2] plant conslruction costs, and [3] operating rate.  Naphtha and natural gas are
direct raw materials used to syathesize ammonia, and account for most of the variable costs.
Depending on market conditions, it is possible io procure these raw materials from the
international marketplace, but it is important to guarantee a stable long-term supply (hat
corresponds to the plant's depreciation period.  Cost stability can be attained by finding
domestic sources of raw materials, constructing a plant of suitablé size equipped with
technology that provides good input efficiency, and by maintaining a high operating rate. The
important factors influencing sales are domestic agricultural policy in the couiitry where the
plant is constiucied and international market conditions.  in developing countries, fertitizer has
significance for probleins of starvation, poverty, and food security. ks price, subsidies, and
distribution mechanisms are strongly influenced by the agricultural policies of cach country,
At the same time, urea fertilizer is a classic international market commodity whose trade price
reflects the world supply and demand balance and fluctuations in the pricés of its principal raw
materials: naphtha and natural gas.

B. Outlook for World Supply and Démarid for Urea Fetilizer
a.  World Supply and Demand and Price Fluctuation for Urea Fettilizer

World demand for urea fertilizer increased an average of 5 percent a year for 20 years
fromn 32 million tons in the early 1970s to 80 million tons at the end of the 1980s. ~ During this
period, aggressive efforis to expand supply capacity resulted in the excess capacity in the
early 1980s, which has continued up to the present time . '

Since 1990, the use of feriilizers has continually declined because of chaos accompanying
systemic reform in Eastern Europe and the former Soviet Union.  Supply capacity is now
declining because the developing countrics were reluctant (o invest in fertilizer plant in the late
1980s and fertilizer factories in the former Soviet Union were shut down in recent years.

b.  Outlook for World Supply and Demand for Urea Fertilizer

According to a supply and deinand forecast prepared as a joint project by the World
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Bank/FAO/UNIDO and the fertilizer industry, and announced in July 1994, worldwide demand
“for urea fertilizer is expected to recover slowly at a rate of 1.4 percent per year for the five year
period from 199394 to 199899, while growth in supply capacily will be slower at 1.2 percent
annually. (Sec Table 1I1-27). ' _

The excess capacity of the fornier Soviet Union countries is estimated at approximately 8
million tons for 1995, which is more thain 10 percent of the total world supply capacity of 75
mitlion tons. The movement of FSU countries can creat¢ rapid changes in the world supply
and demand balance for urea ferulnzer and it is foreseen that wide fluctuations will disrupt lhc
international market for coming years.

¢.  Some Examples of Other Countries

During the 1980s, the worldwide excess capacily accompanied by a rapid fall in the price
of naphtha caused a slump in the international market for vrea fertilizer, with annual market
fluctuations of about $60fton. (Sce Figure HE-34).  Fertilizer plaiits which did not have a
production cosi advantage over those in nearby countries were forced (0 operale at a loss every
time the international market slumped.

A urea fertilizer plant which started up in country M in the mid- 1980s production capacity
of about 500,000 tons/year of urea fertilizer, the equivalent of 330,000 tons/year of ammonia
had total construction cosls in excess of $500 million and used domestically produced natural
gas as ils raw material. - This plant made country M, formerly dependent on imports for 100
percent of ils vrea fertitizer, self-sufficient in this product by the late 1980s. “However, it
appears that this plant, whose urea fertilizer production costs are estimated to be U.S.5180/ton,
loses about $40 million per year when it is forced to ship its product at, for example,
U.5.$100/ton.

In the late 1980s, a plan was prepared for the construction of a government operated urea
fertilizer plant in country T (to produce about 670,000 tons/year of urea fertilizer), but the
country's National Fertitizer Corporation, which was the body in charge of the project, doubted
the conclusions of the feasibility study performed by an international aid organization and asked
a university professor, who was neutral regarding the project, for a reassessment. This
aroused public concern with the planned project, which was éventually canceled.  The report
on the reassessment was more than just a financial analysis of the future profitability of the
fertilizér plant and of the repayment plan for international aid, It included analysis of the
effects of the project on the agricultural sector, inflow and outflow of foreign currency, and on
the domestic direct financial masket, along ‘with its potential conlribution to the creation of
- employment opportunitiés ‘and to the transfer of technology. The report pointed out:that
fertilizer prices, the factor with the greatest impact on the profitability of a fertitizer plant, were
difficult to predict as a consequence of the severe fluctuations characteristic of the international
fertilizer market. The final conclusion was that with the currcnt markel price fluctuations of
$60/ton annually, the construction of a fertilizer plant would be extremely risky, not only for
- project profitabitity, but for he national economy as well. For this reason, the project was
canceled.

- In the late-1980s, country B conipleted, at a cost of just under $ 1.5 billion, threc urea
fertilizer plants that use domeslically produced natural gas as their raw material {each with
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production capacity of about 500,000 tonsfycar of urca fertilizer, the equivalent of 330,000 '

tonsfyear of ammonia). This 1.5 million ton increase in supply capacity noi only provided
country B with self-sufficiency in this product, but also let it become an exporting nation.
These three plants, whose production costs are estimated at U.S.$ 115/ton appear 1o have
suffered a loss of more than $20 million per year when forced to ship their product at, for
example, U.S.$100/ton, for example.

‘The construction of a capital-intensive urea fertilizer plant is possible only by the injcction
- of a targe amount of foreign capita). 1t is essential to consider not only-agricultural policies
and the vse of natural gas, but to also forecast future international supply and demand and (o
make sure that the plant will be cost-competitive cnough to survive fluctuations in the
" international market.
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3.5 Hindering Factors for Forcign Dircet Investment

(1} Review of Forcign Dircct Investiment Statistics

In Viethamese FDI statistics, the size of investment projects is usually measured by
"Licensed Capital,” which includes the Vietnamese pariner's contribition to joint venture
projects.  After slarting construction of plants or facilities, corporations have to report to the
MPI their “Implemenied Capital,” which includes (he Vietnamese partier's contribution,

1,343 FDI projects are in operation as of December 1995, and licensed capital amounts (o
about USS 18 billion, l_m_.'cstmcut is 44% in manufacturing, 35% in Rotcl, Tourism. ‘These
two sectors account for almost 80% of FDI projects.

“Table 111-29 Sectoral Distribution of Forei gn Investment

Projécis in Operation (as of Dec. 27, 1995)

Sector #of Licensed Capital  |Share  |Avg. Size
_ ' - |Projects  |(million USS) (%) (mil$/pij)

Manufacturing 784 8,057 44 103

Hotel, Tourism ' . 238 6,331 34 26.6

0il, Gas 21 1,125 6 53.6

Transportation, Comniunication, Post - 45 - 1,066 G 23.7

Other 255 1,549 9 6.1

Total - 1,343 18,128 100) 13.5

Note:  Capital of canceled projects is excluded.

Source: MPI1

Foreign Dircct Investment in Viet Nam is concentrated in a few regions. Ho Chi Minh
City has 35% of total investment is in, Hanoi 21%, Dong Nai 13%. These three regions
account for almost 70% of FDI projects, and the other 30% are scattered throughout the other
50 provinces.

Eighteen percent of investment comes from Taiwan, 10% cach from Japan, Hong Kong
and Singapore, and 8% from South Korea. These five Asian couniries share more than half of
the FDI projects.

In 1995, 394 projects (excluding Oil and Gas) were licensed for USS$ 6.6 billion, which
is 62% more than in 1994. This impressive increase is mainly duc to the growth in the
manufacturing sector.  Implemented capital increased 33% and reached US$ 2 billion.

(2) Decreasing Impleimentation Rate

In contrast to the rapid increase in licensed capital, implementation or actual investment is
not growing as fast'as license approval, 'The growth rate of implcménlcd'capitai declined 10
33% in 1995 from 40% in 1994, As aresult, the accunlated implementation rate declined to
39%. Ilere are some factors that may have caused this decline:of the implementation ratc.
The weight of manufacturing projects, which require several years to implement, is increasing.
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Foreign investors face many difficulties such as complicated proceduces with many authoritics
or time consuming land acquisition.

Tablel-30: Licensed and Impleniented Capital of FDI Projecls
: ' © . (Million US$)
a_ b Ie d=c/b
Year | # of Projects| Licensed Capital |Iniplemented Capital| Implemen-
_ tation Rale
Yr. i Aan Ye. iGrowthi. Acm Yr. iGrowih! Acm Acn
1988 37 37 366 366 240 2400 65.6%
1989 70 107 53% 47.3%: 905 298 24.2% 538 59.4%
1990 1 218 596:  10.6%; 1,501 384{328.9% 9228 61.4%
1991 155 3730 1,388:132.9% 2,889] 823 114.3% 1,745 60.4%
1992 193 566 2,117 52.5% 5,006 982 19.3%; 2,727 54.5%
1993 212 838 2,887 36.4% 7,893 1,065 8.5% 3,792 48.0%
1994] 3620 1,200 4,071 41.0% 11,964] 1,500 40.8% 5,292  44.2%
1995 394! 1,5940 6,600 62.1%: 18,564] 2,000 333% 7,292 39.3%
Note:  Exetuding Oil and Gas
Source: 'MPI

Figure 111-36: Accumulated Licensed Capital and hnplcmenlélion Rate

{mit USS) .
20.000 ¢ -y 70.0%
- lmpleménalion Rate : - 65.70%
15,000 B T —— 1 60.0%
1 55.0%
10,000 | = 50_.0"/6
- " Licensed Capital 7 4_5'0%_'
% 5,000 | (Accumulated) 4 40.0%
35.0%
oo m 1 ’
0 - T '__l_ 30.0%%

1588 1989 1990 1961 1992 1993 1994 1995

Source: MPI

(3) Flow of FDI -- from Foreign Investor's View Point --

Before starting business operations in Viet Nam, foreign investors must go through many

procedures, formalitics, ‘and negotiations with many concerned agencies. A standard
procedure has not.been established and foreign investors have 1o cope with situations case by

- case, In order o analyze this "n_w}y door" environment of FDI, we divided the flow of
investment activity into three stages from the foreign investor's view poitit,
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First stage: Getting investment license

Second stage:  Construction of plant

Third stage: Business operation _

Based on this' three stage flow, we interviewed 19 enterprises (including nine in the Ho
Chi Minh aced, five in the Hanoi area, and five in the Hai Phong area) which have atready been
approved investment licenses.  These interviews -were conducted by the MPL  Japanese -

consultants did supplementary rescarch to analyze the interviews from a foreign investor's view
point. The typical flow path for forcign investment is shown in Figure I11-36.

First stage: Gelting investment license

In the first stage, the foreign investor starts looking for a Joint Venture (JV) partner. A
preliminary feasibitity study is conducted jointly with the JV partner.  Before submitting  the
investmient application to the MPI, informal discussions are held with many concerned -
ministries to confirm Vietnamese government policy. - MPT is now trying {6 shorten the period
between recciving the application and approving the license.  "Licensed Capital” in Vietnamese
FDI statistics is on this base.

Second stage: - Conslruction of plant

After getting the investment license, foreign investors have to pass many procedures and
formalities before setting up their corporation. These are (o get permils such as the
construction license, the land use permit, ‘and licenses for water supply, power supply, the
commuiication network as well as permit for loans. Once the JV corporation has been
established, its first task is to conduct a detailed feasibitity study. IT the JV corporation is
located outside the Industrial Zone (1Z) or the Export Processing Zone (EPZ), its has to acquire
land (by paying compensation for resident's forced removal) and construct infrastructure not
only within the corporate property but also outside, as the infrastructure provided by the
govermient does not reach the corporation's fence,  When the corporation staris coiistruction
of plant or facilities, it has to report to the MPI "Implemented Capital," which includes the
Victnamese partner's contribution.
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Figure 111-37 Flow of FDI

Fivst Stage: Getting Investment License Start
1

Find JV Partner

" Mot Feasible

Preliminary
FI$ Stop
Informal negotiations with many concerred ministries o~ Feasble
"""" I
MOSTE. Mnmslry of Mlmslry of “MPI
_ Trade lnduslry
. |
~ Apply for ~~__Rejecled
Invesiment License s
to MPI

Approved {Licensed)

Chlef Peop!es Ministry of
Archltect omm;t!ee Industry
l :

Procedures, Formalities, Land Acquisition T ESEh IV
Cotporation

Nol Feasible
Stop
Cancel
to MPI
. Feasv‘b:g _*'Modlfy )
Investment
' Plan to MPI
I - Consfruction o
Construction | ¢ aciructure
. of Plant
. . Tacs T - lmpiement
_Th"d Stage: Business Operation | l ] Investment
Procurement Production | [Sales
-Domestic . Domeslic
Himport i . Export
: H
Profit
Corporate - | Pividend - | [Reservalion
Domestic .
Tax Repatriate Re-investment| |

HE - 115



Third stage: Business operation

After the actual business operation starts, the corporation has to cope with many
regulations and formalitics. Tt takes time and cffoit to apply for iniport licenses for production
input materials from the Ministry of Commerce or to get a production quota from the Ministry
of Industcy.  Accessibitity to financial sources such as domestic banks is limited.

(4) Tactors which hinder Forcign Direct Investment

The results of the 19 interviews are tabulated in Table 111-31. - Factors which hinder
Foreign Direct Investinent and the investor's reaction are categorized in the following manner.

Factors _

©  Investor has to go through procedurd however it is smooth and does not take time.

®  The procedure is complicated and has to knock on “many doors."”

®  The procedure or regulation is harmful for the profitability of business.

Investor's reaction

& Investor perceives that the business environment is favorable and wants (o expand
investnient. _

3  Investor perceives that the business environment is unfavorable and wants to shrink

investment or delay the implementation of an approved pr_ojcct.

[ TInvestor perceives that business is not feasible in the current Victnamese business
environment.

In this interview, the number of samples is limited and this table does not necessarily
represent the current business environment in Viet Nam for forcign investor. Samples -are
extracted from the second or (he third stage, and two important points should be noticed in
analyzing the results of this interview. -First, foreign investors who conducted preliminary
feasibility studies and decided not to invest are excluded.  Second, interviews are conducted
by a person of the MPI and the interviewee may not give true inforination. So, Japanese
consultants did supplementary rescarch to analyze the interviews froin a foreign investor's view
point.

Forcign investment law was promulgated in Deceinber 1987, and Viet Nam started FDI in
1988. For a large manufacturing project, it usually takes three or four years to start business.
Most large manufacturing projects are in the second stage, so recent discussion on hindering
factors for FDI is concentrated on the first or second stage. However, this interview reveals
that the real bottle neck is in the third slage: the business environment itself.
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First stage: Gelting investiment ticense

In the first stage, the foreign investor has to look for-a Joint Ventare (JV) partner,
becausé land use permits are hard (o get for 100% FDI projects unless they are located in the
industrial zone (IZ) or the exporl processing zone (EPZ).  Before submitting the investment
application to the MPI. informa! discussions arc held with many concerned ministries to
confirin the Victnamese government policy.  If thic investment project is new or big for the
Vielnamese government, it takes time for this informal ncgotiation. There arc some cases

“where the forcign investor was forced to modify the investment plan through informial
negotiations, because the plan could have undermined the busiriess of an existing Staic Owned
Enterprise (SOL). '

Afier recciving the investment application, the MPI formally starts discussion with other
concerncd ministrics and after (hey come 0 an agreement, the investinent license is approved.
The Victnamese government is now (rying lo shorien the period between receiving the
application and approving the license by creating a "one slop service agency” or by selling a
time limit for approval. Thesc kinds of mcasures are effective in simplifying prooedurc
However, protective policy for SOEs may discourage forcign investors from investing in big
nanufacturing projects.

Sccond stage:  Construction of plant

After getting an investment license, foreign investors have to pass through many
procedures and formalitics to set up their corporations. - Most of them complain that they have
to knock on "many doors” to get the permits such as construction licenses, land use permils,
and licenses for water supply, a power supply, communication network as well as permits for
loans. This sitvation is created because many concerned agencies' staff do not have good
understanding of investment law, and they do not have enough management experience, while
the Vietnamiese government has nol issued clear orientations on forcign dircet investment in Vict
Nam.

If the JV corporation is located outside an IZ or EPZ, its has to acquire land (by paying
compensation for the resident’s forced remova). Infrastructure must be constructed not only
within the corporation’s property bul also outside, as the infrastructure provided by the
governinent docs not reach the corporafion's fence. - The above mentioned factors in this stage
cause the delay of construction schedules, and the increase in construction costs as they
fluctuate with building material and land prices.

In the southern part of the country, the HEPZA (1o Chi Minh city Export Processing
Zone Authority) and the DNIZAC (Dong Nai Industrial Zones Administration Commitiee) serve
as reliable consultants for foreign investors wanling to rid themsclves of complex formalities.

Third stage: ~  Business operation

Most big manufacturing projects arc in the second stage, so recent discussion on
hindering factors for FDI has been concentrated on the fiest or second stage.  The issucs in the
first and second stage arc mainly problems of procedure. Howevcr, the real impediment is in
the third stage. Many forcign investors perceive that the current business cnvironment in Viet

Nam is unaftractive.
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After actual business operations start, the corporation has {o cope with many regulations
and formalitics. It takes time and cffort to apply for lmport licenses for production from the
Ministry of Commercé and concerned ministries input materials. Moreover, foreign cxchangc
and unreasonable import-export tax policy have also created more obstacles for forcign affiliated

“companies.  As a résult, this could Icad to an increasé in the price of products and reduce their
compelitiveness.  Among interviewed companies, some claim that the import-export tax policy
can not prolect the industries which produce replacements for imports. O the contrary, the
policy even encourages import activities. Many companies claim that lhcy are producing
products to replice imports, but théy have no tax policy privileges.

Eveit though the growth rate is very high, the domesiic market is relatively small for
foreign investors who opecrate globally.  In some manufacturing concerns such as * the
“automobile or clectronics industries, investors have to face difficultics in' getting quotas for
- importing materials for production.  Doniesti¢ accessibility to financial sotirces are lmiited.

A forcign investor in Viet Nam is surrounded by many concerned ministries and has to
cope with many procedures. Fach ministry deals “with both informal discussion and
application from foreign investors, basically case by c¢asc. A yardstick of one ministry -
sometimes contradicts the measure of another.  As a resull, foreign investors perceive that
therc is no one consistent policy for FDI.  The Vielnamese government should work ol a
clear strategy for industrial development., One that the MPI can utilize when it grants licenses (o
investors, without having to wait for agreciment of other ministries.

The current  Vietnamese government's way ~of handling FDI  projécts is  not
transparcnt ,and allows arbitrary micasures.  This kind of approach to FDI is efficient for
regulating investment activity in Viet Nam, however, foreign investors may perceive that Vit
Nam is ot so altractive as other Asian countries. The Victnamese government should provide
a stable legal and accounting cnvironment for FDI activities in Viet Nam.
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Chapter 4 Bottleneck to Development of Small and Medium
Enterprises and Rural Industries :

4.1 Tndustrial Policy in East Asia and Rewew of Small and Medium Fntcrprises‘
and Rural Industry

(1) ‘Taiwan

The developmeiit process of Taiwan's economy is said to be a rote model for Asian NIEs
because of the fairly equal distribution of wealth (shown by the income level per capita),
balanced developnieat between urbaii and rural areas and rise of the middle class through the
“growih of small businesses. Its macroeconomic performance has far exceeded thal of South
Korea because of the absence of either an accumulated foreign debt or inflation.  Since 1960,
the growth of Taiwai's export industries has mainly been supporied by many comparatively
small businesses. The process of industrialization has been the pursuit of - maximum
employment rather than sceking ¢conoiny of scale of maximization of prot‘ ts through

!nlegratlon

In 1981, small privale businessés in Taiwan accounted for 99% of all manufacturing
busiriesses'in terms of numerical strength, 62% in terms of employment and 41% in terins of
the added value amount. The average number of employees per small business was 24.
Atready in the lale 1960s through early 1970s, these small businesses were selecting those
business activities which they could easily commence by importing standard technologies
which had reached the stage of maturity, and standard machinery and equipment from advanced
countries which they could combine with inexpensive labor to create new export industries.
The end result was the emergence of labor-intensive industries producing miscellancous goods
although the focal production practioz was predominantly subcontracted work for importers,
particularly leading retailers of advanced countries (mainly Japan and the US). - The surge of
these miscellaneous industries in Taiwan led to the apt description of Taiwan as one of the
world's key factories for mlscellaneous goods.

‘While there are many factors behind the development of these small private busmesses
they can basically be classified into endogenous factors, exogenous factors and policy factois.
The roots of the cndogenous factors are in the development of the commodity economy and
three subfactors can be pointed out.

1) H;slomal ang social accumulation

For the last 100 years or so, Taiwan has enjoyed a fairly high standard of agriculture and
sustainable export growth of processed agricultural producls It is also true to say that a
cerlain degree of the development of madern industies (relating to rice, sugar and camphor)
was achieved under the Japanese colonial rule before the Second World War. The hlslorlca!
'capual accumulation based on such mduslna! developmem, albeit limited, constitutes a viable
endogenous faclor for the devclopmcm of local small businesses.
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2)  Existence of the development basis for the donestic market as well as for industries in
general, including commerce and finance,

The development of agriculture over a long period of time has played a positive rofe in
the supply of industrial raw matcrials, devclopiment of commerce and cxpansion of the
domdstic market size. ' The ‘manufacturing industry has” devcloped through linkage effects
between the different industries.

3)  Existence of capable manpoiver

The firmly rooted tradition of emphasizing cducation and educational careers has
produced anodern workforce.  Interacting this witl the historic and social development of the
commodily economy has made it easy for entreprencurs to emerge in large numbers.

Secondly, the root cause of the exogenous factors, which illustrate the international
‘cconomic environment, is the expansion of the international division of fabor on a global scale.
The post-war world cconomy entered a period of expansion in the 1960s. Multinationals
moved into some developing countries and incorporated those countries’ local economies in
their global business strategics. At the same time, the promotion: of free trade began to open
up the markets of advanced countries for those developing countries.  Undér the strong imipact
of this new global economy, Taiwan allowed itsclf to ride the cuirent to materialize the
opporlunity for economic development.

A[lhough the exogenous factors are not unique to Taiwan, Taiwan successfully used the
global curreat to achicve economic developnient wilh the support of the above-mentioned
endogenous factors as well as the policy factors described next.

There are two important policy factors which explain the economic development of

Taiwan. :

1)  The concrele economic ard industrial policies introduced at each stage of economic
development have generally proved appropriate and effective.

2)  Taiwan's economic growth has been led by the supreme politico-economic system

described ‘as developmental dictatorship or development-oriented authoritarianism.  The

priority distribution of resources to certain arcas through political intervention in the economic
mechanisin has resulted in soine positive developmental effects,

In short, the economic and industrial policics in Taiwan have been mixed with protection
and laissez-faire, racmtalmg the rapid growth of private businesses (mainly small businesses).

Meanwhile, the development process of Taiwan's cconomy still has some unsolved
issucs, the most significant of which is the problem of agriculture. The foundations of
Taiwan's agriculture, which greéaily contributed to industrialization by means of preserving a
low rice pricc and low wages, were greatly shaken in the sccond half of the 1960s. Local
agriculture faced a period of transition from the late 1960s fo the early 1970s as it showed
conspicuous signs of stagnauon ‘duc to exhaustion caused by its support of rapid
industrialization. The central governmenl acknowledged the rmpovcnshed state of agncullure
and has introduced a series of support measures since the latc 1960s. ~ The main goal of these
measures is the modernization of agriculture by expanding farm managemenl size - and
mechanization.  When discussing Taiwan's cconomy today, it must be nofed that this target
has not yet been conipletely achieved.
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{2) South Korea

South Korea's industrial development process, which resulted in cconomic devclopment
“up to the late 1960s, was predominantly supported by the huge input of moncy and
technologies by Japan and the US. For example, the Ulsan Petrochemical Complex which
supplied basic indusirial materials was constructed with US technologies while the Pohang
Steel Works was constructed with Japanese technologies. The overwhelming influcnce of
Japan and the US is also evident in the electronic ard automobile induslries, both of which
grew to be strong export industrics., |

The 1960s was also a period in which the basic framework for the South Korean
industrial policy was established. - Although an export promotion policy was one of the basic
policies of the first National Plan formulated by the Pak adminisiration, its prominence was
proclaimed in the second National Plan which stressed export-orieated industrialization.

“The land value-based bonds issued as part of the agrarian reform in the midst of the
Korean War facilitated the industrial capilatization process of former fandowners. - Export-
oriented industrialization was launched in the form of assembly-type fabor-intensive industrics
where South Korea had a comparative advantage due to its refatively cheap labor.  The special
feawire of the South Korean cconomic development at that time, however, was the
simultaneous promotion of the development of heavy and chemical industries, undertining the
so-called dual-track industriatization policy. During this historical process of developmeat,
the adoption of a foreign currency quota system based on export performance further facilitated
industrializaiion, resulting in high growth of the South Korcan economy. ~Mcanwhile, a
monopolistic or oligopolistic economy system was ¢stablished and the trend towards
monopolics or otigopoties progressed with the passing of time. '

“The initial policy emphasis on export-oriented industrialization {from the late 1950s 1o the
end of the 1960s) encouraged exports.  What mattered for South Korean businesses was the
total export value of their products as the provision of a low-interest loan by the central
government depcnded on the value of their exports. Such an arrangement compellcd South
Korean businesses to keenly adopt the most efficient management practices, o increase their
production scale and to slrengihen the inferiational competitiveness of their products in order to
increase the export sale level. ‘The most rational way of increasing the export value was
lhrough the import of high- perform'mce capital goodsand ‘highi-quality parts to be combined
with the relatively cheap ‘and high-qualily local labor, an advantage of the South - Korean
economy at that time. As a result of this import drive, -the import of capital goods and
intermediate products became part of the structural arrangement of the South Korean economy,
leading to a chronic trade deficit, particularly a structural trade deficit with Japan.

The dependcncc on the foreign supply of capital goods and intermediate products.
hindered the sound growth of local small businesses which formed the backbone of the
domestic economy. * “The absence of small businesses, in turn, intensified the dependence of
domestic businesses on forcngn suppliers. ~The only way for local businesses' to reduce the
dependenoc on foreign suppliers was 1o produce the necessary goods either in-house or within’

a group of companies. This choice inevitably strengthened the monopolistic or oligopolistic
feature of South Korean mduslnes

Even at the next stage of industriatization which commenced in the late 1960s, small
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businesses commanded relatively low status compared (o large businesses in the manuflaciuring
scctor,  The industrial census in 1983 showed that sinall businesses accounted for 98.7% of
all manufactering businesses in terms of number but only 51% and 30.6% in terms of the
number of employees and produced added value respectively.

These figures clearly indicate the predomtinance of large busmcsscs in South Korean
industeial activities and illusirate South Korea's different development patier to tha{ of Japan
and Taiwan.

The niegative side of South Korea's induslrialization process was first recognized in the
1980s and the Chunn administration decided on the fostering of small businesses as a key
ingredient of the dcvclopmcnl strategy desigii (0 set a new process of cconomic growth in
motion in South Korea. The concreie measures pursited werc (1) the localization of the
hitherto imported, huge quantity of parts which was the main cause of the chromc trade deficit
with Japan, (ii} the developmeént of the middle class to reduce the income gap which had
* prevented the stabilization of sociely and (i) industrialization in rural areas to increase
employment opportunities in rural areas. At the heart of these three components of the new
industrial policy fay the promotion of small businesses as the trump card to improve the
sociocconomic struclure of South Koréa.

(3) ASEAN

ASEAN countries arc alteimpting to develop domeslic businesses by means of
encouraging inward investment with a view to the further expansion of “exporis, Ome
noticeable difference of their developmental attempis from those of NIEs is the policy emphasis
on the utilization of doiestically available material resources; an approach which is difficult for
NIEs to einulate because of the lack of such domestic resources.

One example of these attempts is seen in Thailand, the industriatization emphasis of
which is placed on processing industries to improve the added value of domestic agricultural
products.  In short, Thailand is attempting to become a NAIC (newly agro-industrialising
country). ~ The development of labor-intensive industries for agricultural products increases
the employment: absorption capacity of a country and leads to both the expansion  and
“diversification of agricultural production. For a developmg country where agriculture
occupies a cenral position in the indusirial structure, this type of industrial policy should prove
effective.

In advanced countries like Japan and NIEs, an income increase has been accompaniéd by
lifestyle diversilication and a subsequent increase of the demand for processed agricultural
products. ‘Because of the rise of the domestic wage level, these countries have bécome
increasingly -dependent on the overseas production or supply of such products, opening a
window of opportunily for developing countries to meet the demand.

Although ASEAN countrics have been pursuing exporl-onemcd industrialization,
- successful industries vindicate the selection of subject indusiries for development based on the
domestically available resources. Plywood, aluminum and rattas furnituré. in Indonesna, and
food processing centering on friit and coconut oil refining in the Philippines are exemplary
cases in point, -

The development examples shown by ASEAN countries, which-are now placing
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emphasis  on cxport-oricnted industrialization, actvally underline the importance of focusing
development ¢fforts on the fostering of industrics and busiricsses 1o make the best use of an
individua! conntry's domestic resources. Such cfforts have proven successful in overcoming
the constraints on devetopment.  The stronger a country is marked by small economic size,
rapid increase of productive power and scvere conipetition between businesses at home and
abroad, tic faster a pattern of price changes of productive factors, followed by the substitution
of such factors; industrial structure changes and productivity improvement emerges in the said
country. NIEs are currenily facing this situation. '

ASEAN countries are endowed with richer produictive factors than NIEs, but not as rich
~as'China.  If their rapid growth recorded in the late 1980s and 1990s continues, they will face
a situation similar to that currently faced by N1Es.  To ensure continual growth while avoiding
this sitiation, it will be necessary to not only rely on foreign capital but also to ensure the
development of local businessés and the establishment of endogenous technologies. The
development of NIEs exactly follows the path described above.

“In shori, ASEAN countries have been experiencing rapid growth as the constraints on
development have been overconi by a rapid increase of the inflow of foreign capital since the
1980s. Their policy task at present is to ensure the further growth of local businesses so that
the departure of foreign capital does not mean regencration of the constraints on development.

(4)  China

" The worsening of the Sino-Soviet relationship in the second half of the 1950s forced
China to opt for the path of self-reliant development and the fostering of heavy industries to
strengthen’ its military power. As ihe development of heavy industrics demanded capital
accumulation, there was only one path fo take, i.e. squeezing of the agriculiural sector.

Oneé of the problems of the carly indusirialization in China was the lack of a system (0
supply the industrial sector with surplus labor from rural areas despite the absorption of capital
from the agricultural sector. By enforcing strict family registration in both urban and rural
areas, the Chinese government blocked the movement of farmers to urban areas, This
restriction on fabor moveiment, in fact, suppressed the development of urban industries.  As a
‘business in a socialist economy ‘is required to provide a certain number of employment
opportunities, ignoring the economic principle of determining the number of employces from
the viewpoint of maximizing profits, it tends lo employ surplus labor. The policy of
promoting heavy industries under this situation intensified the forcible transfer of accumulated
capital from the agricultural sector and the dependence on capital rather than labor,

_ Immobility of labor and increased dependence on capital means a decline of the
- produgtivity of capital.  Needless 1o say, technological innovation can improve “the
productivity to solve the situation.  The technical development capability of China at this stage
of developrient was still weak and the closed economy meant limited scope for the import of
foreign technologies. * The concentration of .investment in the industrial sector to increase its
- capital stock failed to arrest the rend of a gradual decline of productivity growth.

L:abor movement restraint generally disturbs. the efficient use of economic resources.
To solve this prob!em, ‘China adopled a ‘unique method, i.e. the creation of village and town
enterprises in rural vitlages and towns to ¢stablish modern industries s¢parate from those in
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urban areas to absorb the surplus labor, The predecessors of the village and town enterprises
were communé- and brigade-run enterprises which were formed in the 1950s but which had
failed to have a strong impact on the Chinese econoiny dcspllc their survival through the years,
Following major cconoriic reforni ‘in 1978, they were given new life with significant
consequenices from the viewpoint of China's development strategy.  In addition to the
conventional dual structure of rural and urban arcas, a new dual structure was born within rural
arcas, resulting in a new development mechanism based on the two-layercd dual stencture.

Economic reform in China historically began in the agricultural scctor, followed by
“strengthening of the autonomy of the industrial sector. In the agricultural sector, peoples
communcs were dissolved and were replaced by private farming.  This provided a big
incentive for farniers and boosted food production from 300 miltion tons in 1978 10 400 million
tons in 1984. This rapld growth enabled the agricultural sector to produce a new surplus
which then contributed 10 not only improving the income of farmiers but also to the -
cstablishment and expansion of village and town enterprises.

While this two-layered dual industrial development strategy in China provided the
opportunity to change the conventional, right urban-rural dual structure, only the first half of
this strategy has so far materialized.  The second hall objective of using the vitalization of the
rural ¢oonomy as leverage to remove the traditional constraint on labor movement between rural
and urban areas and to put the ordinary development niechanism of a dual economy into action
has not been lulfilled.

Presently unsolved problems have been identified following the development of village
and town eaterprises.  Although the consiraint on labor movement between rural and urban
areas has been eroded in somie areas without official sanction, itis still operating in most areas.
The current problems also include the slow progress of the management rationalization and
surplus labor of slatc enterprises’ in urban arcas. In the case of some village and town
en{erpfiscs, the slow down of the equipment modernization process has resulted in ineflficient
managemcat,

An important issue for the Chincse cconomy in the future is the cstabl:shment of a
comprehensive developnient mechanism as an industrial policy tool for all ficlds of the two-
layered, dual-structured econoiny beyond the hitherto development framework largely confined
to the dual structure in fural areas.  Apart from efforis to eliminate the inefficiency of village
and town enterprises, the further reform of village and town enterprises operating in urban
areas will prove crucial in mcetmg this challenge of es(abhshmg a comprehensive development
mechanism.  Spread of this new mechanisin will deniand i improvement in the division of labor
between rural and urban industrics. At present, the production system of slale enterprises has
not wiped out the tradition of self-sufficicncy where cach entérprise operates as a complete
production unit, - producing alt 1ools, parts and intermediatc products, etc. “inhouse.
Conversion o’ a more rationalized management: system should be chcouraged as part of the
overall industrial reformn, -~ For example, a subcontracting agreement with a village or town
enterprise will provide a new approach to bridging the gap between riral and vrban industries.
The improvement in the division of labor will cnable the reciprocal arrangenient of sharing or
exchanging productive factors. The development of capital and technical cooperation will
gradually achicve the freedom of tabor movement,

One thing which will help to facilitate the above process is strengthening of the cconomic
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information network encompassing rural and urban areas,  There are many measures t0 assist
this process, including (i) the establishment of a neutral, publie institution capable of analyzing
data on individual state enterprises as welt as village and town entecprises to find feasible areas
for cooperation and to provide assistaice and guidance for thesc enterprises, (i) the
establishment of a system designed (o provide managerial guidance and financial assistance for
small businesses, (iii) the establishment of job centers in cities and viltages and (iv) further
consolidation of the socioecononiic infrastructure in not only cities but also in emerging quasi-
~ cilies in rural arcas.

4.2 Small and Medium Enterprises  in’ Process of Japancse FEconomic
Development

‘Following defeat in the Second World War in 1945, Japan made conscious efforts to
develop its econony in order to achieve post-war rehabilitation and a sel(-reliant economy and,
towards the end of the 1950's, it restored a markel economy.  The introduction of the General
Planning Principles for Tradé and Forcign Exchange Liberalization in 1960 marked the
beginning of a shift towards an open market economy and the National Income Doubling
Program announced in the same year underlined the strong commitment to high economic
growth. ‘The basic components of the external industrial policy adopted to achieve such high
growth were trade liberalization (increase of the liberatization ratio from 41% in 1960 to 93% in
1964 and abolition of the foreign currericy allocation system for import purposes), tariff
reduction (reduction of the gross tariff ratc from 7.1% in 1968 to 2.7% in 1974) and capital
tiberatization, all of which were designed to bring about a gradual shift towards an open markelt
cconomy. Internally, emphasis was placed on heavy and chemical industries as these were
belicved to be capable of achieving faster ¢conomic growth in the face of severe international
competition. To be more precise; economy of scale was sought in heavy and chemical
industries through govérnment interverition in terms of adjustinent of the investnent in plant
and equipment while industrial circles actively attempled to achieve indusirial reorganization by
means of merger or cooperation, etc. At that time, there was an undersianding that assistance
for the modcrnization of smnall aid medium siz¢ businesses was esseatial 1o strengthen their
infernational competitiveness and, therefore, wide-ranging mieasures to promote small and
mediuni size businesses were introduced, including measures designed to improve the
operational efficicncy through - the joint operation and grouping of factories, ~preferential
financing and taxation measures, business guidahce and diagnosis and manpower dévelopment.
The prosperily of Japanese small and medium size businesses today and their great contribution
to Japan's industrial activities through the provision of a reliable basis would not have been
possible without these measures.

(1) Status of Smalt and Medium Enteiprises

The current status of Japanese small and medium size businesses is shown below in
terms of the number of businesses, number of émployces, output vatue and added value.
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Table 111-32 Number of Businesses and Employecs of SMEs in Japan

Smali and mediui Size Businesses | Large Businesses Total
Number of Businesses 816,.883 (99.4) 4,549 :(0.5} 821,430 (100) .
Number of Employees 8,378,531 ©.7 | 449588 @33 |13308079 (100)
" Noles '
1. Manufacturing businesses only.
2. Figures in brackets are percentages.
Source: Management and Coordination Agency.
Table 11i-33 Share of SMEs in Japan
Item Share of Small and medivm Size Businesses
1987 1990 1993
Qutput Value 52.6% 51.8% 51.7%
Addod Value 48.7% 47.4% 51.6%

Note: In the }apanesc'rnanufaciuring sector, a small and medium size businessis defincdas an enferprise with less
than 300 employees.
Source:  MITI

As he above tables clearly show, Japanese small and medium size businesses still play
an important rofe in the Japanese economy and it can be duly said that the existence of vast
numnber of supporting businesses maintains the presence of -high flying Japanese large
businesses in the global economy and that Japanese small and mediuni size businesses raise the
level of added value attached to Japanese industries as a whole.

(2) Characteristics of Japanese Small and Medium Enterprises

In addition to constituting the very basis for Japanese industrics, Japanese small and
medium size businesses are characterized by the advanced state of the subcontracling
relationship or affifiation with large businesscs as the table in the next page shows,

Table 1I-34 SMEs Operating as Subconltractors in Japan

Number of Small andmedium | Number of Small and oiedum  Size| (BJ(A)

Size Businesses (A) Businesses Operating as Subcontractors (B) .
Manufacturing Industry | 816,881 456,636 R T
Blectrical  Equipment 16,326 28,321 78.0%
Industry - _ :
Transport  Muachinery 18,923 15,426 81.5%
Industry

" Source: Management and Coordination Agency
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In the case of such assembly industrics as’ the clectrical equipment industry aiid transport
* machinery industry, the prevailing structure is that domestic srall subcontractors produce
almost all parts/components and half-finished products while large manufactiirérs assemble the
final products. ~ In other words, the strong presence of small and medium size businesses has
created an industrial structure where the production valug of final goods roughly corresponds to
the added value of the industry in question. = This picture in Japan provides' a sharp contrast to
that of Nl[ls where the production of final goods has been rapidiy been increasing to almost -
caich up with Japan, particularly in Korea where the automobile industry and clectrical
‘equipmenl indusiry, etc. must rely on the overseas supply of parts/components, -half-finished
products and capital goods, cte. due to the weakness of “domestic supporting industries
comprised of small and medlum size businesses.

Gwcn signs of the emergence of the eclectrical équipment - industry and transport . -
machinery industry in Viet Nam, the fostering of supporting industries, mainty comprised of
small and mediutn size businesses, will become an important policy issue.

(3) Development State of Small and Medium Entérprises in Automobile Parts Industry

1)  Small and mediuni entcrpriseS producing automobile (and niotorbike) parts in Japan have
been achieving phenomenal growth following the rapid increase of both the domestic and
overseas demand for Japanese automobiles (and motorbikes). ' The gross production value of
the parts industry multiplicd 11.9 times from 360 billion yen in fiscal 1964 to 4.3 trillion yen in
fiscal 1990. Accordingly, the number of business facilities producing automobifes and its
parts which employ 100 or more workers increased from 694 1o 1, 076 in the 20 year period
from 1970 to 1990, underlining the trend of small and medium size businesses growing to
beconie the mainstay of Japan's industrial activities.

2)  The automobile parts industry in Japan can be characierized by the following 4 poiats,
A.  Multi-Layered Production Structure

The automobile paris industry in fact consists of primary parts manufacturers who have a
direct trade relauonshlp with automobde manufacturers (large businesses) and their sub-
contractors as well as ‘sub-subcontractors or even sub-sub-subcontractors. In short, every
large automobile manufacturer is supported by a chain of a huge number of subcontractors.

B. Business Afﬁlia!iOn :

All smalt and imedium size businesses are integrated into a line of business affiliation to
one automobile manufacturer or another as subcontractors, ranging from primary
subcontractors to those at the bottom of the subcontracting chain.

C. Stroag Dcpendencc of Automobilc Manufacturers on Parts Manufacturess

In the US the ratio of exlemally suppllcd pa;ls/componcnls is approximately 50% with
bodies and engines, etc. comprising the niajor ilems while the' corresponding ratio in Japan is

70-75%.
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D.  Most parts manufacturers are rather smalt and specialize in ceitain parts/comporicnts,

3} Three Underlying Factors of Development

A.  Increased demand at home and overscas (global motorisation) — establishment of mass
production system by the parts indusiry (cost-down) — improved parts quality (technological
innovation) - improved competilivencss — sales increase of antomobiles (export growth)

B.  Govemment policy to encourage the growth of parts manufacturers (small and medivm
size businesses), facilitating technotogy import from more advanced countries

C.  Conscious cfforts of automobile manufactirers (large parent companies) to develop their
affiliated parts: manufacturers: active assistance in ierms of technology, finance and manpower
has been provided by automobile manufacturers for their affitiated parts manufacturers because
of the vital importaiice of high quality parts arid cosi-down (o survive the severe compelition.

(4)  Measures Desigied to Foster Small and Medium Enterprises in Japan

In 1963, the Japancse government enacted the Smialt and Medium Enterprises Basic Law
as the center of the governmient drive fo foster small and inedium size businesses in Japan on
the grounds that the modernization of such businesses was essential lo strengthen the
international competitiveness of the Japanese cconomy which had adop!ed an open markel
cconomy reginie in 1960 as described earlier.

Pursuant to the purport of the said Law, a new policy implementation agency (Small and
Medium Enterprises Agency) was established to actively implemient a series of various
- measures designed o foster small and medium size businesses (relating to ﬁnancmg,
preferential taxation, manpower development, technical guidance and export promotion, etc.) in
cooperation with the regional bureaus of the MITI as well as local governing bodies.

1} Uaderlying Principles of Small and Mcdium Enterprises Policics

The following purport is described in the preamble of the Small and Medimn Enterprises

Basic Law. “Small and medivm enterprises in Japan have played an important role in the

growth of the national economy in all areas and have contributed to the stability of national life.

The growth of small and medium enterprises is essential (o achicve balanced growth of the

national economy through upgrading of the industrial structure and improvement of the
_international comipetitivencss of industries in the fulure.”

The grounds for enactment of the Small and Medivm Enterprises Basic Law is indicaled
here and the doctrine of simall and medium enterprises policies is clarified as follows. “To
correct the incompleteness of small and meédium enterprises - due to economic ‘and social
obstacles in conformity with the growth of the national economy, fo foster the self- hetp efforts
of sinal! and medium enterprises and to assist the growth of small and medivin enferprises with
improvement of the productivity and business corditions of small and medivm eaterprises with.
the objective of correcting the gap in produciivity, etc. between cnlerpnses and lo contribte to
improving the ‘cconomic and social positions of the cmployces of smiall and medium
enterprises.” (Artticle 1)
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The following two poinis are important here.” Firstly, small and medium’ enterprises
~ policies aim at supporting the self-help efforts of simall and medium cnterprises.  Secondly, as
expressed as "in coordination with the growth and development of the national cconomy”,
. small and medium enterprise policics in themselves do not constitute a unique policy revolution
but aim at “improving the economic and social positions of the employces of small and medium
enlerprises”.  In other words, in the implementation of small and medium enterprise policies,
it is a condiiion that protective poticics should not be readily introduced and that no
inconsistenciés occur between growth of the national economy and iniprovement of the national

tife.

2)  Structure of Small and Medium Enterprise Policies

The following 8 iters are indicated in Article 3 of the Small and Medium FEnterprises

Basic Law as governinent measures to achieve the targets of "improvement of productivity and
“business conditions" and "correction of dlsadvanlages (The emphasis on these items has,

however, been changmg in accordance with time. )

A Modemization of equipment

B - Improvenieat of technologies

C  Rationalization of management

D Upgrading of small and medium enterprises structure

E ' Correction of disadvantages vis-a-vis business activitics

F Promotion of exports and demand for products of simall and medium enterprises

G  Ensuring of fair opporfunities for business activities

H  Proper relationship between labor and management improvement of cmployec wellare

and securily of labor force .

Article 23 stipulatés measures for small cnterprises in’ pa:licnlm in view of the facts that
small enterprises comprise the ngrwhelxlming majority of small and medium enterprises, that
they have a weak business foundation and little benefit from measures regarding industial
structural changes (adaptive policy), such as modernization. ~ The policy planning of more
deticate measures is, therefore, required for smatl businesses.

3)  Small and Medium Enterprises Policy Implementation Organizations

Article 24 and Article 25 of the Small and Medium Enterprises Basic Law refer to the
financial and taxation systems, etc. involved in the concrete implementation of small and
medium enterprise policies, This reflects the fact that the growth of small and medium
enterprises was restricted at the time of the enactment of the Small and Mcdium Enterprises
Basic Law duc to weak fund raising capability and shortage of the capital required for
managenicnt rationalization and also indicates that this issue is still a principal issuc for smali
and medium entérprises.

Article 4 and Article 6 indicate the relationship bctween the governinent and local
governing bodies while Article 27 indicates the sngmﬁcance of orgarizations for small and
medium ecnterprises.  Article 4 species that the implementation of measures for small and
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medium enterprises by local governing bodies should correspond (0 government measures.
In addition, Adicle 26 stipulates that the governmeit and local governing bodies cooperate in
the implementation of measures and consolidate their organizations,  Article 27 advocates the
implenicntation of the necessary measures (o promote and consolidate those organizations
which aim at imiproving the position of small and medium enterprises with their cooperation,

Many organizations implementing snall and medivm enterprises poticies currently exist
and the Small and Medium Enterprise Ageacy of the MITI plays a ceatral role. - In addition,
regional burcaiss of the MITI, the Small Business Carporation (a special corporation), financial
organizations related to small and medium enterprises, local governing bodics, chambers of
commerce and industry, boards of commerce and industry and foundations of the Small
- Business Association, -efc.” are operating based on the spirit of the Small and Medium
Enterprises Basic Law,

What is most noteworthy is the role of local ‘governing bodies. The scope of the
business activities of small and medium enterprises is narrow compan,d to that of large
enterprises ang their activitics arc c!osely related to the regional economy.  The implementation
of unique measures by local governing bodics is, therefore, notrare.  Such measures include
the "System of Credit Guarantee for Small aind Medium Entesprises” and the "Law Concerning
the Promotion of Development of New Business Areas through Diffusion of the Knowledge of
Small and Medium Enterprises in Different Industries”, adopted as part of the small and
medium enterprises policies of the government. It is believed that the role of local governing
bodies will expand in the future as the significance of the progress of small and meditin
enterprises policies based on a regional viewpoint is currently increasing.  This point will be
further described later, _

Article 28 through Article 31 stipulate the cstablishmeit of the Small and Medium
Enterprises Policy-Making Council and its roles. The Smali and Medium Enterprises Policy-
Making Council is an advisory organization to promote small and medium enterprises policies
and is composed of 20 people with the necessary experience and academic standing.
Necdless to say, the reporls prescnted by the Small and Medium Enterprises Policy-Making
Council have conslifuted the basis for small and medium enterprises policies at each stage of
Japan's economic growth.

4.3 Current Conditions of Small and Medium Enterprises and Rural Industries
~in Viet Nam

(1)  Small and Medium Enterprises

“Many private smail and medium enterprises(SMEs) in Viet Nam, traditionally important
components of donestic 'material industries , were privatized between the sccond half of the
1980's and early 1990's. ~ During the pre-unification period (1954 - 1974) these businesses
operated under a different economic regime but their production aclivities were integrated into
the centralized socialist economic regime after unification. In 1986, however, the official
introduction of the Doi Moi policy put an end to the centralized econontic management which
was replaced by more open ¢conomic management based on such principles of a markel
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~econonty as indepeident decision-making by businesses and markel competition, elc. It is

apparent that the Doi Moi policy was intended to cncourage production activities of all-sized
enterprises in the non- pubhc seclor and was adopted because of government recognition of the
important role lo be played by private businesses in the process of the industrialization of the
Vietnamese eéconomy. This market-oriented ¢conomic management by the Vietnamese
goverament has noticcably stimulated the growth of SMEs, particularly privale busincsses
which aré very sensitive to market requircmcnts and which have been increasingly playing a
leading role in not only the domestic market but also in the export market.

1) Definition of SMEs

~ At present, no exact definition of a SMEs: appears to existin Vict Nam. However one
MPI(Ministry of Planning and Investment) fesearch’ paper defines a medium cnlcrpnsc as a
business with paid capital of 5 - 10 billion Viemaniese Dong(VND) and 501 - 1,000 employees
and a small enterprise as a business with paid capital of up to 5 billion VND and up to 500
employees.

The Bank for Industry and Commerce of Viet Nam (VIETCOMBANK) adopted
regulations 1o classify as SMEs; those en!ctpnses who have their value of fixed capital under
10 billion VND, working capital under 8 biltion VND, staff under 500 persons, and annual
turnover under 20 billion VND.

~ The administration of Hochiminh City identifics medium chterprises on the basis of 3
criferia as follow: legal capitat registered above 1 billion YND, labor force above 100 persons,
and annual turnover above 10 billion VNI, enterprises with 3 respective figures under the
above levels belong to the category of small enlerpriscs. '

On the other hand, the specialists in economics and the policy makers and managcrs

proposed strongly different criteria of identifying SMEs: within the range from 50 10 100 for

staff, and from 300 million to urder I billion VND for capitat.
2)  Overview of SMEs

Although official statistic data ori SMEs is unavailable, the number of all-sized licensed

: emerpnses in Viet Nam at the end of 1994 is 26,282 wilh the following types of ownership

f rom the Statistical Yearbook 1994, published by the General Statistical Office(GSO).
‘State enterprises : 6,042
Privale cnterprises : 13,772
Oihers(Cooperatives)  : 6,468
~ These figures include large cnlerprises, but almost all of non-state enterprises seein (0 be
included in the category of SMEs. Industry Department of GSO also laid out an estimation
that the small enterprises  in Viet Nam had accounted for 98%, while medium and lfarge
enterprises for 2%.(Sec statistical data of Viet Nam 1989-1993, Indusury Department, GSO, -
Hanoi 1994).  Thercfore we would like {o inake a brief analysis on enferprises in Viet Nam in
order to get some iiplication on SMEs in Viet Nam using these GSO’s data.
The latest statistics ‘published by the GSO in the k994 Stalisllml Yearbook reveal that in
genesal, (he average capital of re-licensed enterprises accounts only for about 2.1 billion VND.
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(scc Table IN-35) Thie respective figure for the processing industry is 2.06 billion VND.  In
4 big cities Hanoi, Haiphong, Danang and Ifochiminh City, this indicator is higher than the
national average - 2.35 billion VND per enterprise, of which the hlghest figure i is recorded in
Itochiminh city - 2.7 bllhon VND per enteiprise, the lowest Fgurc in Haiphong - 1.4 billion
VND per cnlcrpnsc I{ only the industrial enterprises are laken into consideration, and if they
are examined by 4 criteria: labor force, tumover, -total value of produciion and capital engaged
for production - then their scale would appear even smaller (sec Table 111-35.).

For the whole industrial branch, the average siaff accounts only for 5-6 persons per
enterprise.(sec Table 11-36) Among them, by this criterion, the slate-owned enterprises
(SOEs) can be geucrally considered as medium-size (294 workers per enterprise), while non-
public emcrpnscs as small -size (bclow 50 workers per cntcrpusc), ol‘which cooperative - 36
workers; private enterprises -42.5; and individual houscliold economic units in handicrafts and
small industry - 3 persons per unit.  The average staf foft,nterpnses in 4 big cities is higher by
about 1.5 - 2 times in comparison fo the national average of whole industrial branch. Up to
27% of fotal labor (546,126 over 2,051,267) engaged in enterprises over the whole country,
are concentrated in these big cities. If (he criterion of “having staff under 100 persons”
used to identify small-size enterprises, then almost all non-public enterprise can be taken as
small-size ones. This judgment also conn(:ldcs with the sample survey results, obfained by the
rescarch group in 4 big cities, .

As far as the tmover is concerned, generally for wiole branch, the SOEs have also a
clear advantage - 16,416 million VND per eaterprise, in comparison fo a figure of 209 million
per cooperative; 1,332 million per private enterprise; and 28 mitlion per unit engaged in
handicrafis and small industry.(sec Table 1H-36) Hochiminh City has the indicator of
“wimover per enterprise” higher than the national average. Particularly, the average turnover
of households engaged in handicrafts and small indusiry in Hochiminh City is by 5.5 times
higher than the respective general average, by 13.2 times higher than that in Hanoi; 14.7 times -
compared to Haiphong; and 9.7 timies - 0 Danang.  For Haiphong and Danang, this indicator
is fower, accounting only for about 1/2 of the general average. Meanwhile, the private
enterprises in Hanoi have their average turnover by nearly 2 times higher than the avcrage.

Concerning the total value of production, the trend of SOE’s advantage js also evidently
recorded - 5,634 million VND per state-owned enterprise; 90 million VND per cooperalwc, 461
miltion per private enterprise; and 11.7 million per unit engaged in' handicrafts and small
industry.  The above-given trend is also reftected through the indicator “tolal production value
per enterprise” in 4 big citics; where up to 36.7% (i.¢.6,650,323 over 18,116,895) of the total
production value, generated by all industrial enterprises in the whole country, are concentrated,
of which Hochiminh City atone assumes up to 27% (i.e. 4,953,757 over 18,116,895).

The evident excess by the SOFs in the above criteria can be justified through different
reasons, ~The most important of such reasons, besides certain advaniages resulting from the
macro-economic state management policies in favor of the SOEs, applied in the recent period
(c. g. They have a traincd labor force, a convenient location for- producllon and business
~ deployment, elc.),” should comprise the fact that the capital rcsoumcs of SOFs are by much

higher. - The Table 111:36 shows thal, on average, the SOEs gave their available capital (9,042
- million VND) by 98 times higher than that of cooperatives (92 million YND), by 13 times
“higher than that of private enterprises (713 million VND), and by 800 times higher compared to
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that of individual households (11.3 mil; VND).

By regions, cterprises in Hochiminh City are better-off than those in other citics.
More prccrsely, their respective figure is by 2.5 times higher than that of Haiphong, and by
1.5 times higher in comparison to that of Dianang. - Ii is noticcable that the capital resources
of individual houscholds engaged in handicrafts ‘and small industry in Hochiminh City are the
best(71.8 million VN per production unit), by 16.7 times higher than the respective figure of
Hanoi, by L1 times higher than that of Haiphong, and by 12 times higher than that of Danang,
In case of privatc entesprises, this indicator is comparable in 3 cities Hochiminh City, Hanoi
and Haiphong (about 1.0-1.1 billion VND).

- By production branch, the SMEs ar¢c mainly involved in the following domains: building
‘materials; wood and forestry products processing; ceramics, porcclain and glaSs; food
processing; leather. ‘The Table HI-37 presents the proportion of total production value, the
non-public enterprises assume in the above-deseribed production branches. It reveals that the
small enterprises generate a great majority of production in food processing (i.c. 82%), wood
and forestry products processing (77%), and then in the domain of ceramics, porcelain, glass
and leather (53 - 55%).

3)  Trends of Main Sectors
A. Textile and Sewing Sector

“Fhis sector has a long history and the Vietnamese goveinment {ostered this sector long
before unification as an export indusiry, based mainly in Hanoi, aiming particutarly at the
Soviel, East German and Czechoslovakian markets. - In the 12 year period from 1975, the
year of unification, to 1987, the sewing sector in Viet Nam enjoyed a great boom during which
58 million products were made for both the domestic and overscas markets.  With this sound
background, the textile and sewing sector has made steady progress in its adaptation 0 a
iarkel economy and has ensured it success as a growing sector.  Garments currently made in
Viet Nam are exported to 46 countries, led by the EU, Japan, Taiwan, Korea and the US.
The expori value has rapidly increased, from 143 miliion dollars in 1991 to 180 million dollars
in 1992, 360 million'dollais in 1993 and 550 million dollars in 1994, with a staggering annual
growth rate of more than 50%.

B. Food Processing Sector

The highest growing businesses in the food processing scctor are beer and soft drink
businesses. However, the production scale of these products does not fall into the category of
sinal} and medien enterprises.  Thosc products of which quick production growth is expecled
are also beyond the reach of the production capability of SMEs.  Likely. producis {or SMEs
this scctor are those using farm products or marine products.  To be more precisc, cooking oil
and processed dried fish or shellfish are the most promlsmg products and their export volumes
have been gradually increasing in recesnt years.

C. Ctiemical Products Sector

" The products of SMEs in this  scctor are such houschokd progucts as soap, detergent,
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paint and rubber tires. The factorics producing these items tend (o use simple facilitics
operated in a labor-intensive manner.  The demand for these products is certainly increasing.
A growing number of businesses wish to establish joint venturés with foreign businesses to
improve their technology and to achieve the overall modernization of thcir operation (o meel the
changing life-siyle in Viet Nam under forcign influence and the increasing export demand.
Another promising area with an increasing demand is plastics although only injection molding
is currently conducted by a small number of busiricsses.

(2) Rural Industries

State and other publicly-ownéd farms and cooperatives which once played a central role
in agricultural production under the centrally planned economy in the past have  been
undergoing profound changes due to the reéform policies under a market econoniy, including
the enforcement of the new Land Act which designates individual farming houscholds as basic
production units and allows the individual ownership and managenent of farmland to a great
extent,

To be more precise, the farming of state and other publicly-owned farms is how based on
the principle of contracted production by farm workers, acknowledging the farming rights of
individual works, and the main functions of farms are the collection and shipping of products,
post-harvest aspects of agricultural production and fanming guidance. Farms aré ren on a
self-accounting basis and still play a key role in the distribution, prooessmg and exporlﬁmpon
of fam products.

In the case of cooperatives, while their transformation to more modern cooperatives is
hoped for, many have either lost their function or remained as production control organizations
10 achicve production targets. Therefore, theic modemization is regarded as a pending issue.

1
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Table H1-36

Quantity, Labor force, Turnover, Total Production Value and Capital
of Tridustrial Enterpriscs in 4 Big Citics in 1992

Numbér [Number off Labor [ Turnover | Turnover| Production |- Prad. | Capital for Capital |
of Enter-1. Labor | force/| (milion | /Enterp. value | valude! |Production| : per
prises--| force |Enter-] VND) {million | (mil. VNO} | Caterp. | (million | Enterp.
‘ prise dong} {mit. VND) | (il
_ VND) VND}
1 2 3 4=3/2 5 6=5/2 7 8=7/2 9 10=9/2
Total 3771141 2051267 | 5.450027161| 132.7| 18116895|  48.|25993946| 8.9
SOE ‘2268 | 6575512043 37230694 164156 | 12778912 | 5634.4 | 20506928 | 9041.9
Cooperatives 5732| 207168| 35.1| 1196918 2088| s514794| 98| 525492 91.7
Private Enterp| 1114 47373 | 42.5| 1483676 | 13318| 513305| 4608| 724322 713,
Individual ' ) -
households 358000 1129175f 3.1}10115875] - 27.5} 4309884 |  11.7] 4167267 11.3
Hanot 12482 | 139683 | 11.2| 2951581| 2365| 1077931 86.4| 1345065| 107.8
SOE 253 94314 | 372.8 | 2640784 | 10437.9] 910244 {3597.8 | 1163496 4598.8
Cooperatives 1031 16589 | 16.1| 105840 1027 735141 713 96186 93.3
Private Enterp. 37 1841] 498| 76583 | 2069.8 13595 | 367.4 37452 1012.2
fnvidual '
houszhotds 11181 26942 24| 128374 1.5 80578 7.2 47931 4.3
Haiphong 6443| '62888| 9.8| 860046 133.5] 312473|  48.5| 488262 75.8
SOE 101 33704 [ 333.7| 743058| 73s7.| 25071324823 357441 3539
Cooperatives 283 911 35. 40143 1418 21665 76.6| 34849| 1231
Private Enterp 49 2473| 709 14858 299.1 12330 251.6 56974 | 1162.7
Invidual _ : _
households 6010 15800 26 62192 10.3 27765 4.6 38998 6.5
Q. Nam - 3645 62162| 7.2| s30750 73, aoeis2| 35.4|  200380] 232
Danang _ _ )
SOE 52| 18457|354.9| 395608{ 7607.8| 142238]2735.3| 112739] 21681
Cooperatives 461 11394 | 24.7 95033 206.1_ 65521 142.1 31063 674
Private Enterp 40 1841 46,1 13678 342. 86501 221.3 9215 2304
Invidual : : pt _ _
households 8092 30470| 3.8} 126431 15.6 89553| 1.1 47363 59
HCMinh City | 24800| 281393| 11.3[16463540| 663.9| 4953757 199.7| 6605170 266.3
SOE 389 | 140402 | 360.9 (11388422 | 29276.1| 3390829 |8716.8 | 4390195 [11285.8
Cooperatives 710 21183 98| 406009| 5718 125034 | 176.1| 142845| 201.2
Private Enterp| 333 | '23s545| 70.7| 1916525 33529 343844 |1032.6| 304078 i183.4
tnvidual : ' . o
households 23358 962631 4.1 3552584 '152.] 1034050 46.8) 1678052 71.8
Saource: General Statistical Office
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Under the new farming practice, a farniing household or group of workers ¢nters into a
contract with a state or other publicly-owned farm to receive farmland which the farmer or
group in question is cntitled to farm for a specificd period of time.  Part of the harvestis paid
to the farmi as rent for the land and (he sales receipt for the remaining harvest becomes the
farmer's or group's income.  Even though the products are oftent sold to the fanm, therc is no
compulsory obligation for a farmer or group 10 do so. The faom may purchase not only the
products produced on its farmland bui also those produced by neighboring independent fariners
for processing and marketing purposes.  Stale of other publicly-owned farmis play a major
role in the production and proccssing of such export products as coffec, tea and rubber as well
as some traditional craftwork using farm products and, thercfore, they are an important feature
of rural industries in Viet Nam.

‘Meanwhile, cooperatives have béen struggling to [ind a new role since the introduction of
the Doi Moi policy in 1988 to replace their old role as production contro} organizations, They
arc expected 1o assume the new role of providing market information, promoting technology
extension, providing farming equipnient and materials and prowdmg managerial advice, etc.
with & view to assisting their member farmers position as a vital part of the development of
raral industries, Their transformation so far suggests that they have failed to meel these
expectations in a salisfactory manner. - Some 27,000 cooperatives were said to exist across the
country in 1992, The sharp decline to the presently estimated 2,000 cooperatives since then
must reflect their failure lo change to meet the challenges of a new economic climate.

‘At present, visible industrial activities in rral arcas ar¢ largely conlined fo the processing
of some farm products and the manufacture of traditional craftwork by state and other publicly-
owned farms as described earlier and small-scale ricc mills operaling throughout the country.
The promotion of rural industries poses an urgent challenge to the Vielnamese government
because of its absolute necessity (o absorb the excess population in rural areas,

4-4 Bottlenecks to Development of SMEs and Rural Industries in Viet Nam

(1)  Small and Medium Enterprises

As already pointed out, SMEs in Viet Nam have traditionally been components of the
national economy and have greatly contributed to the country's material production. However,
their production activities and status within the industrial structure have been far from stable in
the recent period of upheava] chardcterized by a serics of wars and changes of the social
system.

Under the present market economy system prompted by the introduction of the Doi Moi
policy, SMEs are expected to not only stabilize and consotidate their status as components of
the national mduslna] structure as Soon as poss;btc but also {o increase their prod uction capacily
in view of the fact that the Viemamese economy now needs to build indusiries (o absorb the
ever increasing labor force with a view to not only meeting the domestic demand biat also
stimulating the country's export activities. SMEs are expected to play an important role in the
achievement of these objectives.

Under these circumstances, the Goveriment of Viet Nam is showing a' growing
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awareness of the importance of inteoducing meastres desigoed to strengthen and foster SMFs
so that they can play a grealer role in the accelerated cconomic development of the country.
However, the actual progress of the adoption of such measures has been slow up to now.

An interview survey was conducted as part of the Study by MPI staff on 15
representative SMEs in 4 major cities in Viet Nam (5 in Hanoi, 3 in Haiphong, 5 in Ho Chi
Minh and 2 in Da Nang), mainly on the question of the present and future bottdenccks of
business managenenl.  Although the siall number of samples, necessitated by the time
constraint, demands careful handling of the survey findings, the cxistence of the botllenecks
described below is clearly indicated based on the table of the survey findings and the MPI '
report on the same suivey findings (sce Table HI-38).

1)  Capital Shortage and Limited Capital Increase Prospects

The average paid capital of the SMEs surveyed is approximately ‘1,100 million VND
(US$ 100,000) which is larger than the average paid capital of approximately 743 million VND
{US$ 70,000) for all private businesses in Viet Nam in 1992 but is stated by the owners of 12
~of the 15 surveyed businesses to be too small to ensure efficient business management in the
urban businéss environment.  This inadequate levet of capital is said by thesc owners to be the
cause of the limited production capacity and the difficulty of introducing new technologics.

Even if these businesses plan to raise additional capital to solve the situation, they find it
* difficult to do so under the financing system of the present government and must, thercfore,
* raise capilal gither (hrough profit accumulation or personal conncctions.

The suggested lack of a financial system which is capable of assisting SMEs(particularly
private businesses) operating in markels offering opportunities for business expansion poscs an
~impontant task to be earnestly dealt with within the framework of the Vietnamese economy.

The concrete bottlenecks faced by SMEs in conncction with the current financial system
include the following. '

A.  ‘The high interest ralc (the minimim rate can be said to be 10% per annum although the
intcrest rate policy is under review) and niaxiimum repayment period of one year make the use
of loans for plant and equipment investment impo'ssible.

'B.  The strict conditions attached to loans, requiring safe collateral, and complicated loan
procedure make it impossible for SMEs to obtain loans given their finaicial and managerial
strength. :

C. Thereis hardly any linkage between banks and businesses.

2)  Limited Scope for Introduction of New Technologies

Most of the currently operating SMEs In Viet Nam conduct their production activities.
with antiquated equipmeény/machinery which is almost from the age of handicrafts and/or is well
beyond their period of depreciation.  Two-thirds of the businesses surveyed expressed a
desire to increase their production capacity through the introduction of modern
‘equipmenymachinery.  This survey finding is shared by the joint survey conducted by the
" German SMEs Association and the Technonet Asia Organization on 86 Vietnamese SMEs(36 in
Haiioi and SO in Ho Chi Minh) in December, 1994.
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The survey ﬁndmgs suggest that although the shorlagc of funds described earlier is the
main reason for the failure of SMEs to achieve their strong desire for modern
equipment/machinery, the lack of information on the avaitability of new techinologies is also
said to play a part in such failure.

The questionable quality  of the  products :made  uwsing  antiquated, poor
cquiprent/machinery is said to have frequently hampered new business opportuities.

Most managers of SMEs would like to sce the implementéition of appropriate government
measures and fo oblain the vital information required to solve the current situation and the
survey finding that some businesses are considcring the establishment of business links with
foréign businesses underlines the eagerncss to lmprove their business performance among
SMEs in Viet Nam.

3)  Shortage of Marketing Information and Competition with Hlegally Imported Products

The development of SMEs in Viet Nanm has been obstrucied by the insufficient provision
of marketing information which is manifest in the form of the difficulty of conducting
* production planning due to a shoriage of markel-retated information, in tura caused by the
immaturity of industrial associations to suppoﬂ SMEs, and also the difficulty of forecasung the
required production level o meet the demand and the required siandard quality, in turn caused
by the difficulty of establishing the consumption demand, in both- the quantitative and
qualitative aspects. -~ What has made the situation worsc is the confusion in the domestic
market caused by the huge inflow of ilegally imported products which has ‘caused strong
concern in recent years, - Unless the government urgently tackles this problem in "an
appropriate mianner, the economic activities of SMEs, which must be éncouraged, will greatly

suffer.

4)  Taxation System and Tariff System, elc. Designed to Fosler Small-to-Medium Size
Businesses

~ Many managers of SMEs have expresscd the opinion that the current systems, including
the taxation and (ariff systems, have unfair elenients in their dealing with private businesses
compa:ed to their treatment of state-run businesses. (This point requires elaboration in a further
study as the details of such unfair treatment have not been sufficienty clarified by the present
Study).
In any case, there arc grounds to call for a review of the prescnt legal and other systems
and the introduction of new measures to encourage SMEs(particularly private businesses).

5)  Lack of Technical Expertise

The schoo? attendance rate and general educational standard in Viet Nam suggest that the
. proportion . of skilled  workers s approxlmately 40% of the entire workforce.
SMEs{particularly private busmesses) in Viet Nam are not in a position to cmploy stich skillcd
-workers, however, mainly because their poor financial slrenglh necessitales a low wage base.
The fact that small and medium enterprise find it difficult to have access to the vocational
trammg opportunitics provided by the govcrmnenl or industrial associations also contributes (0
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theit difficulty -of breaking the present situation in which (hey . caniot fostér- high grade
- enginéers and administrative staff of théir own.

6)  Conslraints on Business Expatision Programs

In addition to the constraints posed by the low wage base described above, there is also a
physical constraint in urban areas in that it is difficult to obtain land for business expansion and
this is increasingly becoming a major constraint with the advancement of urbanization.. The
sitvation has become so critical (hat there is now a stroing call by poblie bodies for the
establishment of suburban industrial parks for SMEs. (Herc again, the opinion that private
businesses are ai a disadvaniage in oblaining land compared to state-run businesses is voiced.)

7 Lack of Infrastructure

Another problem is that the Tack of infrastructure in urban areas obstructs business
activities. The study findings have revealed various problems in both the production and
distribution fields, including qualitative and quantilative problems of the water supply facilities,
an unstable power supply (especially in southern Viet Nam) and serious traffic congestion due
o the inadequate road network. One example of the adverse effects of the infrastructure
shortage is the repori thal an electrical inanufacturer in Haiphong has missed a JV opportunity
with an overseas manufacturer because of the lack of infrastructure. :

The above analysis results illustrate the. qualitative “side of “the bottlenecks to  the
development of SMEs found by the present Study.  {tis hoped that a folow-up study will be
conducted to establish further details of these bottienecks as the limited number of samples
examined by the present Study duc (o the time factor did not allow claboration of the initial
findings on the botllenecks.

(2)" Rural Industries

Almost 80% of the country's total poputation live in rural communities which are also a
key component of Viclnamese socicty due to food production for not only domestic
consumption but also for export, mainly rice, as an important national revenue source.

Since the  introduction of the Doi Moi policy in 1988, the Government has been
implenienting a comprehensive agricultural developinent stralegy which aims at achieving the
increased production of not only food products but also agricultural products for industrial usc
with a view (o facililating the combined development of agriculture and the manufacturing
industry.  Moreover, stock raJsmg is also considered part of this stratcgy to achieve the all-
round development of rural commuaities.

Despite active efforts made by the government, the achievements of this strategy arc not
yet very noticéable due (o the limited farming aréa per household (estimated national average of
0.77 ha) and other unfavorable: conditions. Under the present circumstances, fanning
houscholds cannot be expected to save and the envnsaged combined development of agriculture
with other industries appéars 10 be still far from becoming a reality,

The ultimate objective of ‘sociocconomic development in Viet Nam seems (o be the
establishinent of a diversified cconomic structure in which fasmers and other people conducting
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agriculture-related activities enjoy a liigh income and good living standard in an affluent rural
environment.  In this sense, the development of rural industries is an important policy issue
for the government,

For the present Study, MPI staff conducted an intesview survey on the perccived
bottlenccks for the development of typical rural industrics in provinces near 4 major cities in
Viet Nami {Hanoi, Haiphong, Da Nang and Ho Chi Minh). Although the limited number of
saniples and the geographical bias involved in this survey make it difficult to clarify the national
picture, the findings are still deemed useful to shed light on such botticnecks as described next,
(It is hoped that a more detailed and comprehensive survey will be conducted in the near
future.)

1) Lack of Businéss Capital

Rural businesses, possibly classified in the category of such cottage industries as family-

© run rice polishing mills and agricultural tool repair shops, etc., are currently found in many
- rural areas but the lack of capital accumulation by these businesses and the lack of a financial

system to provide them with starting capital have prevented their further growth.,

In addition 1o some 7,000 agricultural credit unions, the Agricultural Developinent Bank
of Viet Nam has a branch network throughoiit the country, providing loans for the agricultural,
forestry and fisheries sectors, slate farms and cooperatives, ctc.  The limited nature of the total
funds avaitable for loans and the preferential treatment of stale enterprises and state farms mean
that only 10% of the lotal loan amount went (o individual farming households in 1993,
underlining the ineffectiveness of these loan facilitics to promote rura! industries.  In more
recent years (since 1994), the southern provinces around Ho Chi Minh are said to be secing an
increase of stock raising-related rural industries as many joint ventures established through
direct investment by foreign companies have sought loca! subcontractors.  This linkage with
foreign companies moving into Viet Nam through direct investment can be regarded as a viable
strategy to promote rural industries. Unfortunately, however, this strategy has the inherent’
limitation that it is only feasible in areas near a large city and with relatively developed basic
infrastructure {described later).  For the nationwide prom’olion of rural industries, the likely
way forward is the diversification of agricultural products, followed by encouragement of
industries to process diverse products

2)  Absence of Basic Infrastructure (Particularly Roads)

It is probably no exaggeration to say that the Targest bottieneck which has kept rural

- comununities in Viet Nam out of the process of modernization and the market economy is the

Tack of access to markets due to thé abserice of a reliable road rictwork,  The key ingredient of
the strategy to break up the monoculture- dominated ¢conomic stricture and to diversify the
rural economy is the creation of distribution, information exchange and human exchange
networks to facilitate access to markets and to disseminate market information.  In short, the

development of local roads 1o link rural areas to consurption areas is a precondition for the

development of rural industries,
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3)  Shorlage of Manpower in Traditional Craftwork Sector

Rural areas in Viet Nam have long boasted the (radition of high quzilil)}r handicraflts
{stone-crafts, potiery and rallan work, cl¢.) and it is not unusual for an entire village 1o be
involved in eraftwork in one way or another 1o form local industries.  The gradual decline of
craftwork under the previous centrally planned socialist economic system and the shortage of
people willing to tearn-craftwork skills under the present market economy system have made it
essential to foster new manpower 10 preserve the traditional craftwork sector.  In addition, a
distribution system for handicrafts in the domestic market and for export must be properly
established.

Having identified the qualitative bottlenccks described above, it is hoped that a further
study will be conducted fo establish a more detailed picture of the boitlenccks given the
importance of promoting rural industries for the development of rural conimunities in Viet
Nam.

4-5 Necessity to Promote SMEs and Rural Industries in Viet Nam

The findings of the careful examination of the developmént processes of NIEs and
ASEAN countries clearly -suggest thal the Government of Viet Nam must promote the
developinent of SMEs and rural industries ‘as a key issuc¢ to achicve the goal of import-
substitution industrialization and to facilitate the growth of export-oriented industriatization in
th¢ ongeing process of Viet Nam's ecconomic development under a market economy regime.
Policies designed to assist the development of SMEs and rura! industries will generate the
folowing positive effects.

(1) Iacreased Employment Opportunitics

The introduction of a government policy to provide immediate and future eniployment
opportunities to absorb the surplus labor in rural communities in Viet' Namis an urgent
sociocconomic task for the government.  The development of SMEs and rural industries will
be a crucial component of such a policy.

(2) Contribution to Improved Trade Balance

Import-substitution industriatization and the promotion of export industries will
obviously improve Viet Nam's internationat trade batance.

(3} Swonger Industrial Lmkage and Increased Dissemination of Technologies ‘ through
Market Competition

Industrial linkage will be strengthened through the siage of multiple-layered development
involving businesses in different sectors while technologies will be further advanced and
widely disseminaled to produce more added-value. At the same tinie, the stronger industriat
linkage and increased dissemination of technologies will foster industries 1o support those
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industrics (particularly e machine and electronics industrics) of which the development is a
strategic target of the Government of Viet Nam. _

The policies designed 1o encourage SMEs and rural industries described above must be
accompanied by other policies aiming at assisting infrastructure development and providing
incentives for the well-planncd distribution of industries to rectify regional gaps. ‘These
additional policies are important to avoid the derimemat effects of developmient on the
“environment, '

The linkage of the above-mentioned policies is schematically shown in the next page.
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Figure 111-38 Position of Proiotion of Small and M edium Enterprises and Rural Industrics
in Industrialization Process of Viet Nam

Main Policy

Creation of Employment
Opportunities

=t——— Promotion of industries with ‘a ldarge labour
absorption capacity

Encouragement of ‘the ‘establishment of new
businésses {(measures (9 promote small-to-
medium size businesses)

Promotion of rural industries

leproved Trade Balance

~4+————— Immediate and futute promotion of export
industries (the food processing and apparel

(through domestic
procurement of capital and
intermediate goods)

industrics are closely related to the promotion
of simall-to-medium size businesses and rural
industries)

Import-substitution indusirialisation focusing
on industries which are currently heavily
dependent on imports

Advancement of Industrial and
Technical Structures and
Strengthened Industrial
Linkage

g — Promotion of industries with large potential to
strength industrial linkage and to disseminate
technologies

\ Promotion of supporting industries (especially

the machine and electronics industries) for the
above strategic indusiries

Issues Requiring Careful Planning

- Suppression of Growing
Regional Gaps

~#-———— [nfrastructure improvement and prefercatial

measures for key regional development accas

Prevention of Environmental
Destruction

\ Promotion of rural industries

~———— Well-planned distribution of tndustries

T~ .
DT Thorough checks on individual projects
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Chapter 5§ Affiliation with AFTA and APEC, and its Influcnce

5-1 The Impact of Participation in AFTA: ~The Effects of Economic Integration
on FDI Inflows

(1)  Introduction

During the recent decade, the economic interdependence between countries in the region
- of Bas( Asia or Pacilic Asia--- Japan, Asian NIEs, ASEAN countries, and China, has been
significantly decpening whilc these countries have experienced rapid economic growth and
* trade expansion. Both the volume of intra-regional trade, together with the share of overall
trade, have been increasing in the region.  Also, in the laiter half of the decade, the intra-
regional foreign dircct investriient (FDIT) flows began to expand dramatically.

‘The role of foreign direct investment (FDI) in the economic development process of
developing countries is drawing more attention. -Although the possible negative cffects of FDI
on economic development have been posed, there seems o0 be no doubt that the massive flows
of FDI into ASEAN countries in the late 1980s contributed a' great deal to rapid economiic”
growth in these countries.  Naturally, the role of DI in the economic reforms of sonie Latin
‘American and formcr socialist countries in Asia and Europe is a great concern.

In the ‘context of economic integration, "government-led® or institutional regional
economic integration, such as the EU and NAFTA, is said o place a considerzble impact, not
only on the flows of international trade, but also on the flows of FDL Thas, it will be
important to examine how and to what extent the FDI inflows to Viet Nam will be influenced
by its participation in AFTA.

(2) Background of AFTA: Economic Interdependence in the East Asian Region
1 lnlra-Regionﬁd Trade -

A Dunng the period of the 1970s and 1980s, the economic growth rates in most East Asian’
countries were significantly higher than in other regions in the world (Table HI-39). - During
" the same period, these counlncs cxp-cncnced drastic changes in their éxport ratios (Table 1i-
40).
B. The trade structure of East Asia changed drastically, with the rapid expansion of overali
trade in the region. * Both the volume and the share of intra-regional trade increased. ~ The rate
of expansnon of intra- reglona] trade in East Asia, since the early 1970s, is two times hlghcr than
that of the world (Table I-41). Bspecially after 1987, intra-regional trade began to-increase
and to surpass that of North America and as welt as to approach the level of the EC (Table 11-
42). ‘Thé rate of éxpansion of intra-regional trade- within ASEAN is slightly higher than of the
world trade.
C. In general, the dcgree of Bast Asia's trade dependence on the U.S. has declined and
Japan's and also (lhe) ANIES's (rade with East Asia has e).panded tremendously since 1987.

nt - 149



However, considering the trade structure “of the region by industry and type of goods
(industrial materials, -capitat and parts,” consumer * durables, non-durables), the: ASEAN
countrics are still highly dependent on the U. S, and the EC market, for cxports, CSpccmily of
~final goods.  (‘Table 111-43).

D.  As for the structurc of intra-regional trade countrics, while Japan's imporl of consumer
goods and industrial paits from ASEAN increased and China's export to ASEAN countrics
expanded rapidly, intra-ASEAN trade did not change substantially (Table 111-44,45 46).

. Comparative advantage and disadvantage specialization within the region is an important

factor. The stnicture of East Asian intra-regional trade can be characlerized as a mixture of

vertical and horizontal divisions of labor, while the importance of intra-industry  trade is

cmphasnzed in explaining the intra-regional trade structure of the EC.  The unique feature of °
trade interdependence in East Asia can be atiributed to the unilateral trade liberalization and the

deregulation loward forcign direct mvcslmcnt in the region, the so-called outward-looking

strategy.

2)  I'DIFlows in the Region

A The countries in the region of East Asia also experienced a significant structural change in
capital flows in the 1980s. The degree of their interdependence in capital flows has deepened
and the capital markel integration has proceeded through out the decade. The changes in
capital flows within the region are basically attributable to the changes in the macroeconomic
~ balance of the regional economiés during: the rapid cconomic growth of the 1980s. Foreign
direct investment (FDI) has bc'comc more significant as a new form of international capital
transfer in the region.

B The most remarkable feature in the latter half of the 1980s was the growing 1mporlancc of
‘Astan NJES. ANIEs' share as capital supplicrs expanded significantly, especially toward
ASEAN countries and China. Japan's role as the supplier of the capital flows was nol
increasing overall and the relative roles of the US and EC have been reduced steadily.  Also,
Japan's role as a main supplier of FDI to ASEAN countrics has not changed, while the shares
of the USA and EC have been declining (Table 1{{-47). The share of in(ra-rcgidnal FDI
among the fotal components of capital flows increased to about 50 percent by the end of 1990,

(3) Experiences of Spain, Portugal and Greece in Padicipation in the EC

The three Mediterrancan countries were late-comers to the EC.  Greece entered in 1981,
and Spain and Portugal entered in 1986.  They had to face two simultaneous challenges of EC
integration: to adjust their national extcrnal protccuon to the lower level of the EC; to deregulate
and liberalize domestic goods and factor markets in order to meet the requirenient of EC-1992.

Portugal and Spain respondéd positively to both external and internal adjustment
challenges. GDP growth rates of Spain (4.5% for the 1986-1990) and Portugal (4.6%) were
top among EC members.  On the contrary, Grecee remained subject to political disturbances
and scvere macrocconoiic imbalances.  As a resuli, Greece always had the lowest GDP
growth rate of all EC members during the 1980s.

While EC membership may have helped to attract FDI for Spain and Portugal, Greece
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failed to attract investment (Fig.11{-39).- This suggests (hat credible dnd sustained policy
rcforms are necessary prerequisites to altract investment.

(4) Expected Effects on Trade and FDI
1)  Trade and Production

- trade creation effect; trade diversion effect;

- cheaper imported inpuls;

- increase of import and reduction in domestic production;
- competition cffect on domestic markels;

- income growth effect;

- compelition between countries in the region. -
2)  Regional Liberalization and FDI Inflows

We can éxpeCt that the removal of barriers to FDI in the AFTA region will diréctly cause
an increase in FDI inflows from outside the region.  Moreover, regional trade liberalization by
AFTA will have the following effects on FDI inflows:

- EDI for production of exports to the AFTA region will increase;
- EDI for production for the domestic market will decrease;
- EDI for production of exports to markets other than AFTA will increase.

(5) Factors to Determine the Location of FDI

The host countries which have "location advantages” could attract FDI and utilize their
potential comparative advantage.

1) “Location Advantages”

- accessibility to output markets (domestic and foreign)

- accessibility to inputs (intermediate goods and raw materials)

- labor (wage, produclivity, skills/education level)

- infrastructure (transportation, conimunications, utilitics)

- tariff, tax and subsidies '

- regulations by the host country(impont, o'Wncrship, local contents)
- stability and credibility of economic conditions and policies

1"

2)  Factors to be Possibly Supplemented by FDI: "Knowledge-Bascd Asscts

- technological knowledge and capability (production and R&D)
- managerial skills and know-how :
- marketing skills and know-how (distribution channels)
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- availability of key parts

- accessibilily to financial markets
(6) Initial Conditions of Viet Nam and AFTA _

AFTA member countrics except Viet Nam, the former four ASEAN countries, have
already experienced rapid economic growlh through their efforts of unitateral liberalization and
deregulation of FDI.  As aresult, they have linked closely with the world economy, cspecially
to the East Asian countries.

To enjoy the benefits of AFTA, Viet Nam should respond positively to AFTA
requirements, liberalization and deregutation, and enter the competition with other member
~ colntries of AFTA in trade and FDI. It is especially desirable to attract FDI and to utilize Viet
Nam's potential comparative advantage. However, the starling point for Viet Narn is very
different from these other countiics in terms of transition period to a market-led economy; a
lower stage of cconomic development; a required larger reduction of tariff; and a larger share of
intra-ASEAN trade (20% of export, 40% of import).

Thus, some adjustiient of the speed and timing of trade liberalization will be called for.
Also, it will be necessary to make efforts to provide favorable conditions for FDI: development
of infrastructure, credible and sustained policies, stable ceonomic conditions.
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Table {I1-39

Growth Rates of GDP and Exports

Source: Vhe World Banlk

World Dovelonwmont Repoct 1992

HI - 153

Real GDP EXports
1365-80 193090 1955-80 1950-90
Indonesia 7.0 5.3 5.6 2.8
Philippines 5.7 0.9 4.8 2.5
Thailand 7.3 7.8 3.8 13,2
Malaysia 7.4 5.2 4.6 0.3
Singapore 10.0 6.4 4.7 8.6
Honskong 3.6 T.L 9.1 6.2
China 6.8 9.5 4.8 1.8
Korea g.9 - 9.9 27.2 .8’
Javan 8.4 4.1 i G2
U.S.A. 2.7 3.4 6.4 3.3
Canada 4.8 3.4 9.4 5.9
Maxico 6.5 1.0 T.7 3.4
U.X. 2.3 3.1 3.1 2.7
France 4.0 2.2 8.5 3.4
Italy 4.3 2.4 TLT 3.5
Germany 3.3 . 2.1 7.2 4.2
Netherland 3.9 1.9 8.0 &L
Belgium 3.9 2.0 7.8 4.7
Low-income ?
Economies 4.9 6.1 51 5.4 !
Middle-income |
EConomies 6.3 2.5 3.9 3.8 é
{ High—income ' i
Economies 3.1 3.1 7.3 4.3
World 1.0 3.2 G.G 1.3




Table 111-40

Changes in Export Ratio

(%)
== ==
Export/GgDp
1963 1930
Indoneésia 5 26
Philipoines 17 .28
Thailand S i 33
Malaysia 42 79
Singapore 123 190
tiongkong 71 137
i1China 4 18
Korea e 32
Japan 11 11
U.Ss.a, _ 5 10
Canada 19 25
Mexico _ 8 16
U.x. 19 25
France _ 13 23
Italy 15 21
Germany 18 32
Nelherland 43 59
Belgium 43 (K
Argentina 3 14 .G?
Venezuela. 26 39
Uruguay 13 27
Brazil : 8 T
Chile C 14 ?ZJ

Source: The World Bank, forld Developmeatl Report (uos.
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Table 111-41

(1970,1989)

Regional and Inter-vregional Trade

Asia USA | EC12 |World
Japan NIEs4;ASEAN China
at 4*?.
asia 25.2 | 25.6 | 26.3 ) 16.7 | 4873 | 20.0 | 22.5 | 20.3
Japan 16.8 lg.é 11L.9}14.9]15.6)20.6 |14.2
NYES4 |350.5 [41.4 |56.1)28.7 [606.5|36.47}33.4 [a8.8
| ASEAN4 | 16.0 | 14.4 | 17.7 } 13.2 | 74.6 [17.0 | 15.2 [16.6
China |38.7 |35.9 |44.3 | 14.4 15.4 | 30.8
U.S.A. 14.1}1 9.8 [25.9{10.2 7.2 | 8.5
EC12 16.1 | 16.5 [21.7| 9.5 |15.2} 8.8 | 11.0 9.8'
World 18.5 | 12.3 [ 29.1 | 17.5 | 30.8 | 13.7 {10.4 | 10.3
Source: IDE UN/OZCD Trade Data Search System (AIbKT),
"IMF, Direction of Trade. '

Notes: All figuers aré delTined as x“”/x”

ij’

" where xus mean the value of export from céuniry i

to country j for each year of 1970 and 89.
Cxl ANIESs4 is composed of Korea, Taiwan, Singapore

and Hongkong :

2 . . . p i - o :
¥FrASEAN4 1s composed of Indonesia, Malaysia, the

Philippines and Thailand.
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Table 111-42

.. Tewts dalrie ie S%irs far Tatal fevds : . it N
ey T Do FAGT ASES B UNSN b AMIER F ASEME. F CHINR S13HICAS T ECN 15313
HEHEHINER] mwn [N INTY RN AT HET TN 11

1133 1%, 1t 141 15.33 $.82 A 1L, 1% 12,42 123

1331 5.1 i1 15.2% 5.5 5.1 HRH 1. 53 133

1418 nmn 1Lt 15,42 (] IR 15,91 1,18 tae

(REX] 5.0 [ 3] 1. 10 5.04 i.s 15,48 1. n ted

1411 L 1,13 11,14 5.1 1.0 1118 14. 29 1o

1341 n. 3,88 1 5.4 (3 1L % 1.1 129

1113 13, 3¢ Cal H.1s 1,43 11 HED 11.Q¥ 133

13k .1 1L [HE T [T .1t H I ] iru 132

tin (1Y 143 NN L (i 0 n 1351 118

jaray R H.n 1133 T.04 1L 15,34 1).0¢ [EE]
1513 HIE .18 1,89 1% 1534 1322 £

(5131 1435 1514 113 Ll omn HIS 1]

311 LA 1.1 13 [P I S nn 143

1331 iR S H [ 142 1. 58 [F Y 153

1933 o 1. 1 [T 1.4 1 1.4 +T]

1149 u.y 154 508 118 N 13,3t 13d

14359 1.4 i Te LT AL A nn 1l

N I R HEE$1 [N} 113 1 15,37 811
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1192 1314 133 i, 80 1.3t 1.3l 0o 11.33 103
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Y 113} 3,5t inn 1. L1 [ E 1,3 M. 4t [L}]
1733 §3. 6% 19,18 3.1 Ly 116 ] i 1.0t 193

1334 1E I s 13,28 .18 (1} 11,03 1L we

1447 B 5. b1 1, 83 L1 Cona e 118 e

1944 1. 10 R .1 1.8 1 I H 1381 190
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Table I[1-43

fntra-Rezional Trade Sharos

- L (Uait: %)
Category Yaar 1 CAST ASUA | AMERICAS | ECL2 APEC

Food 1331 31.60 15.19 §1. 19 £3. 29
1433 §5.12 1. 8% §5. 90 §3. 45
1335 §7.70 21.123 $5.%0 | ° 53.63
1945 §f - §1.7% 23.13 70. 09 52,51

£937 1143 24,035 .92 85,31

1933 13.0¢ 2433 11. 92 §6.52

1336 13,23 23,03 0. 5§ 51,31
- 1790 145 3. 34 ~11. 10 T 14

fadustrial (931 ] S3.39 1 0.2 51,04 i3. 51
Materiils i1l 5. 17 13.13 3.0 89. 92
19335 §2.04 13,38 §3.493 11,1t

1935 . 11 11,34 50. 25 TE. 32

1931 §31. 34 R ER I '§0.85F . 1273

1338 38.40 10. 03 st.2a | 1438

1949 $9. 24 19. 15 51,12 .U

‘1990 TS A dd 33,24 13.18

Capital 1941 25,83 15,23 11,20 9. 217
Goods 1983 24, 50 31,12 - 45,43 §5.44
' 1945 25,10 B P 21 15,49 $1. 46

1933 2419 39, 317 19. {4 51,35

1541 27,64 10,51 §2.53 s2. 1

1433 3.9 | 3437 $3. 11 §3.35

1539 KRRE X R ¥ Y 1] 54.09 6819

: 1930 5.97 ] -- '39.§1 54. 1§ 63.03
Consuner 193t t1.170 2T AL §3.39 52.13
Noia-Duiable 1931 12. 3¢ 13. 3% §3.07 51,43
Caods (939 14,13 © 3911 8. 40 §9. 15
1935 18.35 KT $9. 14 63.431
1931 (9.04 | . 32.7% §1.31 57. %5
1938 | * 23.90 30. 54 81.51 72.29%
1939 © 397 23, 30 §0. 20 . 15,70

19499 L1 23. 1 §t.82 11.68
Consuias 1931 1.3 | 8131 36. 51 9.0
Ducable 1931 12. 21 11.99 54.85 §1.01
Goads 11935 13,96 431,47 32.49% 15.13
1936 10. 59 82.40 §6. 48 11,12

1981 1251 6. 19 §3. 319 10.06
1943 13.95 12.02 £0. 93 70. 33

1989 10.03 ] 8710 il 83 70. 84

F19%0 13.08 §5. 43 S 8311 69. 44

Total _ 1931 15. 74 35,18 $3.02 51,11
1983 15. 11 © 18,88 $4.11 $2.93

1989 35. 2% 158 T84, 81 §2. 63

- 19886 33.99 42,25 $1.02 §1.51
1981 LAY 1311 $9. 70| 63,58
1983 SR U B IR RO T 1. 32 §3. 82
1940 11,61 1. 8 59.10 |  69.1%
1999 11,81 AL 50,12 69. 1)
199t 15,93 IR AR §4. 37
199? 16. 34 IRERET! §1.43 1 108. 10

Tors, A9 Joes not fnciede dats for sustcalia and Ner deabamt
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Table Hi-44

Changzing Expoct Siructurc of Japan in €ach D3siinziion

by Connodity

. . Rait: %
FAST A [ ANIES | ASEAY CHING  AMERICAS | £CI12 ORI
food .03 .84 114 0. 14 . 5t 0.51 L1g
{. 14 L. 82 0.383 0.13 0.15 0.50 0.45
1.01 b $3 0.91 0.20 0. 83 0.35 0,13
_ L3 [. 40 120 0.25 0.40 0.4t 0,71
1231 1:13 L. 31 0.457] . 6.43 0. 31 0,41 0.33
15 L. 23 .32 ¢, 27 9. 42 0.32 0. 53
i1l 1. 31 0.9t 6. 30 0.35 ] -0.31 0. 50
102 1,.23 0. 54 0.42 0. 13 0,25 Q.53
lndusteial 10. 00 3911 311,13 £9,00 | 19495 | 1182 22581
Materials {1. 15§ 313,75 ) 3500 | 53, a1 1540 | 12,21 23,32
31. 21 ISAT L snozv | 40038 w31 | 1223 0. 13
37.53 3330 3345 {535 9.12 11. 50 13,53
15,31 32,84 4.12 47.13 9,30 1¢. 89 13.29
13540 35103 327121 41,41 10.20 10,34 13. 43
33,10 311,33 1011 14,25 9.2 1100 13,25
. 19. 33 30. 33 1.1 17.31 19.61 | " 11.53 11,58
Casital 43,89 42.31 15. 1% 12.1% 3310 52 14 A5. 11
Goods 43,14 45. 09 14, 51 25.25 4.2 $3. 93 £1.53
{6. 30 4341 | "41.93 11,13 43. 91 $5.83 50. 23
1436 19.39 30. 60 17. 18 15,81 1 31.0% §4.33 3t 1
31.9% §2.52 | 34,69 .22 33,15 §5.20 33,83
52. 51 53,56 §3.53 |- 12. a5 $3. 53 §5.05 §3. 14
1959 §3.03 53. 60 5794 10. 41 55,50 §8. 44 54,84
150 54,34 53. 51 §L.0% 19.45 54,14 95,30 ${. 61
Consuaer 1931 g.312 1. 12 9. 50 0.24 1.23 1. 10 1.02
¥oa-Durablef 1933 0,39 15 9. 54 0. 50 .48 1.0 111
Goods 11933 0.312 1.u 084 ) 0 0.1 L t. 12 10§
{1938 0.13 0.9 0.5y 0.56 112 L] 091
0.15§ 0. 34 041 9.5 1.01 .03 0,90
0,15 0.135 0.48 | 0,83 ¢. 313 0. 31 0.14
123¢ 0. 13 0.91 0.44 1 0.6 0.4 9.3z 0. 13
Q.45 1. 04 0.351. (.02 8,10 .34 0.-15
Cansuser 1. 12 [2. 12 131,12 5:39 38,39 1121 15. 52
Durable 9. 41 11.13 12,10 3:88 | 113,85 11. 02 25. t1
Goods 12,34 L1. 27 L. 44 1641 38. 33 1. 19 6. 14
$. 13 10 4¢ 10. 54 5. 04 36.93 | 3105 | 25.3%
.30 19. 39 1.30 5.80 | 3. 93 31,30 25,19
10.32 LLAS 3.2 1.4 30,42 | 31,80 15. 10
10.0% 10. 14 9.04 1.13 1L 61 8.1 73.89
[ Lol (1. 39 9. 29 9. 16 1. 83 79, 21 24,54
Yotes: The suamation of shares of five differont wods i cach destination

does oot necessarity become 100% due to the exdstance ufl voods vhick
do not belons to any of above cativgarios.
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Table 111-45

Chaaging Export Structure of AYIES in Each Destination
by Comaondity

}

_ _ {Unit: %
| EAST A D JAPAN  TANEES ~ [ASEAN | CHINA ~ AMERICAS 1ECE2 I WOSLD

faood 1931 3. 13 13. 28 5,83 5.90 1,33 .51 1. 3% 5.43
1933 3.63 13,81 .43 4,85 115 .35 2.8 1.33

1233 1.19 13.02 1,13 {.20 10 t. 31 2.43 {10

1943 9,55 2t 18 109 1,13 2,19 .00 2.13% 1.99

1331 4,30 1,13 L2 ity | nds 1. 83 1,43

1633 1.3% £3. 21 S84 {13 B ¥ i. 41 1.13 (IR

1539 .19 £3. 0 1,65 1. 33 .25 1. 50 1. 41 1. 88

1 19%0 5.81 13,97 .31 1921 250 1. 33 1. 19 1.30
lndustrial | 1931 53,09 15. 103 35,78 $7.08 §9.57°] 13.11 15, 35 32,43
Mateciats | 1533 §1.5§9 43,17 §2.19 54,35 5.3 11,13 14,83 79,39
1935 41,59 13.83 [ St.80 | 85.33 12.00 | 11.3% 144 23. 3%

1938 | 4642 | 3683 | s1.02p §5.89 | 43,43 .13 11,89 | 2543

1931 13.40 .81 1304 $3.19 i1.33 9.05 | 10,71 . 24,22

1533 {1.9% 11,10 $4.00 | "50.02 5.1 3.90 10. 52 .15

£939 {21 ATUE -0 RO Y 3.3 948 | a9 ] g0 25,93

_ 1290 1.1 10, 32 £4.03 1 -44.9% $0. 179 1. %5 10. 23 25. 33
Capital 1231 1. 57 0. (7 19.23 23,50 | 1.4t 12. 19 15.60 | - 13,33
Goods 1543 19.10 10, 31 2492 .1t 8.4 | 28,43 1, 8] 2
1935 25.99 14. 83 21,45 23.10 15,31 25. 65 11,10 23,11

1985 7330 12,41 3. 9§ 21,91 23,23 25.171 21.48 2418

t931 25.05 13,31 12. 92 10. 60 24,33 21. 51 23,13 23.95

1939 21.89 14,73 15, 31 34,84 36, 31 31.06 32. 20 9. 12

1939 28. 35 17,05 13.1§ 7.2 25,11 13.33 14,83 30. 34

1950 30.00 20.15 14, 81 37.52 1. 01 14,32 35,91 1 - 32.00

Consuncc 1981 .19 15,03 .50 .02 {51 12,62 14,19 k2
Hon-Durablc| 1983 5.1 12,54 L1 1.1 5.19 11 10, 44 20, 13
Goods 1933 5.39 12,90 3,89 17 5. 01 3.1l 25,927 "29.10
1936 | . 3.20 15.91 1.13 P L 5,33 3. i 29. 31 21. 83

1937 3,19 13,55 333 .53 5.3 29. 13 23. 60 20. 34

1933 9. 14| 20.08 1.99 211 s.02 | iz 28019 13,49

1939 9.62 1. 32 1.31 2.01 5. 43 1. 23. 40 13. 35

1999 8.73 1 19.09 §.43 2.1l 1. 92 8. 4% 2295 | 11,34

Consuase 1981 10, 21 §.91 1z, {1 7. 13 2021 15.93 25.00 ENT
Deravle 1933 8. 24 1.51 9.9% a6y ) iz o2s. U4 23. 54 1. 4
Goods 1985 ‘9, 41 .15 10,22 ) s09s | td.se 26,18 i0. 12 11.81
1984 9.39 10.11 .81 - &4 10,59 29. M .25 1. 31

1937 ] to.84| 14z 1018 §.43 Lt.sT| 3083 26097 2.4l

1988 bl 11. 60 1065 594 {291 9. 20 2611 | 20,48

1989 | 10.78 | -13.12 10. 13 .63 10.92 | 2840 6. 4L 19, 1§

11990 ) 1047 13,26 9.30 6. 44 j.53 1 2498 1. 1§ 13. 51

" Notes: The suamation of shares of (ive diffcrent zoods in cich destiaation
docs not accessarily bacoae 100% dJué 1o the existence of goods which
do not Lalong o any ol ahove catecorics.
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Table HI-46

Changing Export Structure of ASZAY in Each Desiination
by Conaddity

‘ . . (Uaie: %)
. - | EAST A | JAPAN-~ | AYIES ASEAN P CHINA  AMERECAS [ECL2 . | ¥0RLD
Food 1931} 10,33 S0 1244 ] 30010 50. 97 9.8% [ 2i.il i1.03
1933 8.91 §.3¢ .03 | 22 11,33 .48 1 2432 12.43
1938 | 9.69 .og| 1023 1,15 | 30,37 | 10| 2283 13.3§

1938 | 130 a3 ) oanse ]l ned | 25,93 | 134T | 30043 ) 4T3
1937 | " 1040 [ 2t 10093 1adt | 2343 RLS9 | 2E 2] 1S3
1933 | "13.s2 13 1t. 31 t.30 ] 13 10.65 | 23,17 15.30
1989 | - 1034 a3 jeoes | 2.sl | 2.8z 1039 19050 | 154t
1996 | -otp.s2 ] 1224 d reus w533l oto.33 1 ween | iR.s4l 1345

[pdusteial {1980 | 82,251 S35 1243 55841 4812 53,13 $5.32 IFRE
Matsriats {1933 1286 40,32 | 15.84 0. 43 71,10 58,45 52.017 12. 34
1435 | 30.0% §1.30°} 10.31 52.83 HE RN E 55.15 | . §3: 52
1935 | "12.40 83.08 | 80,12 55:02 1. %t 9. 10 40.33 §3.11
1937 7109 31.80 1 39.94 31,531 14033 ) 1.6t 39,83 ) -51.03
1933 63,55 1.0 8512 54,91 12,31 F LN 38,09 32. 19
1943 6434 14,1 s 34T $9. 54 15. 9§ 35. 84 19. 15
: 1930 1 "51.35% 12041 41,93 §l.as b 3L 1t .50 30,58 45. §3
Capital 1331 3

SEN S T3 A T .97 . 0.53 9.53 i. 61 4,52

Goodss 1333 {23 Ln .51 ' 8.0) 0.54 ] '15.49 $. 1t §. 53
1935 5.49 .10 201 6.92 | 0.85 | 14.33 2. 41 8. 39

1938 8. 3% 5.00] #1.10| 14.0§ 17| 20080 ] 10.84 1L.12

1987 9.1 LAV it | 18k (.35 § 2105 10.0%{ tl.ék

1983 | 10.85 112 1388 | 1113 .36 | .60 11,80 12.06

1984 | 11.85§ $:10( 921 1159 02| 2686 1nsi| idud

1990 1 15.33 .04 24 46] 1533 3.98 1 anEl ] U4 N8 ] 1640

Consuaet 1981 0.63 9.23 .29 - 0.93 0.908 4.359 1.23 2,83
Yon-Durable| 1983 0. 11 0.21| - .33 0. 92 0.03 §.41 8. 42 1.04
Goods 1988 | 0.719 0.30{ L4l (. 40 0.03 9. 70 §. 81 4,05
1986 | - 1.§9 0501 ° L1t 1.5 0.0% kL. 31 9. 23 5.3

1937 | - 1.35 0.85 2.43 2. 44 0.22 ) tE.1S | 13,53 1.22

1933 .10 LA 10 1. 30 0.33 | a3 u4.es 312

1999 | 2,81 .01 | L33 LSS 0.19 ] 8L | 1584 1§

11999 1.13 .45 130 11 9.9 0 11384 20.18 0 10.44

Consuacr | 1931 0.43 .23 1.3 0. 94 0.03 t. 1% .12 12
Ducable 1983 0.10 .23 124 oz ¢ 0.03 .45 .2 LS
Goods | 1933 0.82 0:12] 1.1t 031 ] 0.93 1.83 1.51 1.4$
1986 1.42 0.43 3.00 0.8% 0.10 5.3 . 5.00 194

1987 1. 94 1.00 LAOf 148 0. 24 141 5. 98 3.35

1983 188 1. 95 5.92 2.0 ¢. 95 .15 10 s

1989} 4,92 2.99 1.12 218 0.4 LLLS4 ] 10058 1.10

1930 5. 87 144 9.56 1.01 o.8a 1 12.93 1 13.2% 3.69

Notws: The susaation of shares of five dilffecont goods in cach deslination
does not nccessacily becoaw 100X due to the existcnce of goods wliich
do not belonz Lo any of abave catedories,
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Table 111-47 (1)

: Vicect [nvestment Flows (% ¢f shares)
-To:

i~ oy CR

Froa: HONG KONG SINGAPORE CTATRAN X0REA ANIES
USa : -
UsA 1982 46 .1 32.3 10,1 1 29. 1 32.9
1985 i1.? 36.17 29.2 . 29.% 33.5
1990 30,6 314 2409 23.1 30.3
ce _ _
1982 14:2 36.7 L2 13,1 21.9
1386 10,9 16.0 9 8.5 17.9
1990 i0.9 27.2 5.6 15.5 13.3
JAPAN ,
T 1982 30.1 15.3 20.1 47.1 23.
193§ 20.5 24.0 125,12 52.3 29.
& o 1990 3.9 - 23.2 29.3 43.2 13.
" : HONG KONG _ '
1982 0.0 0.0 3.2 0.0 2.1
1936 0.0 6.0 5.3 1.6 2.6
1990 0.0 0.0 4.6 2.8 2.3
SINGAPOQRE
1932 L. 7 L. 0 0.0 0 0.2
19886 P.d 0.0 0.0 0.1 0.2
1999 0.0 0.0 1.6 0.7 0.5
TATHAN
1982 L. 3 0.0 0.0 0.0 0.t
198§ - 0.0 0.0 0.0 0.0 0.0
1990 0.0 0.0 0.0 ¢.0 0.6
KOREA
1932 0.0 0.0 ¢.0 0.0 0.0
1936 0.0 0.0 0.0 0.4 0.0
1999 ¢.0 G.90 0.6 0.0 0.0
ANIES :
£9az 3.0 0.0 3.3 0.0 3.1
1985 .4 0.0 - 5.8 3.1 2.8
_ 1910 0.0 0.0 5.6 1.6 2.4
ASEANd
1982 0.0 0.0 0.0 0.0 0.0
1986 0.0 0 9.0 0.0 0.0
1990 0.0 0.0 0.6 0.0 0.0
TOTAL :
1982 110.0 100, 0 Clon. ¢ 100.0 1940.0
1986 100.0 160.0 - (00.0 160.0 L0a.0
1990 . 100.0 100.0 100.0 t00.0 0. a
36/%2 2.01 143 - 1.69 .51 . 1.73
7 1.93

910/36 L. 94 © 1,40 R 7.1
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Table 1147 (2)

Dicect [nvestacnt Flows (% of shares)

- To:
Fras: ~ THAILANO INDONESIA PHILIPPINE = ASEANY CHIMA TOTAL
US.’\ ’
Usa 1932 - I 3.4 48.1 (N ©15- 13.5
1935 19.1 7.1 7.0 15. i6.7 22.%
1999 . 1.6 5.1 $3.6 t0.3 £2.t 15.5
CC ‘ _
‘1982 21.2 te.7 9.2 13,3 L9~ 17.5
1986 15.3 12.0 12.2 13.1 8.0 14, ¢
1990 T.4 t2.2 1i.1 164 3.9 12.8
JAPAN .
1932 S23.4 36.% i.0 30.5 13- 232
1936 .3 33.2 T 27.1 14.3 26.%
1990 35.¢ 4.9 15,2 13,4 13.3 27.6
HONG KONG :
1932 3.4 19,1 5.9 i3 £3- 5.9
1936 1.2 11. £.0 3.5 .0 i3
1990 5.9 7.6 §.3 3.1 39.5 13.9
SINGAPGRE .
1582 1.6 0.0 0.0 1.2 13- 0.3
" 1988 2.8 2.0 6.0 1t 0.4 1.2
183940 3.1 , 2.6 0.0 2.9 1.2 1.9
TALWAN _
1932 6.8 ¢.0 g6.0 1.2 13- 1.3
1936 6.2 0.9 0.0 7.4 0.0 1.4
1990 . 7.0 6.0 0.0 6.1t 0.0 3.1
KOREN
1932 0.2 i) 0.0. 0.1t 13- 0.0
1956 0.1 L. 0.0 0.3 0.0 0.4
1990 0.6 4.8 . 0.0 3.0 0.0 1.1
ANIES _ , P
1932 11.0 .y 5.1 1i.0 13- 3.3 %@
1985 7.3 16.2 6.0 11.9 51,4 1.3
19909 17.2 3.4 6.3 20.0 60.7 20.3
ASEANA
1982 2.0 S B 0.0 . 2.1 I7- 1.4
1936 2.3 .0 0.0 n.3 0.0 0.1
1990 0.9 0.0 0.0 0.3 0.0 0.2
TOTAL L : ’
(992 (ag. o 100.0¢ (00.0 100.0 13- lag. o
1336 100, ¢ {00.0 100.90 {00.0 t0g. 0 100.0
1990 160.0 100.0 1600 1n0.0 100.0 100.0
3673 1.33 i.34 t.23 (.33 £7- 1,64
90736 N 219 1.2 .49 1.0 .11
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Figure 111-39

Total FDI- Inflows of Meaditerrianean EC Member Counirigs?
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Figure 11[-40

Per Capita Incomes of Seuthem EC Mamber Gountaes, 1950-19932.0
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Figure [[1-4] Nelwork of EC Regional Agreements

1958 o : _ =
Benelux, France, Germany, llaly  Membership
1961 ,
Gredce Associalion Agreement
1963 . :
Turkey . Asscciation Agreement
ACP counlries . Association Agreement (Yaounde)
‘1970 ‘ .
~ Spain I FT Agreement
Matla : Association Agreement
1973 o
- Denmark, Ireland, UK Membership .
" Porlugal ET Agraement -
' Auystria, Finland, [celand, Norway, Sweden, Swilzerfand FT Agreement
: Cypius _ Association Agresment
1975
Israel ) T Agreemenl
ACP countries " Associalion Agreement {Lomé)
1976 _ _ :
Maghreb (Algera, Maroceo, Tunisia) Cooperalion Agreement
1977 : ‘
Mashreq (Egypt, Jordan, Lebanon, Syria) Cooperalion Agreement
1980 _ '
Yugoslavia Coaperation Agreement
1981
Greece ' Membership
"1986 , _ _
Porlugal, Spain _ Membership
Py 1992 ) :
1 Cechoslavakia, Hungary, Poland Europe Agreementl
1 1993 . | '
Ausliia, Finland, iceland, Norwiay, Sweden, Swilzedand  EEA Agreement
Bulgaria, Romania _ Europe Agreement

Source:Saph{1992:1492L

i1 16s..



Figure [H-42

An Economic Classification of the Single Market Proposals
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5-2 Sigrificance of the APEC Conference in Osaka and Future Prospects
- Significance f(or Viet Nam -

While action on the admission of ncw members to APEC has been postponed until 1996,
it is highly probable that if Vict Nam; now an ASEAN member, submuilled a request for
admission to APEC in 1997, its request would be approved.  But it has been reported that Vict
- Nani is riot eager to obtain APEC mcmbership, because since it joincd ASEAN in July 1995, it
has had difficulty obtaining the human resources it needs to staff the organization its ASEAN
membership requires. '

There may be other reasons why Viet Nam is passive about APEC membership. Tt inay,
for example, be concerned about the high cost of adjusting to the liberalized trade practices of
APEC, an organization whose fembers include the advanced nations, Japan and the United
States. Some observers are concerned enough that they belicve it would be best for Vict Nam
to postpone it application for APEC membership at this stage.

" This report provides an outline of APEC activities, futurc policy directions of APEC,
activitics of each of its member countries, and the significance of APEC mémbership-for Viet
Nam.

(1) History of APEC

 Established in November: 1989 ‘with 12 member countries, APEC is the first
‘intergovernmental economic cooperalive organization encompassing nations throughout Asia
and the Pacific Region. Concerned with a swing to regionalism typificd by the European
Union and NAFTA, Australia and Japan played leading roles in the formation of APEC, a
move undertaken in hopes of sustaining the international system of free trade.

For a short period after its founding, APEC functioned as an amicable consultative group
as il established a consensus on four matters: [1] promotion of the Uruguay Round, [2] the
removal of obstacles to trade and investment in the region, {3) guarantecing economic benefits
throughout the region and the pursuit of the possibility of policy cooperation, and [4] economic
-~ aid for developing countries within the region. APEC has expanded to include 18 member

states (1991: China, Hong Kong, Taiwan, 1993: Mexico, Papua New Guinea, 1994 Chile),
and it established its secretariat in Singapore in 1993,

APEC passed a major turning point in its history in 1993. " In March of that year,
President Clinton of the U.S. announced his "New Pacific Community Concept,” and stressed
the need to suengthen the role of APEC as a way to eslablish such a comnunity. The

president also proposed raising the status of APEC mietings to head-of-state level, and hosted
the first unofficial méeting of leaders of the APEC countries in Seaitle in November of the same

“year. Itis assumed that the Unites States government has taken these actions so it can usc
APEC to open Asian markets, strengthening American export industries, and ultimately support
its own economic recovery. It constituted a sharp change in direction in Anicrican policy
towards APEC. S

Since this meeting, APEC has tended to emphasize "encouragement of the liberalization
of trade and investment within the region,” a change which has opened a policy gap between
two groups within APEC: on one side, Australia and the United States, two countrics whose
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goal is to use APEC as a place for negotiations intended {o liberalize trade and investment
among i{s members, and on the other side, the ASEAN ‘group and China, which are negative
about "liberalization through negotiations,” at the same time as they fundamentally approve of
liberalization.

At the second unofficial meeting of the leaders of the APEC member nations held ‘in
Jakarta in November 1994, the Bogor Declaration was adopted, and through the efforts of the
United States, Australia, and Indonesia, the organization established as- its goal, "the
-achicveiment of  liberalized trade and investment in the advanccd riations by 2010 and in the
developing nations by 2020.* But this goal, which was c¢nacted rather forcefully, is somewhat
vague, because the APEC members have had difficulty reaching any clear agrecment on the
‘specifie mcamng of "liberalization, " the way it is to be achicved, the application of liberalization
measures on countrics outside the region, and several other important points.

The November 1995 conference in Osaka was an important évent; it adopted an "Action
Agenda” prepared as a guide to medium-and long-term APEC aclivities that would be
implemented to achicve the goals put forth in the Bogor Declaration.  In preparation for this
conference, APEC members debated [ 1] the detailed content of liberalization and the removal of
obstacles hinderinig trade and investment, [2] the liberalization process and schedule, (3] the
application of liberalization measures (0 countries oulside the region, and other conlentious
questions. - Although this process was accompanied by a vigorous exchange of cdnﬂicling
views, with the developing countries of Asia on one side and Australia and the United States on
the other, in the end the Action Agenda outlined at the end of this repon was adopted.

(2) Auitudes of Major Countries Towards APEC

The member nations of APEC do nol necessarily participate in APEC with the same
objectives, employ the same strategies in their relations with (he organization, nor emphasize
the same issues in APEC forums. It is possiblé to establish the followmg categorization of the
goals various APEC members hope to achieve through their participation in its aclivities.

1) United States

A Away (o prévent the formation of blocks and the adoption of protectionisti by the EU.

B Opening of the markels of the countries of Asia (to expand U.S. cxporis and strengthen
the competitiveness of U.S. industry).

2)  Australia

A To keep the U.S. in Asia and encourage il to continue helping maintain security in the
region at the samie time as it participates in the region economically. '

B A way to prevent the formation of blocks by the EU and America.

C  Open the markets of Asia, ' '
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3) Japan

A Boost the economics of the countries of Asia through economic assistance.

B Keep the U.S. in Asia.

C  Prevent a swing to protectionism in America and the EU.

4)  ASEAN

A Obtain economic assistance and investment from the advanced countries in the region.
B Open the Japanese market and prevent proicctioﬁis'm in America,

C  Promote their own tiberalization and deregulation.
5) China

A Maintain its most-favored-nation status and promote its membership in the WTO.
B Encourage economic assistance and investment by advanced countries in the region.
C  Relax other countrics' fear of China.

Recently, member countries other than China have begun to share the view that APFC is
a useful tool for the encouragement of the liberalization and internationalization of China.

3) Signiﬁcancé of the Osaka Conference

1) At this conference, the Action Agenda establishing medium-and long-term APEC policies
for action to achieve the goals of the Bogor Declaration was adopted, and APEC moved to the
activity stage.
2) The conference succeeded in establishing a unique policy of "cooperative, autonomous
liberalization™ that récognizes the autonorny of cach member instead of a policy of liberalization
and removal of hindrances to trade and investment through negotiations.  This policy
combines joint action with autonoinous action by the organization members as the basic way to
achieve autonomous liberalization and regulation relaxation measures in Asia and the Pacific
Region.

“The ASEAN Group and China have taken steps to liberalize and relax regulations
antfonomously since the tale 1980s, a process that has let these counlrics enjoy the cconontic

"benefits of liberalization.  Liberalization in Asia has accelerated, and even without a

framework for liberatization in the region, the process is likely to coniinue among the countries
of Asia. The governments of the nations of Asia are also willing (o permit greater
lll)cra]uallon ‘But these countrics are also wary of the phrase "through negotiations,” viewing
it as an approach that might let powcrful countriés force liberalization upon them. = And when
negottailons are conducted, parhcnpatmg countries  will use liberalization measures as
negohaimg strateglcs which means that theré is a danger of countries being reluclzml to suggest
liberalization measures. The countries of Asia have a high opinion of this policy of
“cooperative autonomous - liberalization,” viewing it as a realistic and effective method for

~ APEC with its diverse membership.
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(4)  Outline of the Action Agenda

The Action Agenda cstablishes medinm-and long- ferm activity plans for three arcas: f1]
libcralization of trade and investment, [2] removal of obstacles hindering trade wid investment,
and [3] cconoinic and technological cooperation.  'The Agenda was proposed at a cabinet-level
meeting, and ad0pled at a heads-of-statc meeting.

The gist of the Action Agenda and the framework for implementation of the Action Plan
are shown on an atlached document (Sec annexed documents for the English versions of the
entire Action Agenda and the joint declaration from the Cabinet Level Conference).

The following is the content of the gencral principles and negatiating process that will be
applied to the cntire process of APFC liberalization and removal of obstacles based on the
"Aclion Agenda. :

[Gencral Principles]
A. - Comprchensives

The liberatization and removal of obstacles hmdenng trade and investment wil deal with
alt obstructive factors.

- Japan, Korea, and China opposed this principle, insisting that agricultuie be treated as
a special case, and an agréenmient was reached oh this matter based on the use of Article 8: The
Principle of Flexibility.

B.  Conformity with the WTO
Liberalization and obstacle removal measures will conform with the WTO.

C. Parity

APEC members will consider the overall level of liberalization and removal of obstacles
already achicved by each of the APEC members as they strive lo guaranlee overall parity of
liberalization and unhindcred trade and investment.

- The U.S. strongly pressed this point in opposition to the Asian countries, but an
agreement was reached on the wording: “shall strive to guarantee parity."

D. Non-discrimination

The organization shall apply or ‘strive to apply the principle of non-diserimination
between any (wo countries and between nuliiple countries.  And the benefits of liberalization
in the Asia Pacific Region will actually climinaie barriers between AP}:C members and non-
APEC members.

- The U.S. argued forcibly that it could not accept the prmc:ple of non-discrimination
because of the Jackson Bank Agreement, but was persuadcd to agree to accept the wording,
“strive Lo guarantce” by the Japanese.
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E - Transparcicy

The transparency of all laws, regulations, and administrative procedures that effect the | '
flow of producis, services, and capital among APEC members shall be guaranteed.

' Standstil}

APEC members shall strive to refrainm from taking any measurcs that could increase levels
of protection.

G Simultancous Introduction, Continuing Process, and Differing Time tables

Members shall begin the liberalization, removal of hindranees, dnd cooperalion processes
at the same time without delay, and shall make a genuine ongoing contribution to these
processes.

H  Flexibility

Considering the diffcring stages of economic development achicved by various APEC
meinbers and the diverse circumstances effecting each member, flexibility of the tiberalization
and obstacle removal processes will be allowed so that cach member can deal with the diverse
problems each must overcome. '

- This article was strongly opposed by Australia, which insists upon the liberalization of
agriculture in particular.

I Cooperation

The rembers shall take positive steps to implement cconomic and technological
cooperation that contributes to liberalization and the rcimoval of obstacles to trade and
‘investment.

(5) ° Future Problems

- The Action Plan that will be proposed in October 1996 is now under study by APEC
members. A plan which will be proposed as a medium-term plan covering the next five ycars,
the Action Plan will be a rolling plan subject to annual review. Consultations regarding this
plan will be conducted in an APEC forum prior to its proposal at the October Cabinet Level
' Confcrence in Manila.

But it is not necessarily an easy task to put together an Action Plan. Domestic groups -
opposcd to liberalization must be persuaded to approve the plan,” and this requires strong
leadership in each member country. It is undeniable that if the content of the plan which is
propose for evaluation in Manila is limited, the U.S. and Australia, which are both eager (o
‘achieve further APEC liberalization, wilt be disappointed, and there will be a danger that APEC
will lose momentum. For this reason, all members are doing all they can (o prepare a
satisfactory plan.
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It is not clear which dircction APEC will move in the future; whether its goal will be a
free trade treaty or whether it will continue to push ahcad with liberalization based on the inost-
favored-nation principle.  The U.S. and Australia will not go as far as a free trade trealy,
perhaps because of opposition from the ASEAN group.  This is beeause the adjustment costs
of a free trade trealy would be very high.  And considéring the EU- and the world trading
system, it would be unreasonable to try and work towards a free trade agreement in the APEC
group, whose members provide 53% of the world's GNP. Al efforis to achieve free trade in .
the world trading sysiem should be promoted in a WTO forum incorperating the EU.

{6) Signiflicance for Viet Nam

As this report has shown, APEC is cntering a period of activity intended to liberalize
trade and investment. But the target year for the achievement of this liberalization by the
developing countries is sct as 2010, far in the futire.  And unlike ARTA, other frec trade
agreements, and the WTO, it is possible for APEC members (o autonomously and flexibly
implement fiberalization measures.  So for Vit Nam, the cost of adjustment following APEC
membership would, in the short-term at least, not be as high as it would be if it joined AFTA.
Orie reason for this‘is that Viel Nam would be able to postpone liberalization in those arcas
where the adjustment cost wowld be high. '

The bencfits of APEC membership on the other hand, are exircm_cly great.  First, it
would bring the benefits of most-favored-nation status fromthe U.S. It could also be counted
on to increase cconomic assistance and investment by other APEC member nations. This would
contribute a great deal to expanding the exports of Viet Namese products throughout the APEC
region. It would also help Viet Nam devclop its market cconomy and internationalize other
systems within the nation by entitling the country to economic and technological assistance that
would support the development of human resources and the improvemént of the infrastructure
it néeds to simooth the operation of systems and regulations: standards and approvals, custois
procedures, producing region rcgulations, dispute mediation, etc.

m - 172



List of {the Osaka Acfion Agenda

Part One: Liberalization and The Removal of Obstacles

- Section A: General Principles

The following genéral principles shall be applied to the entire lberalization and obstacle

removal process of APEC in accordance with the Action Agenda.

Comprehensives
Conforinity with the WTO

“Parity

Non-discrimination

Transparency

Standstill _

Simultancous Introduction, Continuing Process, and Differing Time tables

" Flexibility

Cooperation

Section B: Frainework For Liberalization and The Removal of Obstacles

Process of Action

Consullations concerning the enactment of the Action Plan by each member shall begin

immediately after the Osaka Confercnce.

Eich member shall submit its Action Plan in the Philippines in 1996.

The implemientation of the Action Plan’ shall begin in January .1997.

The state of implementation of each member’s action plan shall be periodically reviewed.
Each member's action plan shall be revised.

Action in individual areas shall be added or improved as necessary.

Diversified Action

Overall Review

Section C: Action in Various Arcas

:-JONM-D-WM-—

Customs tariffs

Non-tariff measures

Services

Investment

- Standards and compatibility.

Custom procedures

Intellectual property rights
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8.  Competition measures

9. Governmental procurenient

10.  Rclaxation of regulations

1. Producing region regulations

12, Conflict mediation

13, - Movement of business personne}

14, Tmplementation of the decisions of the Uruguay Round

15.  Collection and analysis of information
Part Two: Economic and Technological Assistance
Section A: Essential Elcments

. Common Policy Concept (Purpose, principles, priorily areas, etc.)
2. Common Action
3.  Policy Dialogues

Scclion B: Economic and Technological Assistance By Area

(An Action Program providing a framework for the above elenents in each of the following I3
ficlds shall be prepared, the essence on the right shall be incorporated in (he Action Agenda,
and the Action Plan shall be appended.) :

Human resources development
Production technology

Medium and small enterpriscs

Economic infrastruciure

Energy

Transportation 7

Electrical communications and information

Tourism

R P N R SR

Trade and investinent data

=

Trade promotion

1. Marine resources prescrvation
12, Fisherics

13, Agricultural technology

Scction C; Further Growth

Note: "Partners for Progress” (PIFP) is positioned as.a meéthod of promoting cconomic and
technological assistance (mcludmg that which contributes to the liberalization and rcmovai of
obstacles hindering trade and investment), and is also incorporated into Part two.
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