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I. Preface

Seven years have elapsed since Viet Nam decided to make the transition from a centrally-planned to a
market economy and, as pari of that teansition, to officially permit private economic activilies. Though the
counlry stitl lacks much of the legal' framework required to support private economic activities, has
underdevetoped markets for goods, property, labor, and capital, and at best only inadequate government
suppiort, a large number of private and self-employed busmesses have sprung up in a short period of time,
and they have grown with such dynamism as can hardly fail to be noticed. Viewing this, one is led (o believe
that there is enormous energy stored in the depths of Vietnamese society that only wailing for the
opponunny to push the economy higher. But most private and sell-employed busmesses are small in scale,
backwards both in terms of managerial skills and technology, and operating in an econpmic environment that
is far from conducive to their growth, 1t is of vital importance to the development of the Vietnamese
econonyy that policies be put in p!ace which will appropnately tap the latent energy of the pnvale sector, and
particutarly of small and mediun enterprsses (m-:ludmg self-employed businesses).

This paper begins by describing the conditions in which small and ‘medium emerpnses in Viet Nam
mcludmg rural industries, find themselves, and moves from there to make several policy recommendations
for small-business pmmouon Due to the lack of comprehensive information on small and médium
enterprises and rural industry, we have had 10 siring togelher pasl, piecemeal reséarch on the lOplC.
combining it with a bil of field research (o gain an impression of the state of affairs in small and medium
enteiprises and rural industry. Maceo-statistics have recently been made available on non-slale eilerprises
{mostly small and medium enterprises) in Viet Nam, so we have used this opportunity to attempt to analyze
and put together a general picture of small business in the country. This has provided a base from which to
identify problems and make policy recommendations.

1L The éhanging role of ihe non-Stéte sector

Viet Nam's economlc actors can be broken down by form of ownership into three broad categones the
_ state economic sector, the collective economic sector, and the private economic seclor The collective and
private sectofs aré often handled as the non- -state ecotomic sector- and referred to as the civitian( pnvate}
econoinic sector . The process of marketization has, ho“eve{, led (o the quick dismantling of the collective
sector, most of which hag been taken over by the private seclor. Today, it is the private sector that accounts
for the majority of the non- “$tate sector, and as a result, the non-mte sector is turning it into a private sector
in the truest méaning of the word.
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The rote of the non-state sector in Viet Nam’s ¢conomy is increasing as nmkelizalioﬁprogressés It
plays a particularly important role in employment; in 1993, the non-state sector produced 91% of afl jobis.
True, with 72% of all jobs (1993) in agriculturé, it is only right that the non-state sector have a high share of
employment, but even in non-agricultural industrial fiélds not-state sector employment conlinues to grow.
The state sector accounts for about 70% of industrial production, but the non-state sector provides abowt
80% of industrial jobs (see Table 1, Labor Force by Industrial and Economic Sectors).

Though the non-state sector still plays only a small role in 1ax revenues, one can nonetheless observe a
relative decline in the share of state enterprises and a corresponding increase in that of the non-state sector.
The share of tax tevenues coming from the non-agricultural noh-state sector rose from 12.4% in 1991 to
13.9% in 1994, Meanwhilé, the share from state enterprises declined from 65.3% to 48% over the same
period (IMF, Viet Nam Statistical Table, July 20, 1995). The gap in fax revenues between the two (state

~enterprises and thie non-agricultural non-state sector) closed from 5.3-fold in 1991 to 3.5-fold in 1994,

But in production, the share of thé state sector continues to expand, rising from 32.5% GDP in 1990 o
40.2% in 1994 (1989 prices). The weight of the staté sector in services declined from 494% to 48.1%
between 1989 and 1994, primarily because of a sharp contraction in the state’s role in commerce. In
industrial production (including construction), however, the share of the stale sector rose over the same
period fron 62.8% 10 65.2% (see Table 2, “GDP Proportions by Sector and Industry™).

In the countries of the former-Soviet Union and Hastern Burope, and even in China, the role of the state
sector in producuon has sharply contracted during the transition fo market economics, but in Viet Nam, the
opposile phenomenon is being observed. One of the reasons for this is the large increase in petroleum
production, is ow ned virtually 100% by the state. In fact, when pelroleum is excluded, the state sector’s
share of industrial production actually declined from 49.7% in 1990 to 45.4% in 1994 (IMEFE ibid.). The
second reason for the expansion of the state sector is that production by joint ventures belween state
enterprises and foreign capital are handled for statistical purposes as part of the state sector. Joint ventures
with foreign capital have brought on a rapid expansion in production in such industries as cement, chemical
fertilizers, steel, chemical products, sugar, and consumer electronics, and this is fueling state sector :
expansion. ‘The third reason is that the non-state sector lacks both capital and access to financing, so that it
is unable to make any large expansions in its production base. The state emerpnses are given favorable
treatment in fi inancing and have an easier time upgrading mechanical equipment than does the non-state
sector. ‘They have also been rauonahzmg in order to adapt the new market environment, which has enabled
them to achieve a surge in labor productivity {see Table 3, Gross Output of Manufacturing by lndustry and

* Sector , anid Table 4, Labor and Capital Productivity in Indus(ry by Sector and Region).
Table 5 contains a breakdown of gross industrial produciion by form of ownershtp It shows that the
- expansion in the share of (he state enterprises sector was the result almos| eniirely of expanding production
at cnterprises run by the central government; the share of those run by local governments has tended to
decline. The number of state enterprises involved in industrial production declined from 3,050 in 1985 to
2,030 in 1993, but only 189 of these cuts came from cenlral goverament enterprises. In the non-state
sector, the chief actor in industrial production is the household sector {cottage industries not registered as
“enterprises; referred 1o as self-employed hereafter). While there are some doubts as 10 the accuracy of the
statistics, the self-employed are said to account for about 78% of all indusgrial production in the non-state
“sector {1993). The size of registered private enterprises may be small, but their share began to expand
rapidly around 1992, and as a resuli, the share of production accounted for by industrial coopératives
(cooperative unions), the largest portion of lhe non-state sector in pre-Doi Moi days, has been rapidly
declining. The number of indusirial cooperatives was ’H ,629 in 1985, but most of them have been
disbanded or transformed into private enterprises. By 1993, on!y 5,267 remained (see Table 6,- Number of
Industrial Establishments by Sector). In 1985, most industrial coope-rauves were in foods, construcllOn
materials, food processing, lumber and v.oodworkmg, and metal working. Much of this business has been
taken over by the household sector (self-employed). :
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Thus, while the state sector has expanded its weight of production, it would be wrong to see this
phenomenon as a sign that the old ‘socialist sector is growing in Viet Nam. As already discussed, we must
take note of the major changes that areé occurring in the nature of the non-state sector—the sector that has
traditionally been treated as a de facto clvilian sector . Agriculture has already changed from traditional
collective ownership (agriculiural collectives) o individual management, and become a purely private
sector. In industry and services as well, private enterptises and self-employed businesses ar¢ supplanting the
cooperatives. In other words, the civitian sector has gone from being civilian in the sense of not the state
to the (ruer sense of private. o

The nature of the state enterprisés is also moving closer to that of prwate enterprises thanks to the
‘elimination of subsidies, joint ventures with foreign c¢apilal, and the rise of what for all purposes is
consignment management . Though they are still officially stale enterprises with equity ownéd by the state
and the employees, there are some firmis overseen by local governnients that are run like private enterprises
by what amotints to a handful of managers, The Constitution of 1992 postulated a multi-sector economy
comprised of five aclors: the stale sector, the collective sector, the private individual sector, the private
capitalist sector, and the state capitalist sector. It does, however, recognize the existence of - state enterprises
like joint ventures with foreign capital or the domestic private sector in which the stale owns part or most of
the shares, In other words, companies are permitted within the range of thie state capitalist sector and they are
handled for statistical purposes as part of the state sector.

I1I. The formation of private enterprises in Viet Nam

Viet Nam gave official recognition to private-sector economic activities with Cabinet Decision No.
27/HDBT of March 9, 1988, which sets forth regulations and policies for the private scctor. Soon afterwards,
the Party also issued a Politburo Decision (No. 16 of July 15, 1988) entitled “Reform of Managerial
Mechamsms and Policies for the Non-state Sector™ (No. 16/NQTW) in which the non-state sector was 1)
allowed to operate oultside of stale plans; 2) not to be discriminated against vis a vis state enterprises in the
supply of raw materials, parts, and mechanical equipment; 3} allowed to use foreign exchange carnings lo
import mechanical equipment (if an export indusiry); 4) allowed to negoliate and sign contcacts with foreign
entities (if an exporl enterprise); and 5) given protection for patents and trademarks, . '
Prior (o that time there had been timited permission for free markels in agricultural, forestry, and fishing
products and, at one point, joint public-private enterprises and private stores, bul regulations were s00n
reimposed as Party policy towards private economic aclivities wavered, In a socialist econony the only
permilied economic activities ace basically by staté enteiprises and collectives. Even if the existence of a
non-state sector is permitted in some cases it is only as a temporary expedient taken in order to make it
through the current economic crisis. In addition, the economy of Viet Nam was still operating within the

* framework of central planning. Raw materials were atlocated and not available on a free, commercial basis;
products were assigned official prices by the state; and absolutely no credit was: forthcoming from state
banks. -

Given these facts, lhere was little prwale sector reaction to post- 1987 calls by the Party and government
for private investment—the risks were 0o great. Even the Politburo decision of 1988 was greeted with an
“extremely muted reaction l'rom the private sector side.-The Party had to therefore marshal terminal
organizations o convince people that the new policies were permanent and they could invest with
confidence. ‘

What really changed the s;luauon were the fundamemai reforms that were embarked on in 1989,
pnmanly the liberalization of prices, foreign exchange rates, and teade. These reforms opened the way for
private enterprises to freely procure raw matetials and sell and export products, all at market prices. The
legislature then approved a Companies Law and Private Enferprise Law in Deccmber 1990, both effective
April 15, 1991, which put in place the Iegal basis for economic activities by private enterprises.
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In the Economic and Sociat Development Sicategy to 2008 adopted by the Tth Party Congress in June
1991 it states that 1) all citizens may enjoy the freedom to engage in business activities undet the law and
properly rights and juslifiable incomes will be protected; 2) unless banned by law, there will be no
restriclions on the size, tocation, or trading activities of the private capitalist sector; and-3) all economic
units will be treated equally before the law, with no discrimination by the state, and no mandatory asset
allocations, production means, or collectivization. These private-sector rights approved by the Party
Congress were enshrined in the New Constitution of April 1992.

Not surprisingly, it was around 1992 that private enterprises, and privale shops and businesses began to
spring up all accoss Viet Nam, Almost all the houses fronting major roads in Hanoi have stores or shops. In
1989, shops and réstabrants were still rare, but chanige has occuirred with amiazing speed. People who raised
funds from relatives and friends 1o start busiriesses did so very quietly and carefully, fearing a change in
policy, but business tumed out to be better than expected, convincing inany to expand into something more
full-fledged, which in turn spurred fuither developmient in the private sector.

1V. The status of non-state enterprises

For all this activily, it is still extremely hard to produce a genezal piclure of non-state sector economic
activities {including those of the self-employed in industrial and service sectors) in Viel Nam, {n the first
place, there are no measures or stalistics on the funding and sales of self-employed businesses, which are
said to number well over a million businesses. Secondly, the pace of change is so fast dnd the situalion so
* fluid that in the space of just iwo yeats the entire picture can be changed, which makes it all the more
- difficult to survey and analyze this sector.

There are, however, some statistics available on lhe businesses licensed as joint-stock companies,
limited companies, or privately owned enterprises under the Companies Law and Private Enterprise Law.
While not a picture of (he non-state sector as a whole, these statistics do enable some analysis of non-state
sector activities in Viet Nam. The Statistical Yeasbook 1994 notes a total of 26,282 enterprises in Viél
Nam, including 6,042 state enterprises, 936 representative offices (of foreign firms), and 279
. misceltaneous enterprises (which are not state enterprises but government agency service providers and the

like). Some 18,854 of these enteiprises were registered between April 1991 and the end of 1993 {including
i rcgiﬂlra!ion of éxisting enterprises). In 1994 there were 7,428 nery registered enterprises, which works
“out to 28% of all enterprises (see Table 7, Num‘oer of Entcrpnses and Registered Capnal by Form of
- Management and Industry ).
Table 8, Number of Enterprises in the Non- state Seetor by Industry, was créated from a different set of
“slatistics found in Non-State Economy 19913995, These statistics eliminate state enterprises and
representative offices, but include colleétives that have obtained business licenses. They are relevant as of
November L. However, both sels of statistics share the fact that they cover only licensed businesses. What
can be seen froni them is that between November 1 1994 and the end of December that year, the number of
non-state enterprises, excluding collectives, rose from 15,892 to 19,029, That is a gain of 3,132 businesses
(of which 1,771 were privately owned enterprises, 14 joint stock companies, and 1,347 Jimited companies)
in just two months. That is how fast-paced recent change has been. :

Though there are no statistics available, change is probably occurrmg at a similar pace among the self-
employed and unlicensed businesses. As can seen from Table 6, the number of self- -employed businesses
involved in industrial pmducuon saw a significant decline between 1991 and 1992 This decline was -
probably a sesult of the loss of the COMECON market: In 1993, however, it surgecl back to 452,800 units
and given the robusiness of the Vietnamese economy, even stronger growth was probably seen between
1994 and 1995, According to an official in the Ministry. of Labor in charge of the survey of small and -
medivm enterprises, there are a number of self-employed businesses in industry that have higher production
and sales than do registered enterprises. The reason they do not obtain iicenses'as enterprises is that
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governmenit tax checks and regulations are a bit less steingent for self-employed businesses.

1. Numbers and registered capital of non-state enterprises

According to Non-State Economy 1934", there were 17,442 registered non-state enterprises (including
collectives that had obtained business licenses) in Viet Nara as of November 1, 1994, The overwhelming
majority of these, at 68.8%, were privale enterprises, followed by limited companies at 21.6%. Between the
Iwo, these forms of management account for 90% of the totat. The largest indusirial seclor was cornmerce at
38.6%, followed by manufacturing at 35.2%, and fishing at 10%. In all cases, privately owned enterprises
were the majorily, though there were large numbets of joint-stock companies in the financial sector (see
Table 8). : .

- About a half of the 6,142 companies in manufacturing wece in food and food processing, followed by
10.4% ih lumber and woodworking, 5.7% in metal working, 3.6% in textiles, 3.4% in clothing, and 3.0% i
furititure. Most of the enterprises in food, food processing, lumber and woodworking, and metal working
were privately owned enterprises, while those in clothing and textiles tended to be somewhat larger limited
companies (see Table 9, Breakdown of Non-State Enterprises in Manufacturing by Industry and Form of
Management ). _

Statistics on the year of establishment for enterprises in existence as of November 1, 1994 show 93% of
the total to have been established since 1992. The nuinber of non-state enterprises (excluding collectives)
established prior to 1990 was a mere 2897, (See Table 10, Breakdown of Non-State Enterprises by year of
Establishnient and Forin of Management). - o _

Ho Chi Minh is home to 14% of all non-state enterprises, followed by Hanoi at 7%. The majority of non-
state enterprises in both Hanoi and Ho Chi Minh take the form of limited companies, but in Da Nang and
other provinces, the majority are registered as privately owned enterprises. There are also large numbers of
collectives in Hanoi, Hai Phong, Ho Chi Minh, and Da Nang (see Table 11, Breakdown of Non-State
Enterprises by Province and Form of Management). _

Breakdowiis by legal capital produce little change in the industrial mix, though by form of management,
limited companies and joint stock companies have higher capital and together account for about 62% of the .
total. The average legal capital for all enterprises is extremely smatl at 340 million Dong (about 34,000 :
dollars). Average capital in the manufacturing sector'is only 330 million Dong per enterprise; for privately
owned enterprises, which account for the majority of enterprises in the manufacturing sector, it is a mere 170 .

“million Dong. The average capitalization of limited companies in the manufacturing sector is 930 miltion
Dong; for joint stock companies, 3,590 miftion Dong (see table 12, Legal Capital of Non-State Enterprises
by Industry and Form of Management). . _ : ‘

A regional breakdown of legal capital shows no great differences between per-enterprise capital in '
Hanoi, Hai Phonig, Ho Chi Minh, and Song Be province. AH are about 600 miltion Dong. For Da Nang and

1y These statistics are basedon a survey of non-state enterprises that had obiained busioess licerses (ml!céliws included). The 1999 hguees ate
“the results of a threugh survey of all non-state enterprises in the twelve provinees and cities. According 1o the person in charge at the Statistics
Bureau, the :nalional statislics included n the report were ereated by sopplementing results from the twelve provinces and citics with réports
from othér provinces. ) o . . '
According o 2 survey by the 1LO 1n 1991, whea 507 weban small and midium emerprises (117 self-employed housefold and 51 slate
ehterprises included) are broken Sown by yeal of eslablishment, 42.5% of the total had been establish prior (o 1985, 56.4% betweva 1986 and
1990, and only 0.8% in 1991, The Mekong Dulta Survey refened to 1ator in this papers 2150 showed 54 of non-state enterprises to have been
cstablishad prior tolal of 1989, This casls doubt on the figuce of only 1,000 enterprises established peior o 1990, Accerding to the porson in
charge at the Statistics Busezy, regardless of what there may have been prioe 1o that point, any time there s 4 change in pame, form of
_ownership, of the ke, it Is rogistered as a new enterpaise established in that year. Enterprises that registerod peiod ko 1990 and had no substantial
rhahgeé ar¢ conskdsted to have been established inthe year of registration, Tt ajgats therefore that inthe ELO and Mokonag Delta surveys, the
answers given refer o the ime of orlginal establishment in a diffeqent form of 25 2 collective OF date cnterprise. Therelore, many of the
chlerpaies listed in twise statistics as having been established since 1991 may actually have had a predecessor originally established earlice,
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other rural provinces, it is smaller at 100-300 miltion Dong (see Table 13, Legal Capital of Non-State
Enterprises by Region and Forn of Management).

2. Delailed analysis ol non-state enterprises in the 12 major provinces and cities

There are no national figures from which to gauge by size (number of employees and capitalization)
and industry the number of workers, sales, labor productivity, and capital efficiency of non-state
enterprises. One must instead rely on the Survey of Non-State Enterprises for the twelve major provinces
and cities {cities of Hanoi, Ho Chi Minh, and Itai Phong; provinces of Bac "Ihai, Hai Hung, Nam Ha, Tua
Thien Hue, Quang Nam Da Nang, Khanh Hoa, Dong Nai, An Giang, and Can Tho: North Mountain and
Midland 1, Red River Delta 3, North Central Coast 1, South Central Coast 2, Centrat High}and 0, Northeast
South 2, Mekong River Delta’'2). These twelve provinices and cities contained 52% of all noi-state
enferprises and 60% of legal capital according to Statistical Yearbook 1994 . The distribution of industries
for non-state enterprises in the twelve provinces and cities will be biased slightly towards commerce,
manufacturing, and services because major urban areas are included; while the weight of privately owned
enterprises will decline and that of limited comipanies rise for the same reason. Among manaufacturing
sectors, there is significantly less weight on food and food processing than there would be in national
statistics, and correspondingly more on industrial goods processing, metal processing, clothing, and rubber
and plastics. Note also the greater diversity of industrial sectors, (See Table 14, Number of Non-State
~ Enterprises by Industry and Form of Manageménl, and Table 1S, Breakdown of Manufacluring Enterprises
by Industrial Sector and Form of h{aaaagenlent). _

(1) Distribution of non-state enterprises by industry and size _

Table 16 contains a breakdown of non-stale enterprises in the twelve provinces and cities by industry .
Fmerprises with 10 employees or less account for 48.8% of the total; those with between 10 and 50 for

&. In other words, 87% of the total are small businesses with less than 50 employees. Larger enlerprises
v.nh more than 200 employees account for a mere 3.2%. This trend is particularly pronounced because
71.2% of the non-state enterprises involved in :,ommcrce are extremely small businesses with less than 10
employees. ‘

The picture is a bit different when the focus is narowed to manufacturing, where emerpnses with less -
thaa 10 employees account for about 20% of the total and those with between 10 and SO for about 58%.
Enterprises with 100 or more employees make up about 11% of the total,

By manufacturing seclor, about 40% of the eme;pnscs involved in food and food processing (whrch
account for most manufacturing enterprises) are extremely small businesses with 10 employees or fess,
which tends to highlight the small size of manufacturing enterprises. However, in all sectors, the bulk of.
enterprises have between 10 and 50 employees, though those in textiles, clothing, and leather tend to be
larger (See Fable 17, Dasinbuuon of Non-State Manufacturing Enterprises by Industrial Sector and Number
‘of Employees). :

(2) Distribution of non-state enferprises by industrial sector and operating capital

Besides legal capital, Non-State Economy 1994, uses the terms business capital and using capital. This
would be equivalent to what we in Japan would call operating capital, that is, capital plus statutory reserves
plus surpluses. The statistics show that opérating capital as of November 1, {994 was 3.94-times the size of
legal capital ‘on an all-industries average. In other words, Vietnamese non-siate enterprises’ are actually
engaged in economic activities with about four-times the amount of their statutory capital. While the
average legal capital for the twelve provinces and cities (all industries) is 490 mI||IOI’1 Dong, average
operating capital is 1,936 million Dong. -

Breakdowns of non-slate enterprises by operaling capital show that about $3% of the total have less
than 250 million Dong (about 25,000 dollars), though 19% have more than 1,000 million Dong (about
100,000 dollars). While it is natural that financial enterprisés have ‘operating capital in excess of 1,600
million Dong, one should note the large numbers of emerpr:ses in transportation, communications,
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construction, hotet and restaurant management, and mining that also have operating capital at that level.

" About 53% of the enterprises in manuﬁctunng are exteemely small entities with operating capual of 250
mitlion Dong or less. About 19% of all limited conipanies have operating capital of 1,000 milliont Dong or
more. Obviously, sectors like food processing and beverages will have niore small enterprises, so this trend
is more pronounced. In textiles, clothing, leather, woodworking, chemical products, rubber and plastics.
machinery, and etectrical equipment, there are more enterprises with operating capital of 500 million Dong
of more (see Table 18, Distribution of Non-State Enterpriscs by Industrial Sector and Amount of Operating
Capital, and Table 19, Distribulion of Non-State Manufacturing Enterprises by Industrial Sector and Amount
of Operating Capital). :

(3) Breakdown by induslry of non-stale enteérprise employmml

Non-State enterprises in the twelve provinces and cities employed 286,000 people as of November 1,
1994, of which 48% were employed in manufacturing, followed by 18% in transportation and
communications, 11% in construction, and. 10% in commerce and repairs. By form of management, 54% of
manufacturing jobs were with limited companies; 24% with collectives. Indeed, collectives play a major role
in employment, providing 37% of jobs in all industries. Some 90% of the jobs in transporlation and virtually
all of the jobs in mining are with collectives (see Table 20, Breakdowr of Non-Siate Enterprise Fmployment
by Industrial Sector and Form of Management). :

By sector, 28% of the jobs in manufacturing were in ¢lothing, 14% in food and food processing, 12% in
tumber and woodworking, and 10% in mineral preducts. By form of management, limited companies played
a central role, although collectives provided more jobs in textiles, paper, chemical products, mineral
products, medical equipment, and vehicles (see Table 21, Breakdown of Non-State Enterprise Employment
by Manufactusing Sector and Fonn of Management).

(4) Sates al non-stale enterprises

‘The retail and repair sectors produce 68% of all sales at non-state enterpnses Manufacturing-sector sales
account for 22%; Per-enterprise sales are 15,600 million Dong in finance, 4,500 million Dong in retail, and
2,100 miltion Dong in nianufacturing. By form of management, sales at limited companies account for 61%
of the total. Sales at collectives account for a mere 4% (see Table 22, Breakdown of Nor-State Enterprise
Sales by Industrial Sector and Form of Management). : :

(5) Contributions of non-state enterprises to state revenues

Table 23 prowdes a breakdown by industrial sector and form of managemient of comnbunons to state .
revenuss (tax payments) as a percentage of sales. In terms of industrial sectors, the highest ratio of taxes to
sales is for miscellaneous services (compuler secvices, real estate, and similar services) at 13.53%, followed
by hotel and restaurant management at 8.8%, finance at '7.3%, construction at 4.9%, and transportation and
commuoication al 3.4%

By form of managemenl the highest ratio of laxes to sa'es is paid by joint stock companies (4.3%),
followed by timited companies at 3.6%. Joiot stock companies in the misceHancous services sector paid
taxes as high as 39% of Iheir sales. The lowest taxation rate is for privately owned enterprises at 1.2%. The
reason for this is the low 0.9% ratio of taxes to sales for privately owned enterprises in retail. The ratio of
laxes to sales is a function of the tax rate for the industry in question, ils profitability, and its tax
apprehension rate, The reason the ratio is tow for retait is due both to low profit margins and to insufficient
tax apprehension. '

(6) Per-employce operating capital, sales, and contributions fo state revenues

Table 24 contains a breakdown by industry of per-employee operaling capital, sales, and comr:buuons o
state revenues. The average for all industries is to use SI million Dong (about 5,100 doHars) of capital per
employee to produce 83 million Dong in sales, of which 2.4% is paid as laxes. On a per-employee basis,

. opéraling capital, sales, and tax contributions are extremely high in finance and refail.
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{7) Average using capital, sales, tax contributlons, and produclhily of manul‘acturing enterprises

hy size of operating capital and number of em pon ees
“Table 25 looks at the manufacturing sector in the twelve provmces and cities in terms of capital and
number of employees. The average are responsible for 39% of the taxes paid by enterprises manufacturing
enterprise has 57 employees, uses operaling capital of 1,413 million Dong (about 1.41 million dollars),

generates 2,680 million Dong in sales, and pays 54 million Dong in taxes. Per-employze sales aré 37

million Dong (about 3,700 dollars}, for a ratio of 1.47-fold “‘using capital.” The turnover rate for capital is

higher the smaller the capitalization of the enterprise, but per-employee salés are generally low. Note,
however, that enterprises with o'per'a(ing‘ capital of between 100 million Dong and 250 million Dong have
higher per-employee sales than those with operating capital of between 250 million Dong and 1,000 miltion

Dong, and therefore have better capital turnover rates.

. The breakdown by number of employees shows enterprises with between 10 and S0 employees (o be
notably strong performers with much better per-employee sales and capilal efliciency than entetprises of
other sizes. In fact, 58% of the non-state manufacturing entecprises are in this size group. By centrast,
enterprises with 200 or more employees have significantly lower productivity. This may be a problem in
management after the enterprise exceeds a cectain size,

(8) Comparison ef non-state enterprises in Hanol and Ho Chi Minh

Tables 26 and 27 contain breakdowns by size of the major measures of non-state enterprises {all
industries) for Hanoi and Ho Chi Minh respectively. Ho Chi Minh contains about wice the number of non-
state enterprises as Hanoi, but a higher percentage of its enterprises are also in the higher-operating-capital

groups. While only 17% of Hanoi’s enterprises have operating capitat of 1,000 million Dong or more, 36%

of Ho Chi Minh's are at that level. _ _

The average Hanoi enterprise has 24 employees, “using capital” of 1,400 million Dong, sales of 1,574
million Dong, taxes of 48 million Dong, per-employee sales of 660 million Dong, and a ratia of sales to

© using capital of 1.2-fold. In Ho Chi Minh, the average enterprise has 54 employees, using capital of 4,570

million Dong, sales of 6,000 million Dong, taxes of 1,100 million Dong, and a catio 'of sales to using capital

+ of L31-fold. Not only is it bigger in size, it also has better per-employee sales, capital efhc1ency and lax

payments than its Hanoi counterpart, _

Even when this is broken down by size of operating capital, Ho Chi Minh enterprises are far above

- Hanoi enterprises in terms of per-enterprise average sales and tax contcibutions. 'n per-employee labor

productivity and capital efficiency as well, thece are large gaps bétween Ho Chi Minh and Hanoi.

However, the breakdown by number of employées shows that it is the enterprises in Ho Chl Minh with

' between 10 and 50 employees thal are the excellent perfomxcrs in terms of sales, tax contributions, and
productivity, while results for enterprises of other sizes are not especially good. For Ho Chi Minh
enterprises with 10 employees or less, per-employee sales and capital turnover rates are both below those of
their Hanoi counterparts. Nonetheless, tax payments are about 6-fold those of Hanoi enterprises of similar
size. While in Ho Chi Minh per-employee sales and ¢apital efficiency tend to decline the larger the
enterprise becomes, in Hanoi, capital efficiency is higher Tor enterprises with 200 or more employees than

it is for those with less. Whether these differences are due (o managerin) techaiques or systemic differences

“is an extremely interesting topic deserving of further study.

' The overall conclusion, however, is that the best performers in Vicinamese manufactunng are sma!ler
enterprises with 10-50 employees and operating capital of between 100 million Dong and 500 million
Dong. _

(9) The average Vieloamese enterpriser

A survey of 10,735 managers in (he twelve provinces and cities shows 39.3% of business managers to
be less than 40 years of age, 32.3% betwéen 40 and 50, and 28.4% 50 or older. Managers in manufacturing
are slightly older, with only 32.2% below 40. Prior to managing a non-state enterprise, 42.7% were officials
at state enterprises or in the government; 0.7% still are, and the remaining 56.6% were in the non-state
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sector. Given the low overall weight of the state sector in Vietnamese employmenl (9% as of 1993), lhlS is an
extremaly high proportion of managers (o have been former state enterprise and government officials. There
are probably many reasons for this high percentage of former state sector workers, among them the fact that
al state enterprises they could learn technology and gain experience in things like purchasing and sales.
However, it may also be a reflection of one characteristic of the business climate in Viet Nam that rather than
being a free competition of managerial effort and technical innovation, it is a market wheré personal
connections and the access that they bring to the government, state enterprises, and banks are more
important.

An ILO survey (whnch will be discussed in greater detail later on in thts paper) found that 78% of non-
slate enterprise managers (including the self-employed) in Hanoi, Hai Phong, and Ho Chi Minh were male;
their median age as 44.9; and 41.4% were either former officials at state enterprises or in the government, or
were retired military personnel. in Hai Phong, 74% came from the state scctor, while in Ho Chi Minh only
17.7% did so. In terms of academic training, 25.2% had 10 years or more of formal education (had entered
university), 35% had between 8 and 10 years (high school graduates), and the remaining 39.8% had
something less than that,

V. Small and medium-sized enterprises in Viet Nam

" There is no fixed definition of “sniall and medium eaterprises” in Viet Nam, but the followmg are some
of the leading opinions on the subject™ - '

1) Viet Nam Industrial and Commercial Bank :

Lending standards define enterprises with eapital of between 5,000 million Dong and 10,000 million
Dong (about 500,000-1,000,000 dollars) and between 500 and 1,000 employees as medittm enterprises.
~Those with less than 5,000 miftion Dong and less than 500 employees they define as small enlerprises.

2) City of Ho Chi Minh

The city of Ho Chi Minh defines entesprises with less than 1,000 million Dong (about 100,000 dollars)
_ in capital and less than 100 employees as small enterprises; ‘enterprises with between 1,000 mtllmn Dong
and 10,000 million Dong and between 100 and 500 employees as medium enterprises, Mosl economlsts
support this definition.

-3} Opinions of other researchers : -

There ate some who define small and medium: emerprises as enterprises with less than 1 0(}0 mllhon
Dong in capital and no more than 100 employees. . :

The definition of small and medium enterprises in Vict Nam is more than just a question of size. ['here is
much debate over whether the definition should vary from industry to industry, whether it should include
state enterprises and the self-employed, whether, given the fluidity of conditions and the dynamic rate of
change among non-state enterprises, it should not be changed frequently as conditions demand. No
consensus ‘on these issues has been formed, but it seems (hat any definition that merely looks at the stage of
development that the Vielnamese cconomy has reached of the raw size of enterprises will be inadequate.

- Ultinately, it must take into account government policies—how the government views the role of small and
medium enterprises in Viet Nam, what kind of supporl it provides them, how it plans (o foster them.

Most of Viet Nam’s neaghbors in Asla, Japan included, have adopted policies to promote small and
medium enterprises. The reasons that governmenls support spiall and medium entesprises are because they
play ar important role in employment and exporis, are instrumental in modernizing rural areas, rectifying

. 3 Ngueyen Dinh Phan, Deielopment of Small and Mediom Busnmsses on the process of !mluxlnahmuun and Mckauahm in Vict Nani, Papnr
for the MP Wo:kdmp. March §, 1556: and Nguyea Thi Ash Thy, Saall ard Medivitt Inustrial Enterprises in Vict Nam, March I996
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gaps between regions and alleviating poverty, and provide the supporting industries for modern industrial
pmducn‘o_n.- In addition, small and medium enterprises are valued for their ability to versatilely adapt to
changes in demand with small amounts of capital, and for their high capital efficiency. Governments
therefore find it advisable to actively foster small and medium enterprises, but realize that if left 1o the
market alone they would probably not grow because small and medium enterprises are economically weak
compared {0 large companies. Government suppori is therefore provided as a means of supplementing the
market, _

In Viet Nam's case, its praducis, labor force, and eapital markets are still underdeveloped in
comparison with those of its Asian neighbors, it has only a short history of private enterprise, and its legal
system is rot yet fully in place. State enterprises siill dominate industry, and privale enterprises are not
treated equally with them on many points, That is why il would seem advisable for Viet Nam to provide
stronger suppotts for small and medium enterprises, but it is uncertain whether the gavernnient r'écoguizes
this. Even if it does, there are still the questions of what criteria an enterprise must meet in order to be
judged weak, and which indusirial sectors should be supported. The definition of small arid medium
enterprises is therefore closely related to how the government views these questions. Part of the reason why
there is an inconclusive debate within Viet Nam on the definition is that the government attitede towirds
private small and medium enterprise support has yet to be consolidated. :

‘Were the definition of the Viet Nam Industeial and Commercial Bank to be applied to manufacturing
enterprises, alniost all of the private enterprises in the country would have to be classified as small and
medium. Even among state sector, only 252 of the 6,264 total have 1,000 employees of more-a mere 4%
(Statistical Yearbook 1994 , p. 58). In other words, the Viet Nam Industrial and Commercial Banks
definition would put the major of Vietnamese businesses in the small and medium enterprise ealegory,
which would mean that small and medium enterprise promotion policies would have to cover almosl every
enterprise in the country. Thus, the Viel Nam Industrial and Commercial Bank's standards of less than
10,000 million Dong (about 100 million dollars) in capital and less than 1,000 employees does not fit
conditions in Viet Nam. What is probably happening is that the bank is trying {0 keep the range of large

enterptises extre mely narcow in order Lo tighten its standards for prime-rate loans.

Even using the defm:l:on of the City of Ho Chi Minh, which is accepted by most economists and
researchers, almost all non-state enterprises would end up in the small and niedium category, Table 25
shows that even when operalmg capilal (which averages about 4-times legal capital) is used, only about
'19% of Viet Nams non-state manufacluring enterprises exceed the 1,000 million Dong mark and only
~about 5% of them have 200 or more employecs. It is an exttemely small number of non-state enterprises
that have more than 10,000 million Dong (about 100 million yen) in capital and 500 or more employees,

In Japan, the Small and Medium-sized Enterprise Basic Law contains a definition of less than 10
million yen in capital {or invested funds and so throughout) and 50 or less enployees tor the retail sector,
less than 30 million yen in capital and 100 or less emplayees for (he wholesale sector, and less than 100
milion yen in capital and 300 or less employees for the manufacturing and other sectors. None of these
definitions has been changed since 1963. The question for Viet Nam is how it will define enterprises as
* being economically weak and what kind of support the government will give to them. Given the size
breakdown of enterprises in Viet Nam, [ think a reasonable definition of small and mediwn enterprises in
the manufacturing sector would be less than 3,000 miliion Dong (about 3¢ million ycn) in capital and 200
or less employees.

‘There is a division of opinion on whether state enterprises should be included among small and medium

- enlerprises, Some argue that state enterprises or not, the role of small and medium enterprises in the
Vicinamese economy demands that policy treat all alike. But even thought state enterprises may no longer
receive subsidies, the fact that they are run by the state opens up the door o a wide variety of assistance
from their oversceing agencies (including their provinces and cities). Therefore, until further progress has
been made in privitizalion and reorganization as joint-stock companies so (hat they are managed according

70



to the same mechanisms as civilian enterprises, it may be more appmpnale to exclude state enterprises from
small and medium entecprise programs, :

Next is the question of whether to tréat the self- employed who have not obtained business licenses as
small and medium enterprises. We have already seen that the self-employed play an extremely important
role, accounting for about 22% of industrial production and about 78% of non-state sector industrial
production (1993). Given their place in employment, exports, and regional promotion, the self-enmployed, at
least in manufacturing, should be ¢ligible for small and medium cnterprise promotion programs.
Nonetheless, many are run in a pre-modern fashion, often with no books kept. An effort should be made to
modernize this sector by, at the very lcast, obligating it to perform simple bookkeeping aid providing it with
management guidance.

1. Surveys and data on small and medium enterprises in Viet Nam
There have been several studies made of small and medium ¢nterprises in Viet Nam. The main ones
are summarized below.
1) Study by the ILO and the ILSSA {Insmute of 1.abor Sciénce and Social Aﬂam part of the Ministry
of Labor, Invalid and Social Affairs, Viet Nam)
- Time : Barly 1991
- Sample : 1,008 businesses in Hanoi,” Hai Phong, Ho Chi Minh, and five provinces, including 434
- were family-run business units, 51 state enterprises, and 100 collectivcs.
- Source : ILO-ARTEP, Small Enterprises in Viet Nam, September 1992,
2) 1LSSA study _
.+ Time : May-August 1992
- Sample : 369 businesses in the Red River Delta, including farms and ramhcs
. Unpub!lshed
3) ILSSA study
+ Time : May-August 1993
+ Sample : 300 businesses in Hai Phong, Da Nang, and Ho Chi Minh {mcludmg construction). toint
study with the Japan Labor Organization. ‘
- Unpublished -
4) ILSSA study _
+ Time  August 1994 :
- Sample : Random survey of 423 manufactunng businesses from afound the counlry
- Unpublished
5) IL.SSAstudy
- Time : October-November 1994
- Sample : 552 businesses in the Mekong Delta. Manufacmnng only.
+ Source : Vung Dong Bang Song Cun Long 19941995, Vien Khoa Hoc Lao Dong Va Cac Van De
Xa Hoi, Hanoi 1995.
6) - 1L.5SA study
- Time : August 1995
- Sample : 781 businesses in Hanoi, Hai Phong, Da Nang, and Ho Chi Minh.
+ Unpublished
7} German Small and Medium Enterprise Association and Technonet Asia Organization study
Time : December 1994
- Sample : 36 small enterprises in Hanol and ‘i{l in Ho Chi Mioh.
+ Not yet obiaingd.
8) Central Institute for Economic Managcmem (CIEM) study
+ Time: October 1992
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- Sample : 100 small and medium manufacluring enterprises in Hanoi and 200 in Ho Chi Minh

* Source : CEIM’s Research Report on Private Enterprises, Sponsored by Fredrich-Entert-Stipting,
vert, October 1992, Part of this report can be found in Le Dang Doanh, “Private Sector
Development and Public Support in Viet Nam,” Viet Nam Fconomic Review, December 1994, pp.
7-17. .

The 1LO survey studied the broadest range of issues and is the most useful in developing an image of
small and medium enterprises in Viet Nam. In all cases, however, samples are limited and insufficient to
provide a general picture. Nor have any on-going studies been made tracking the same sample, so there is
no picture of the dynamic movement that is taking place. _

In this regard, the statistics in Non-State Econormy 1994, provide broad caverage and can reasonably be
termed the only statistics which are useful in developing a general picture of small and medium enterprises
in Viet Nam as at a fairly recent date. Our analysis of non-state enterprises in Viet Nam has so far been
based primarily on these statistics, and given the fact that the majority of enterprises in Viet Nam fall into

“the small and medium category, this statistical analysis can be used almost intact as an analysis of the
countrys small and niedium enterprises. The problem is that these statistics are for only one year, so they
show the state of Viet Nams small and medium enterprises on November 1, 1994, bul provide no piclure of
the changes thal are taking place. There are also gaps in the information. For instance, there is nothing on
motivation for establishment, sources of capital and outstanding borrowings, where deposils are kepl,
business relationships with other enterprises, status of facilities and equipment; sources of technology,
exporis as a percentage of total sales, rent payments, or problems encountered. It would therefore be
difficult to extrapolaté a small and medium enterprise policy from this statistical analysis alone. To develop

- small and medivn enterprise policy that is appropriate for Viet Nam requires a fairly delailed survey on the
order of the basic industrial surveys done in Japan.

Vi.Rural induslry

* Even though Viet Nam has experienced relatively high growth in the ninelies, the percéntage of total
jobs in agriculture has actually risen. Agriculture provided 73.5% of total employment in 1990, increasing
- {0 72.4% in 1993. In other words, the modern industrial sector is not absorbing excess agricultural labor
with the spced envisioned, and that being the case, it would seem necessary to make a conceited effort 1o
' exfnand rural employment dusing the off-season and diversify rural economies, though such efforts should
build on a base of rural modernization, improveménts in employment and poveiiy problems, rectification of
"~ regional economic gaps, and expansion and diversification of exports. The development of rural industry
shows particular promise, and in thal sense, it is appropriate that the next Five-year plan for Viet Nam
places priority on rural modernization amd industrialization.

1. Definition of rural induslry _

Like small and medium enterprises, the definition of rural industry is still much debated in Viet Nam.
- Obviously, this debate is fostered by assumptions that rural industry will be given new priority ‘and be
.eligiblé for government assistance. Some are of the opinion that from the perspectives of rural
modernization and alleviation of joblessness and poverty, rusal industry should including hot only industry
proper, but a broader range beginning with primary industries (cash-crop plantations, fishing, and
livestock), and extending to construction, fransport, refail, and other services. Certainly, rural industey is
‘dependent on agriculture and other primary industries for ils growth. They are what provides its raw
materials and are the biggest markets for the industrial products. Rural industry is also supported by the
development of transportal : on, distribution system and the other intrestrueture. But it is industry that is at
the core of rural modernization. Only when high-productivity industries develop will raw malterials '
suppliers have markets and funding, and only then will it be possible to boost productivity in and -
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modernize the raw materials sector, -

However, even if the definition of rural mdustr) is timited to mduslry proper, there is siill the question of
how to handle the many different forms of businesses; including state enierprises, that may be located in

rural communities, not to mention such questions as how to define rural, how to handle enterprises located in

regional cities and their suburbs, whether or not to include rural industry among non-state enterprises, how
to handle overlaps with the definition of small and medium enlerprises, or whether, as some argue, the focus
in rural industry should be on villages practicing traditional handicsafts like ceramics, furniture, and rush
mats (the traditional profession villagés). -

Probably the most realistic policy for rural industry would be to treal :l as a part of smalt and medium
© enterprise policy but take into account the special circumstances of rural comniunities, providing certain
benefits to non-state enterprises and the self-employed located there when lhey meet certain conditions.

2. The current state of rural lnduslry in Viet Nam :

If rural induslty is defined broadly as non-state businesses (including collectives and the self- cmploycd)
involved in industry in provinces {including regional cities) outside the major urban areas (Hanoi, Hai
Phong, Da Nang, and Ho Chi Minh), it includes 86% of non-state industrial businesses in Viet Nam as of
1993 (57% of collectives, 5% of private enterprises, 87% of the self-employed) and accounts for 63% of
non-state industrial production by vatue (1992). In other words, majority of non-state industry in Viet Nam
would have to be classified as rural,

Using a more nascow definition that sees rural industry as non-state businesses (including industrial
collectives and the self-employed) involved in indusicy and located in rural villages (excluding regional
cities), most of Viet Nam's rural industry is either in “traditional profession villages” (furniture,
woodworking, ceramics, tiles, silk, silk weaving, embroidery. bamboo crafts, rush mats, carpets, stone
working, metal processing ete.) or in sectors like rice milling and food processing and most are either
* collectives or the professions of the sell-employed.

Lack of data makes it difficult to develop a general piclure of Vietnamese rural mduslry in the nascow
sense. The description in this paper is based on three sources:

1) World Bank, Red River Della Master Plan, Background Repost 26 (Vlllage Crafts);

2) Intervicw susvey of 24 rural busingsses (7 in Ninh Binh Province, 7 in Thasth Hea Province, and 10in
Dong Nai Province) recommissioned by us to the National Institute for Science and Technologucwl :
Forecasting and Stralegy Studies (NISTFASS); and ‘

3) My study of the provinces of Ninh Binh, Thanh Hoa, and Nghc, An, and of Bat Tran Vlllage ;
(ceramics, Hanoi Province) and Dong Ky Village (furniture, Ha Bac Province).

(1) Rural industry in the Red River Della

According to the World Bank Master Plan, there are about 60,000 households and 300,000 peaple
engaged full-time in handicrafis in the Red River Delta. Some 50% of households (about 1 million) in the
Delia area are involved in haddicrafis on a part-lime basis. At the businesses interviewed, the average
shipping value per full-time worker was 20 million Dong (about 2, 000 doWars) in 1993, Handicraft

'produdmn in the Delta is eshmaled to be worth about 6 tcillion Dong (600 million dolars, bricks and
flooring tiles are exchuded) a year.

- Sales and employment in Della handicraft industries peaked i in 1989 and have since been declining. “This
is because other COMECON countries have in effect suspended imports. Exports of major products have
dropped to about 25% of 1989 levels. With the suspension of exports to COMECON countries, the domestic
markel is now the largést markel for products, followed by exports and tourist demand. Major export
markets are currently Asian neighbors: Taiwan, South Korea, Japan,; China, and Hong Kong. There is also
some re-exporting to the United States and Europe via Taiwan, Hong Kong, and China. Major export
products are mother-of-pear! furniture, decorative ceramics, ratan fumiture, lacquerware, rush mats, bamboo
ceafls, and carpets. ' -

73



Prior (0 1978, all ceafismen and laborers belonged to collectives, but the collapse of the COMECON
market and the liberalization of the Vietnamese economy have causcd most collectives to be disbanded.
Their numbers have therefore gnmly declmed Cuerently, most of the work is done by self-employed
families.

Most operating funds come from fands on hand or borrowings from friends and relatives. There is litle
borrowing from banks. Bank leans are limited to collectives and are only short-term. There are large gaps
between individual businesses. Fixed assets range anywhere from 750,000 Dong (aboul 75 dotlars) to 300
million Dong (about 30,000 dolbars); operating funds are anywhere from $00,000 Dong to 1,000 million
Dong.

There are aboul 1 million households in the Della engaged in handicalts on a patt-time basis. Wonien
account for about 60% of the labor in handicrafts. Skill levels are gerierally high, bit the demands of the
domestic market are low, so quality is not necessary good. Some products have encoontered difficulties
because of competition from imports, but certain modifications in quality and design could open up
promising export markets.

As incomes rise, the domestic market will probably become more important. Demand should cise for
furniture and construction ceramics in particular. The market for tourist souvenirs will also become more
important as tourism grows, bul in addition to developing new products and inmprovinig designs, there will
necd to be more emphasis on sales promotion. The export markets for these sorts of hardicrafts are not
barge, but Viet Nam has a price advantage in labor-intensive products like ceramic dolls, wooden toys,
metal working, silk-weaves, embroidery and lace, reproductions of antique ceramics, and furnituré. The
Delta production areas have a plentiful supply of skilled labor, and productivity is high. Additionally, it has
the experience of having exported fairly large amounts to the COMECON niarkel. if new products and
designs were developed and quality improved, it has the potential to develop into an export industry of
considerable size. In fact, given the chance, (he Delta handicrafts producers have the capacity to adapt to
new products and néw quality requirements.

There are, however, some constraints on the development of the Delta handicrafis industry:

1) Lack of knowledge of international buyers and foreign markets.

2) Barriers to free entry into the export business. Private exporters are permitled, but the funding levels
“required to obtain export licenses and export quotas are too high. Export procedures are also 100 complex.
There is no competition in the area of service between private exporters and state trading companies. The

private seclor only operates in areas where it will not be in competition with the state compames which
“means there is no pressure on state companies. to cut their costs.

3) The government does not recognize how large the Iatent pofential of ihe handicrafts mdustry is to
produce jobs and exports.

4) There is no medium tem credit available to handiceaft producers and exporters. Not even short-term
credit is available to the self-emplayed.

5¥ No effort is made to promote sales of Delta handicrafis to tourists.

{2) Ba Trang Commune' ceramics nllage

" The village of Ba Trang is located about 30 minutes by car from H‘mm along a navigable river. Since
the immigration of people with ceramic technology from Thanh Hoa Provmcc about 500 years ago, it has
been a famous center of ceramics production. The local clay used to produce ceramics was depleted about
10 years ago, so raw naterials are now brought in from other provinces in the Delta. Obviously, a major
reason why Ba Trang was able te develop into a ceramics center was—in addition to its endowment of clay,
population of skilled workers, and availability of large supphes of cheap labor-its access to the Hanoi
market and ability to use rivers for transportation,

There are 2,000 households in the village; of which 1 400 are engaged in ceramics production (this
includes all forms of cerantics: building tiles, vases, tableware, doll_s, pols 1¢.). From the surrounding area
the vi!lége hires about 5,000 people as day-laborers or on monthly contracts.
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There were 17 ceramics compénics_ in (he village, but they were confiscated and transformed ioto state
entesprises and collectives in 1959, The enterprises lried to overhaul their management in 1982, but the
results were not what was hoped for. Beginning around 1990, an influx of cheap products from China put the
industry in crisis, a crisis to which the state enterprises and collectives were unable to adapl. It was at
roughly this time that the liberalization of the economy began, so the state enterprises and collectives were
disbanded in favor of private enterprises and self-employment. The private enterprises and self-employed
craftsmen reevaluated their costs and quality, developed the competitiveness to be able to adapt to changing
environments, and have become strong enough to compete with Chinese products.

In 1996 Ba Trang had 4 state enterprises (of which 2 were uncompetitive ceramics producers), 2 joint-
stock companies, 11 limited companies, and 1,400 self-employed businesses. Together they produced S0
million sels a year. All of the busincsses have their own kilns, and 2/3 of production is for export. Major
markets include Taiwan, South Korea, Hong Kong, and Southeast ‘Asia, although exports have receritly
started 10 Austratia, Canada, the United States, and Germany as well. Little is exporied (o Japan. Most
exporis go through a domestic state trading company (Artexport), though there are cases of Taiwanese
buyers making direct purchases. Ba Trang's sales peaked in 1994; exports declined in 1995, The drop off
was because the United States had lifted the ban on imports from Viet Nam, and Faiwanese importers, which
had re-exported the ceramics to the United States as Taiwanese products, feared that Viet Nam would begin
exporting directly and thus refrained from buying. Another factor was the rise in domestic trade in services
caused by. the New Transport Regulations that took effect in August 1995, However, from 1990 to 1995,
sales achicved an average annual growth rate of about 15% in real figures.

Since moving to private forms of management, living standards in Ba Trang have improved greatly.
About 20% of the self-eniployed houscholds have annual sales of between 80 million Dong (about 8,000
dollars) and 200 million Dong (about 20,000 dollars); 40% between 50 and 80 milliors Dong; and the
remaining 40% belween 30 and SO miltion Dong. Average sales for households producing for expott are
about 200 million Dong (about 20,000 dollars) a year. There are only 2 poverty-stricken households fn Ba
Trang, and that is because they do not have anyone able to work. About 60% of all households have block-
built homes; 50% own motorbikes; and 80% own color televisions. The villagers have worked together to
buitd new elemenl'iry and junior high schools. All children go to school and though their families are busy,
there are none who drop oult, :

The first problem in Ba Trang is that lechnology improvements aré limited to a few leadmg households
and have not been transferred to the village at large. While producers would like to switch from coal- fired
kilns to electricity and gas oul of concein for both quality and the environment, they are conservative al heart
and lack the ambition to prevail in competition. ‘ ‘

" The second problem is that of pollution, The coal burned in kilns has produced serious air pollution.
Sulphur dioxide and carbon dioxide levels are about 6-limes those of the surrounding area and average
temperatures are 3 degrees higher. Of 600 peoplé given physical examinations, 49% were found to have lung
disease. The water is also polluted from the thirly varieties of chemicals that are used. In addition, land is
crowded and there aré problems finding the land for factories and roads. A master plan has been created with :
oufside help in which certain older sections would be preserved for tourism while the rest is redeveloped.
The People’s Coramittee in Hanoi and relevant goverament agencnes have been asked to review the plan,

The third problem is that the managerial skills of the enterprises and the self-employed craftsmen aré
weak. There are many businesses that do not kinow how to use the profits they have earned. They lack
knowledge both of domestic and foreign markets and also of production technology. Nor 4o they have
enough capital to invest in technology upgrades. There is an idea afloal to create a village credit system to
remedy this. Before money can be borrowed from banks, businesses must notify and receive permission
from the village People's Committee. The average household borrows about 30% of ils invested amount
 from banks. The village says it wants (o encourage jdint venlures with foreign capital in the future.
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(3) Dong Ky Commune, Ha Bac Province: furniture vitlage

The village of Dong Ky is located a little aver an hour by car from Hanoi. It has been fanious for
several hundred years as a village of temple carpenters. Under centeal planning, there was no demand for
expensive nother-of-pearl furniture either within Viet Nam or from otlier countries, and while there were
several collectives that made furniture from cheap materials, most of the village was assigned to full-time
farming, Craftsmen with traditional skills were dispersed to various arcas of the country. Around 1987 they
began to return to Dong Ky and manufacture furniture either as self-employed craftsmen or private
enterprises. Thanks to their having been scattered across the country, the craftsmen gained a knowledge of
markets as well as of places and methods for securing materials. Those who went to the south learned
business mé‘nageinen( and how to develop tie-ups with southerners skilled in marketing.

~The village curcently has 1,998 households, of which 80% are engaged in woodworking. Only about
300 hectares (0.15 hectares per household) of the village is farmed. Not only is farming inadequate as a
means of making a tiving, agricultural taxes can no longer be paid in rice. Wood working brings in about
80% of the village's income, with the remaining 20% coming from agricultuse. A total of 6,000 people are
employed in woodworking, of which about 1,000 are day laborers froin outside.

In 1994, 50% of production was for export, and production reached a new peak. The major markets are
Hong Kong and Taiwan. In both cases, products are exported unpainted and unfinished. This is done so that
buyers can judge whether or not the highest quality materials have been used. The sharp rise in exports in
1994 was mainly because of increases for the Chinese market. In 1995, exports éxpericnced a significant
decline. This too was because of declines for the Chinesé markel, though why this should be so is not clear.
'Compe{itic'm with Chinese products is not a problem because Chinese materials are inferior.

The limited company intérviewed by the author had SO full-time employees and a braiich office in

Hanoi. It also used several self- -employed houscholds as subcontactors. fis major problem was unstable
‘ supplies of raw matecials. ‘The government regulates lumber distribution, and malterials are not available
-~ unless one goes through the military or the state enterprises. Expensive lamber materials account for about
80% of product costs, and prices are soaring, Skilled workers are paid 2 dollars a day and wages have not
* changed. The company sought improvements in the government lumber distribution system and geeater
- trapsparcncy in government policies.
() Kim Son District, Ninh Binh Province: rush mat district
Ninh Binh Province has a population of 870,000 and is divided inta two towns and eight dlslncls The
“center of the Province, the town of Ninh Bish, is about 90 kifometers south of Hanoi along Highway 1. the
“town enjoys good transportation infrastructure, with access to and from the city by rail, sea, and navigablg
river. It is a “Iraditional profession village” and its specialities are rush mats, embroiderics, and stone
working. ' .

The Kim Son District is 44% Christian. It is located on the coast, and 1,200 heéctares of its total 11,400
hectares are coastal lands not snited to rice cultivation. Instead, rush is grown. The population of 158,000
contains 80,000 laborers, over 80% of whom are engaged in agriculture. Some 7,808 hectares are under
rice cultivation, producing 70,000 tons of food, or an average of 9 tons harvested per hectare twice a year.
AL 500 kilograms, per-capita food production is well above the mational average of 350 kilograms. In the
seventies, the district introduced rice seediing bed from Japan that have enabled it (o produce crops that are
less subject 1o weather influences.

The history of rush cultivation and processing goes back nore thian a century, having been {ransmitted
to the area by the Japanese and Chinese. The 9,000-9,500 involved in rush processing are alinost all part- =

~ lime farmers. For those in the industry, rush processing brings in about 30--35% of household income.

In the past, work was done by collectives and largé amounts were exported to the former-Soviet Union
and Eastern Europe. The peak was between 1985 and 1987, when 1,000 hectares were under cultivation
and 14,000 tons a year produced. The collapse of the COMECON market and economic liberalization
caused most of the collectives to be disbanded. Their business has been taken over by three new
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cooperative unions, and by private enterprises and self-employed crafismen. There are 8 or 9 large
businesses, and they employ many households as subcontractors.

In 1995, industeial production brought in 23% of the Kim Son District’s gross production (on an added-
value basis), of which about 70% was from handicrafts induslries like rush processing and embroidery.
About 25% of rush products are exporsted. Profits are much larger on exports than on sales to the domestic
marketl. A hectare of rush production for the domestic market earns about 1.5-times what a hectare of rice
production would; for the export market, about 5-times.

The major export market used to ba the Soviet Union, but since 1989 new markets have been found in
Taiwan, Hong Kong, and China. Shipmenis to China are transported directly from the river by boat. China
appears {0 reexport 1o the United States and Canada almost all of what it imports. The country seems to be
interested only in faw materials and has said that it would like to imporl materials only, though some
materials are exported in the form of mats and sets. '

Exports are handled by a state exporl company (Artexport). There are no direct contacts with foreign
buyers, nor is there any information about foreign markets, so no new designs or producls are developed.
People expressed a desire to learn Japanese rush processing techniques.

A privale enterprise set up in 1992 on the former site of a state enterprise now employs 40 people full-
time and 2,000 peaple part-time. A ‘Taiwanese company has proposed establishing a joint venture, but a
permit has not yet come from the Ministry of Foreign Trade (commerce ministry). A conipany orgasized in
1992 as a cooperative union 10 lake over for a disbanded industrial collective now employs 20 people fuli-
time and 1,500 part-time. About 30 people own shares in the new cooperative union. The manager and other
officials own 5-7-times the shares that ordinary members hold. All important décisions are taken before the '
general membership. Though there is some slowness and lack of flexibility in its adaptation to changing
environments, it is still far better than the old indusirial collective. It appears to be a transitional form of
management.

A Japanese company has, lhrough Artexpott, commlsswned the experimental planting of Japanese rush.
The results from a 1-hectare trial were encoutaging. There have been requests to expand the area uader '
cultivation, but these have not been complied with because there are no guarantees that the product will be ‘
bought. The biggest lechnical problem is in drying the rush, particularly during the winter when there is little
sun, The rush yellows and is unable to maintain the natural colors favored in Japan.

: (3) SmaH and medium enferprises and rural industry in Dong Nai Province ‘

© With an area of 5,860 square kilometers and a population of about 2 million, Dong Nai Pro'.'mce isinan
especra!ly good location, right between Ho Chi Minh City, the center of econontic development in the south,
and the Province of Ba Ria-Vung Tau. Waterways and roadways are highly developed, as are electric power
and telecommunications facilities, The center of the province, Bien Hoa, is about 30 minutes from ‘Ho Chi
Minh City by car, and is more or less a suburb of the city.

Since Doi Moi began, -and especlally since 1991, the province’s indusirial production activities have

taken on new energy and achicved startling growth. Its statistics show the establishment of 44 joint stock

companies and limited companies, and 295 privately owned enterprises during the years 1990-1994.
Registered capital in these enterprises is 200,000 million Bong. In addition, it also has 3,400 self-employed
houseliold in sural industry. The old collectives have been reorgamzed and are now operating as about 20
cooperalive unions.

"One of the things that sets Dong Nai apart is the influx of forelgn investment. By 1995, 143 deals wotth -
2,300 million dollars had been approved.:In 1995 alone, approvals were granted for 43 deals worth 1,400
million dollars. This influx of foreign investnient has sparked a boomn in constriction investments, which
were up 44% during 1995. Industry has gone from 30.5% of Dong Nai’s gross product in 1994 to 37% in
1995. Large domestic enterprises ate also expanding their investment in the province, attracled by its
proxlmny to Ho Chi Minh, its significantly cheaper land prices than the cily, and its large supply of cheap
labor. These investments have expanded from relatively urb'm areas like Bien Hoa to more rural indusiries.
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There are several industrial parks, but as yet almost no subcontracting arrangements with the companies
that have moved into thenk.

(6) Charactcristics of Viet Nam’s rural lndnslncs

Rural industrics in Viet Nam, and patticularly handicrafts industries, gcnerally have histories that

predate socialism. There are some that were able to mainfain production as state enterprises and induskrial
collectives under central planning; others for which demand dried up and production came to a halt, In the
process of marketization, most state enterprises and industrial colleciives were disbanded, with privately
owned enterprises and self-employment taking their place as the mainssays of production. Most of the
remaining industrial collectives have changed their form of management and are now operating as new
cooperalive unions, a kind of joint-stock company. In some cases the self-employed and privately owned
enterprises have used traditional technologies to revive production activities (hat had come to a halt under
~central planning. Other areas, like Dong Nai Province, have virtually: no history of handicraft production,
but are seeing new rural industries grow up thanks (o the stimulus provided by incoming foreign investment
and the expansion in the markets of neighboring cities. In either case, it has only been a few short years
since new fonns of management were embarked on, but they have flourished noretheless, and often in spite
of less than favorable business conditions. This indicates a large potential for future development.

An analysis of areas in which rural industry has flourished turns up several common factors:

1) Access to markels in large cities and foreign countries, including transportation infrastructure;

2) - A poet of manufacturing technology and skilted fabor;

. 3) Available raw materials; and

4) -Aciive supporl by local governments on the provincial and district level for the developmem of the

non-state sector.

The following characteristics can generally be observed in Viet Nam's rural industries: _

1) The form of business is mostly self-employment, though there are also sorme cooperative unions and

privately owned enterprises. In all cases, managers generally know little about management or technology
when they begin and learn about them as they go, They are riot well versed in tax law, domestic invesiment
taw, civil law, or corporate law either. Most self-employed businesses keep litile in the way of books.

2) Most of the product is sold on the domestic market, (hough some is exported and there are even
© some industries that expost the majority of their product, Domestic sales are handled by brokers. The
+ domestic markel is limited because incomes are low. Competition is becoming mote fierce. Almost all
exports go through state trading companies. There is little if any direct contact with foreign buyers and so
- 10 oppottunity to learn aboul riew technologies or the requirenients of foreign markels.
 '3)Production technology is backwards; most is done manually. Some progress has been made in
- mechanization, but most of the machinery is ancient-vintage castoffs from the state enterprises. The resulis

are low labor-productivity and uneven quality.

4) Electric power is available, but rates are high compared to incomes. Telephone service is inadequale,

and facsimiles are rare. Most roads other (han the main teunk lines are unpaved and transportalion is

- difficult. Lack of automobiles or other means of transportation forces most to rely on bicycles, motoreycles,
- and carts, Some locations are already experiencing air and water pollution.

5) Almost all needed funding must be raised on one's own. Bank lending is exlremely fimited.
However, there are signs that banks are gradually changing their attitudes.

VI Problems encountered by small and medium enterprises and policy
recommendations

1. Problems encountered by smali and medium enlerprises and rural mdustries

Viel Nam’s infant small and medium enterprises (including rural industry) face a plethora of problems
al both the macro and the micro-economic levels. Below are some of the major ones.
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(1) Overvalued exchange rate

During the 4th quarter 1991, the Dong lnded at 12, 1‘%0 to the dollar, but as of this writing at the ¢nd of
March 1996 it was stuck at about 11,000. When the inflation rates of the (wo countries are factored in, the
Dong is vastly overvalued. Small and medium enterprises engaged in export production find exports more
aliractive (han sales on the domestic market and may appear (0 be relatively unaffected by the overvalued
exchange rate, but clearly the incentives to export are dwindling. If the trend continues, it could impair the
development of the exporl side of the manufacturing sector.

{2) Taxation

Taxes are seen only as a means of securing revenue for the state budget, not as a way of encouraging
economic activity. High profit taxes, overlaps with sales and other taxes, and additional fees charged by
government agencies impair the economic activilies of the private sector. The government responded to this
situation by changing the profit tax {done by the legislature in July 1993) to provide (ax-side incentives. This
was followed by passage of the Domestic Investment Law on June 22, 1994 (effective January 1, 1995) and
the publication of administrative rules for the law on May 12, 1995, under which tax breaks will be provided
for investments in priority areas, including job creation and povérty relief, technological modernization, and
uaderdeveloped regions. While some improvements have been seen, the administration of the laws has not
made its way down to the general public and most enterprises do not appear (o be taking advantage of the
incentives offered.

(3) The legal system and business environment

Viet Nam is making rapid progress wilh its legal system, but even when new laws are made they tend to
be too general to be enforceable. This is ntade up for on the administeative side with ministerial ordinances
and guidance, but they are in turn criticized for being applied in an opaque and arbitrary manner: Most

- private enterprises are of the opinion that the future of government programs is opaque and uncerlain. The
CIEM survey showed that 27% of the private enterprises surveyed in Hanoi and 55% of those in Ho Chi
Minh thought the future of govemmem policy towards the private sector to be unreadable, There is talk that
successful southern entrepreneurs purposely scatter (heir factories and live in ramshackle houses so as not to
“be too conspicuous, and this is not necessarily just a tax ploy. :

Some 15% of the private enterprises in Hanoi and 12% of those in Ho Chi Minh expressed
dissatisfaction with mediation by state institutions. There is also dissatisfaction with the Jack of an agency lo .
oversee the administration of laws related to private businesses and with the difference in treatment
depending on the ministry involved. Trade regulations allow several agencies lo arbitrarily issue and cancel
import permits. Tariff rebates and waivers of duties on imported capital goods are also applied arbitrarily and
opaguely. ' '

(4) Land acquisition

It is extremely difficult o acquire land for factories. The CIEM study shows that 55% of private
enterprises surveyed operate in less than 100 square meters of space; 29% in 101.500 square meters.
Problems with noise and pollution have many wanling to move to new locations; but they are difficult to
obtain. The difficulty in acquiring Jand is the same in regional cities. A marble tile processor in Thanh Hoa is
operating on the forigr site of a military-related state enterprise under a five year contract, but would like to
upgrade its equipment and expand its factory in order to meet growing foreign demand. Unfortunately, an
alternative site cannot be secured.Local governments should create industrial parks not just for foreign
compani¢s but for smaller domcstic enterprises, using bond issues to make them commercially viable, and
pmvi&ing long-term leases at teasonable prices. This is indispensable from' the perspective of pollution
control as well,

(5) PBifficulty in making direct exporls

-The CIEM study found 27% of the enteiprises surveyed in Hanoi and 46% of those in Ho Chi Minh to
be involved in export production. Howeéver, only 13% of the Harioi and 37% of the Ho Chi Minh enterprises
engaged in expost production exported directly. The vast majority went through stale companies. ‘The marble
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filé factory in Thanh Hoa mentioned above is a case in point. Having no export quota of its own, it must
purchase a quota from a state eatesprise that has one. There are seportedly many cases of idle state
enterprises that make their money entirely from selling guolas. :

The trade regulations state that for enterpriscs to export dircetly they must have at least 200, OOO dollars
in liquid funds, which effectively closes the door on direct exports by small and medium enterprises.
Unable to come in direcl contact with foreign buyers, export producers have litile if any information on the
requirements of and conditions in foreign markets or the technology needed to compete. This inability to
reap the many benefits of dircet contact is a serious problem for them. It is understandable that a country
short of forcign curmrency would want to impose import quotas, and it is also undesstandable that it would
want 1o impose export quotas to protect its forests and natural resources, of in cases where importing
couniries impose quolas of their own (for example, clothing exports to Euorope and North America), but the
rationale behind imposing quotas on exports of other products is unclear. It could be interpreted as a means
of protécting the infetests of state trdding conipanies aud state enterprises in the industries in question.
Explanations that smaller enterprises have no one that understands English or {rade procedures are
unconvincing. They could hire them, or producers in rural areas could band together to set up their own
private trading companies. For state trading companies as well, competition with these soris of private
enterprises would lead to more efficiency in their services.

{6) Credit

Though bank lending to non-state enterprises has been od the increase, §0% of their loans are still made
to state enterprises. Medium- and long-term financing still only share about 15% of the total credit. The
CiEM study found that only 8% of (hé Hanoi and 18% of the Ho Chi Minh enterprises surveyed had ever
borrowed money from a bank, bul 72% of the Hanoi and 89% of the Ho Chi Minh enterprises wanted to do
50. Because it is still difficult to borrow money from banks, private enterprises planning (0 éxpand their
capacity and upgrade their equipmient find it very hard to achieve those plans, To promote domestic
investment, the Ministry of Finance established in September 1995 a State Investnent Promotion Fund to
providé medivm- and long-term loans, and all enterprises can now make foreign borrowings with the
approval of the central bank and Ministry of Finance. While this is good news, its effects have yet (o be
manifest.

(Then again, given the short-term nature of bank lending and the high interest rates charged, there is in
reality probably not that much demand for financing from the private sector. Most of the small and medium
enterprises that the author talked 16 had enough in retained earnings that funding was not much of a
problem.) ‘

{7) Managerial guidance and training

Most small and medivm enterprise managers go into business with litile experience or knowledge of
management, The CIEM study showed that only 18% of the managers of the Hanoi enterprises surveyed
and 22% of those in Ho Chi Minh had ever taken any sort of management course or training, but 26% of
the Hanoi enterprises and 37% of the Ho Chi Minh enterprises had used management consultants.
Guidance for small and medium enterprise managers will be vital in modernizing their mmagemem and
© improviag productivity.

2. 'Small and medium enterpnse policy recommendauons . - .

This paper has already shown the potential for deveropmenl that is Iymg Tatent in Viet Nam’s small and
medium enterprises and rural industries. But up to now, small and medium eaterprises and rural industries
have been frail and faced with many problems. Government programs for smali and medium enterprises

have been insufficient and in many cases severely flawed. As the legal system comes into place, the
cnvironment for privaté businesses is gradually improving, but the opaque administration ard application
of the law serves as an impediment to private enterprise, it is also a fact thal their are still differences in the
way private enterprises are treated vis a vis state enterprises, pasticularly in the realm of credit.
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~ Whal is necessary first is that the government, in light of the importance of small and medium

enterprisés and rural industries, confirms its policy of aclively supporting these sectors. That having been
done, Viet Nam will need to establish the legal basis for government promotion of small and medium
" enterprises, probably by passing a law similar to Japan’s Small and Medium-sized Enterprise Basic Law. It
will also need to designate an agency to take overall responsibility for small and medium enterprise
administration. Cursently, the agency that is most active in smal! and medium entcrprise promotion appears
to be Ministry of Labot, Invatid and Social Affairs. The Ministry of Science, Technology and Environment
also provides active support for small and medium enterprises and rural industry at the teével of its local
branch institutions. o

The specific content of small and medium enterprise promotion policies will need to be determined in
the process of a more detailed siudy of conditions for small and mediutn enterprises and cural industriés, but
urgent consideration should be given to the problems described above. Of particular importance are the
following:

1) Prepare the legal entvironment for private commercial activities.

"+ 'In addilion to formutating a commercial code, organize the enforcement rules & cegulations of the
existing laws and promote correct enforcement. -

. Review the entrenched interests of state enlerprises that are impeding the growth of private
enterprises, eliminate monopolies and oligopolies.

- Simplify approval and licensing procedures and clarify approval and licensing standards.

2) Review taxation
. Consider tax breaks for small and medium enterprises.
* Reduce or eliminate non-tax fees.
3) Supply industrial tand and prevent poltution
- Encourage local governments to create industrial parks for domeshc ¢nterprises.
+ Make tand acquisition procedures more flexible.
4) Relax exporl regulalibns and promote exporis
Relax standards for licensing direct exporis by private expori producers and trading coipanies.

+ Establish an export finance system,

Establish or expand institutions to gather mformanon on foreiga markets and iechnologtes and
mediate sefvices and deals.

< Encourage private enterprises and individuals to set up Joml ventures with foreign mpztal

'S) Expand bank lending :

+ Expand bank lending to private enterprises and self- cmplo)ed househo!ds (mcludmg consideration
of credit guarantce systems and measures to encourage banks (o lend to small and medium
enterprises).

- Expand the funding available from the State [nvestment Promotion Fund.

6} Establish an institution to take charge of managerial guidance, productivity improvement, and
quality control.
7) Encourage the establishment of industry associations and other orgammuons for private entemprises,
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1950 X198 X192 % 1993 X Sharex

Table 1. Labor force by industry and economic sectofs (1990-1993) )

Total 30294 100 30914 160 31818 100 32718 100 - 100
State 3418 1:3 - 344 102 2915 9.3 2950 ‘9.0 9.0
Non-Siate 26876 §8.7. 21830 89.8 28844 90.7 29756 9.0 9.0

Industry 3392 100 3y 100 3450 100 3522 100 10.8

“State 808 23.3 04 2017 685 1%.9 703 20.0 21
Non-State 2584 16.2 2680 72.3 2764 80. 1 2819 80.0 8.6

Construction 818 100 820 100 825 100 848 100 2.6
State 333 46.8 302 36.8 218 - 331 294 K ) 0.9
Nop-State 435 - 832 518 63.2 R 65.3 854 65.3 L7

Agricelture 21356 00 22063 100 22726 100 23419 100 7.6
State M2 L6 305 1.4 215 L2 282 1.2 0.2
Non-State 21054 98. 4 21158 88.6 22451 893.8 23130 98. 8 0.7

Forestry 206 100 207 100 191 100 181 100 0.6
State 88 42.7 -1 38.2 63 330 44 3.0 01

. Non-State 118 51.3 128 61.8 128 61.0 147 700 04

Transport 475 100 430 100 484 100 495 109 1.5
State 159 35 Q44 "30.0 124 25.6 118 ° 23.8 0.4
Non-State 316 £6. 5 336 70.0 360 4.4 38 6.2 1.2

Copzunication 36 100 6 . 100 51 100 56 100 0.2
State 35 100 - 48 100 51 160 56 160 0.2
Non-State 0 0 0 0 0 | 0 0 0.0

Trade . 1681 108 1719 100 1735 100 1776 . 100 54
State 350 20.8 187 294 16.9 244 13.7 0.1
Non-State 133 79.2 1398 8.3 1441 83.1 1532 85.3 4.7

Others 30 - 100 30 100 30 w3 100 0.-1

© State 13 43.3 7] 46.1 12 0.0 - 13 - 4§ 0.0
Non-State 17 56.7 13 53.3 18 60.0 18 58. 1 0.1

Hon-Yaterial 1965 100 2002 100 2036 100 2094 100 6.4

Production '

State 1241 63.2 1228 61.3 1193 58.6 1200 - 57.4 3.7
Kon-State 724 36. 8 M 38.7 843 41.4 893 42.6. 2.7

"~ Source:Statistical Data on Labor and Social _Mfairs 1993, Statistical Publishing Bouse

Tab.le2 Structurg of GDP by industry and economic sectors 7
1990 £994 1992 1993 15854

Total 100 - 100 100 100 100°
State 325 - 333 36.2 382 | 402
Non-State 615 66.7 638 §08 598

Agriculture 30.7 405 339 299 28.7
State 29 29 28 28 29
Non-State 97.1 9.1 972 912 87.1

tndustey 221 238 213 28.9 2086
State 62.8 635 64.7 65.7 65.2
Non-State 312 365 353 343 348

Services 86 357 188 412 41.6
State 442 415 481 469 - 48
Non-State 558 525 545 53.1 51.9

Source: Statistical Yearbook 1994, Statistical Publishing House
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o T State “Non-State
Total X Centiral X% Local X Cooperative Private
1985 3050 100 Tl 23.3 2339 16.7 35628 902
1085 341 100 887 21.9 2454 181 37648 567
1987 3157 100 882 21.6 2451 1.3 33962 490
1983 3111 100 §81 21.9 2430 78.1 32034 318
198% 3020, 100 68§ 22.1 2354 7.9 21961 1248
1990 2612 100 989 220 21713 8.3 13065 770
1991 2593 - 100 546 21.0 2053 18.0 8829 959
1892 2268 100 537 23.7 1731 176.3 5123 1114
1993 2030 100 522 25.17 1508  74.3 - 5281 3322

Tabla 6 Number of industriat establishments by sector (At January 15t of each year}

- Private

Eaterprises Bousehold

Spurce:Statistical Yearbock 1994, Statistical Publishing Bouse

318557
333337
374500
- 446171
363000

Table 7 Number and average capitat of licensed business by type of manegement and by industry

Total as of the end of 1994

No. of Average
Enterprises Capital
(Bilt. Dong}

Total 25232 2.14
(by Type of Yanagement)
Private Business 13112 0.1%
Conpany Limited 5120 0.1
Stock Company 133 1.68
State Business 6042 3.05

Central Managesent 171 i3. 66

Local Namagement 21 3. 67
Representative Bureau 936
Other Business 219 ~3.57
(by Industry)
Agriculture/Forestry 1004 2.80
Fishery 2183 Q.28
Nining - _ 84 1340
Wanufacturing - 8366 201
Electricity - 23 70. 14
Construction ) - 2407 .22
Teade service ‘ 5539 113
Hotels - - ‘ 437 125
Finance/Credit 4210 0. 40
Total 24965 2. 06

Newly Licensed in 1994

No. of

Enterprises

1426

5083
1130
21
338
96
242
189
65

84
U
oy

(8il

2683

33
514
1742
&
1731

3204

Average
Capital

1. Dong)
2.9

0.13
.59
8.6
4172
131. 35
§. 18

228.9

3.18

- 0.4
60.61
0.8]
324 20
0 0.84

- 0.98
D102
0. 14

-1.93

Scurce: Statistical Yearbook 1994, Statistical Publishi Publishieg louse
Hote: Total sum of lhe number of enterprises by industry in 1994 exceeds whole total
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‘Table 8 Number of non-state enterprises In Viet Nam _ .
: {as 0f No.1, 1894, Whole Country)

Lim#nt

Tota) % % Comp
Agriculture/Forestry 125 07 100
Fishery 1736 100 100
Mining 704 100

Mamdecturing 6142 352 100 1
Construction 1478 85 100

Commerce 6730 386 100 1
Hotel/Restraunts 293 1.7 100
TFransporl/Communication 622 36 100
- Finance 66 04 100
Other Services 173 10 100

Toltal ’ 17442 1000 100 3

ed
any %

45 360
23 1.7
16 208
108 180
520 352
133 258

3 216

Joint
Stock X

4 2
2 0

Private X

69 55.2

1580 §88

22 286

4114 610
892 604
478 10
217 4.1
169 272

12 182
43 217

12001 688

Coop,

" :

25
a9
a8
62
204
&
33
1

5

1549

X

56
14
50.6
143
42
30
20
503
106
29

89

Source: Nori-State Economy, 1991-1385, Statistical Publishers

Tahel 9 Number of non-state enterprises in manufacturing by industias

(as of Nov.1 1994, Whole Country)

: Limied

Total X X Company

" Foodstuf/Drinks 3064 499 100 - 294
" Teobacco 2 6o 100 1
Teatde ) 224 A6 1@ 7
Garments/Dyeing 206 34 100 122
L eather Products a9 06 100 27
Woed Products 640 104 100 174
Cellose/Paper 10§ 1.7 100 £4

" Publishing/Printing g o1 100 5
Petroleum Products 2 00 100 ]
Chzmicals 102 1.1 100 45
Aubber/Plastic 13. 22 190 - 54
Mineral Products 851 140 100 . 82
Metal Products 352° 51 100 - 60
Machine/Equipment 238 05 10 13

" Compidors/Office Eqp. 2 08 00 |
Electric Equipment | - 40 07 100 ]
Radie/TV - 15 02 100 14
Medical/Laboratory Eqp 3 00 100 |
Cars/Lorries ) 54 . 05 100 8
Other Trensport Eqp. 79 1.3 100 17

" Furniture 183 30 100 64
Tota! 6142 100 100 1108

Joint
% Stock

¢8
500
210
592
69.2
212
415
536
50.0
441
403
10.7
110
448
500
925
933
333
11
215
35.0

180

9
)
3
4
0
7
2
0
0
1
i
2
0
H
0
2
1]
0
1
2
3

35

% Private
03 2578
500 0
1.3 59
1.9 42
L1 31] 4
1.1 357
18 25
[120] i
00 1
16 37
0.1 43
02 565
00 130
34 12
] 1
50 i3
00 1
00 V]
[ 21
25 41
1.6 |:X]
06 4114

% Coop.
874 .18
00 0
253 il5
204 .38
103 8
558 102
236 35
1.1 -3
500 0
363 15
321 k]
659 168
68 162
414 3
© 500 0.
3z5 4
6.7 0.
0o 2
&g 26
519 19
454 33
610 881

X

25
00
513
184
205
159
330
333
00
186
269
231
460
103
00
100
00
66.7
484
24.1
180

143

86

" Source: Non-State Economy, 1931-1995, Statistical Publishers



Before 1990
1991
1992
199)
1504

Total

Tabel 10 Number of non-state enierprises by years of establishment (Whole Country)

. T limed Joint

Total 1 ] ‘Combaw % Stock
000 57 100 55 6% 2
259 15 100 52 201 6
300 212 1o 815 220 " 48
8065 462 - 100 1945 241 47
4418 253 0 896 203 15
17442 100 - 10D a3 NG )

%

02
23
13
06
04
01

Private

222
128
2609
5535
407

12007

X Coop. X
222 MM
494 13 282
0s 288 62
659 438 54
m 9 22
688 1549 89

Source: Non-State Economy, 1991-1993, Statistical Publishers

Table 11 Number of enterprises by provinces {as of Nov. 1, 1994, Whole Country)

bimited Joirt - .
- Total b1 % Compay % Stock % Private X Coop. %
Hanoi 12ze 10 10 696 $10 15 13 231 238 218 118
Hai Phong 418 24 100 163 390 . 13 31 §5 227 147 352
Ho Chi Minh 2438 140 100 1480 607 41 17 638 210 258 108
3 Nang 555 32 100 12 220 3 05 321 589 103 186
Song Be 617 35 100 87 141 & 10 505 820 18 29
8inh Thuan 364 55 100 2 2% o 00 N 844 26 21
.Dong Nai 40 42 100 6 103 4 05 622 844 a3 51
Tien Giang 862 55 100 15 1.7 o 050 915 852 0 A
Others 9527 548 100 1105 116 s 04 7615 806 Fit 15
Totat . 17442 100 100 s 2186 118 0.7 12001 £88 154 B8O

Source; Non-State Economy, 1931-1 995. Statistica! Publishers

Table 12 Legal capital of non-state enterprises by industry (Whole Country) {Unit: Billion Dong)

¥o.of Average Total Linited Joing _
Enterprises Capitsl Capital X X% Ccopany X Stock X Private X Coop. |
Mgriceitore/Forestry 125 0.58 713.0 12 100 25.3 4.7 3142 150 205 29.6 40.5
- Fishery 1763 0.1 2383 4.0 100 26.2 11.¢ 2.4 3.5 1953 2.0 B3 35
Hining . . 17 0.35 27.2. 0.5 100 - 156 574 ¢ 00 1.5 2.6 41154
Manufactoring €142 0.33 20332 3.0 100 1028.2 50.6 - 140.0 £.% 679.0 304 186.0 9.}
Constructicn 1478 0.47  £92.9 116 100 42zl 60.9 121 L7 2367 M2 22.0 d.2
Cosserce 6730 0.3 20684 M.5 100 970.7 45,9  $99.6 29.¢ 473 231 13.8 1.0
botel/Restrauats 293 - 047 1T 2.3 100 53.6 39.% 15.0 10,9 €8.2 49.7 44 0.3
T[ansporl/Conunicatmn 622 Q.68 4238 7.1 100 112 0.7 1.6 0.4 M. 7.3 2739 64.6:
© Finance - 153 137 90.3° L5 100 - 20.4 22.6 68.6 76.0 69 1.0 0.4 0.4
Other Services m CL1g 2045 3.4 100 3.9 4.6 1652 80.8 9.3 4.5 ¢ 0.0
Total 7442 0.34 $933.8 100 100 2709.2 45.2 1013.5 6.9 1721.3 8.7 544.6 9.1
Scurce: Fon-State Ecorosy, 1991-1595, Stablsticsl Publishers
Table 13 Legal apital of non-state entarprises by region (Whole Country}. (Unit : Bitlion Dong)
Na, of Average  Tdtal Limited Joint R
Enterprises Cupital  Capial ) % Company % Stock X Privats % Coop. X
Hanoi §22l 060 1298 122 100 3554 501 2696 369 4371 60 541 10
Hsi Phoog 413 085 213 45 w00 933 362 1124 43§ 221 . 83 329 120
He Chi Mich 2438 057 14133 238 100 - 1125 196 355 23 1654 118 884 6.1
D2 Nang $355 024 1361 22 100 811 596 46 34 43 1 405 28
Song Be §11 080 ls82 81 Lot} 1634 444 12 196 1328 344 0y Q0
Binh Thusn S64 012, 162 19 100 153 132 o 00 34 413 61 S8
Dong Nai o 027 1986 33 100 15,1 a8t 5 245 1038 523 1 n
Tian Giang 962 043 1235 22 W0 nz2 18 0o 00 964 M4 2e9 113
Others 9521 028 - 2622% 438 . 100 1S 295 S015 183 10315 404 2899 1
Total 034 59888 100 - 100 27033 452 169 17214 237 5448 9%

17442

Sousge: N'on—S!.ale Econvmy 1991-1995, Statistical Publishers
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Table 14 Nurnber of actually operaled non-slale enterprises by type of ﬁnanege'mént
- {as of Nov. 1994, 12 Provinces)

Limited Joint

Total % % Company % Stock X Private X Coop. %
Agriculture/Forestry 40 05 100 15 318 I 22 550 0 00
fishery 322 41 100 1t 34 2 06 300 932 9 28
Mining 33 05 100 6 154 0 00 5 154 21 692
Manufzcluring 2466 317 100 117 315 30 42 1085 440 FH 23
Construction 925 68 100 314 598 3 06 169 322 /14
Cemimerce 3582 461 100 1440 - 402 14 04 1882 335 139 a8
Holel/Restraunts 148 19 100 3y 46 2 14 108 " 10 3. 20
Transport/Communication A 43 100 100 2 t 03 “34 103 196 592
Finance g 05 100 0 00 g 1000 0 00 o 00
Other Services 423 54 100 167 395 8 19 231 550 A} 26
Total _ 7767 1000 100 7830 364 100 13 3842 495 995 128

Source: Non-State Economy, 1991-1995, Statistica! Publishers

Table 15 Number of actually operated manufacturing non-state entérprises

{as of Nov.1 1994, 12 Provinces only)

88

Total -

Foodstuff/Drinks 636
Tobacco 2
Textile 137
Garments/Dyeing S 182
Leather Products )
Wood Products 301
Celllose/Paper 12
Publishing/Printing o8
Petroleum Products 2
Chemicals - 10
Rubber/Plastic 110
Minesal Products 4117
-~ Meta) Products 255
Machine/Equipment © 26
Computers/Office Eqp. 1 1
Eleciric Equipment 29
Radio/TV ' 15
Medical/Laboratory Eqrf - 3
Cars/Lorries 40
Other Transport Eqp. 44
Furniture -84
Total - 2468

100

% Company
100 162
100 1
100 3
100 113
100 22
100 1K)
100 k¥
100 5
100 1
100 36
100 2
100 61
100 31
100 12
100 0
100 17
1 I
100 1
100 2
100 1)
100 at
V00 m

Limited

Joint

% Stock

255
0.0
255
63.7

688 -

382
444
G2.5
5040
3.4
412
148
200
462

00
58.6
933
33

50
350
369

L3

8

MR- O ORNO OO — OO O =

% Private
09 423
500 .0
22 23
22 . 0
00 c 2
13 125
8 9
6o 1
00 i |
14 18
09 27
00 276
¢o n
38 10
00 1
69 8
00 |
00 0
25 13
45 16
24 24
t2 1085

% Coop. %
£65 45 -1
0.0 0 00
168 16 555
165 a2 175
‘83 & 250
415 57 185%
125 29 403
§25 2 250
500 0 00
257 15 214
245 30 213

662 80 192
a0.2 127 493
ass 3 15
1000 0 090
2186 "2 69

6.7 0 00
00 2 661
3125 24 800
36.4 15 341
286 21 321
440 5714 233

Source: Nen-State Economy, 1991-1995, Statistical Publishers



Table 16 Number of noa-stale

Totat % <10
Agrichure/Focestry 40 05 7
¥ 100 223
Fishery 22 42 189
¥ Hue 532
Mining 39 05§ 0
¥ 100 0
Manufacturing 2468 324 433
x 100 138
Ceonstruction 525 &9 53
X Fag 123
Commerce 3582 410 7 2144
. E {4 775
Hotelu/Restourants 148 38 5
] : 1o 09
Trensport/ Communicath 35 43 $1
1 100 125
Finance 3¢ o5 a
| 8 100 32
Other Services 12 11 M
3 g
Totst 10618 100 s
1 1= 4838

]
0%
51
oo
m
2]
4
20
(K
a0

20

100

10-<50

2
548
124
LY
1"
03
1428
579
72

. 543
"8
214
[3)
513
120
328
2
&1
50

2893
130

5
07
L]
[i3]
494
94
]
.!‘J
43
07

12

o

50-4100

L
o4
K]
o8

4.8
254
52
0b
95
I8

02

190

100- (00
0

]
[
2
3.1
147
&0
41
78

H:)
15

%
00
04
0.6
553
154
41
o8
254
19
LiX¢

100

enterprises classified by number of employee - (as of Nov.t 1204, 12 Provinces only) -

W00~ %
¢ 0d
[ ]
a3
9 18
137
128 531
52
21 42
5
5 21
os
G 00
5% 228
{68
I |
103
2 08
16
241 100
32

Source: Non-State Economy 1521-1995, Statistical Publishers

Table 17 tumber of non-state enterprises in manufacluring dassified by number of empioyee {as of Nov.1 1994, 12 Provinces _oniy)__

Total

Fosditult/Crinks 838
1 o

Tobaco B 4

¥ 100

Toxlle 137

] _ oo

Clothee/Oyeing 182

’ 1 fog

L anther Products a2
1) 09

Wood/ Wood Products 304
. ¥ fo¢

Celtuless/Pagar 12
P 2 o
Publshing/Printing ]
L 4 C 00

Petroteum 4
N w00
Chemicats h2+]
L $ 100
Rubter/Plastics | "o
] f{e ]

Minsral Produste 411}
¥ 100

Kets? Producte 5%

¥ g

Computor/Office Eqp. 1
. 1 100
Wachine/ Equipment FL3
s 100

Electsie Equipment 9
¥ 100
Radio/TV/Communlc atic i3
¥ 100

Medical Equipment . 3
¥ o0
Gare/Loeried 0 -
§ 103

Other Transport Eqalp. (1}
T 100

Furniture 8¢
f oo

Total UsS
s 00

)
LEX
o1
5.8
14
L2
122
29
03

o3

35

159

101
0.0
1
12
08
0.1
(%]
2]

e

{10

50
93
o
a0
9
'Y
18
a2
2

e

“s
198

*
e
0.0
18
kR
o4
133

1

04

o2
0
7
57
as
0
10
16
04
00

n?
19

3

100

10-€50

)
“°s
1
s00
&0
¢
51
20
15
169
154
L1y 4
a
857

I8

3

3

X ]
ol
12
36
(A
108

14

a2

u

5.1
210
17

0.6

13

" 03

a1

50-100

M
.9
0
0o
2
204
Y
18.7
?
63
15
153
52
iar
0
00
(
500

{;; .

2
12
7
Y]
24
%4
¢
a0
3
1"s
2
69
)
200
0
00
]
5o
'
7y
3
107

7%
t?

%
1n3
o0

102

o7

00
o2
3

3

10G-<200

i
Y
0

141
64

13
(X2

0g
84
FR]

27
(F34]

0

0

at

L2}

A
00
90
90
o1
ar

(A

W00~ %

18 141
25

1 o8
Ja0

13 102
a5 -
50 391
25

5 10

284

14 109
47

2 18
28
T
00
o o
00

FRF T

37

FERY S

e

& 41
’e

¥ 23
12

o 0
oc

0 00
g0

1 o8
34
31
200
1708
3

0 00
o0

e 00
o0

1 08
¥

178 100
52

Source: Non-State Economy 1991-1996, Statlctcal Publishers
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Table 1 8 Number of non-state enlerpriées crassified by husiness capital _
: ' {as of Nov.1, 1994, 12 Provinces)

Agricolture/Forestey
X
Fishery
| 4
Mining
4
Manufsctoring
5
Construction
3
Commarce
) 3
Holels/Réstaurants
5 .
Tranaport/Commrmnicati
F ]
Firance
¥
Other Sarvicss
4
Tl
’ 1

% ORG-C250 % 250-¢500 % 500-CI00d %

Totat T 0
MilD WtD LEL WD

49 05 7 04 13 06 5 0% § 08
100 75 25 150 150

3z 42 128 85 158 1 FARER Y. 1 07
1009 391 121 85 22

08 8§ 0d B 04 .10 as 3 0l
1000 x5 Fark 256 77
2454 324 558 286 122 350 401 335 323 0
oo 225 283 162 I

525 6% 4 25 8 39 109 94 133 13%
1000 PY] 152 208 253
3582 410 K02 S8R 343 480 550 458 a8 N9
Hog : J08 285 A4 14

1" 19 u 12 © 38 18 225U 18 18
ooe T 16z 2.7 ) (L3 122

3 43 k¢ R 31 443 23 &1 51 64 48
o0 84 H5 184 193

% 05 9 00 0o 090 0 00 1 o
Iodg 26 00 [/ 24

127 13 a1 21 45 1t 22 12 12
ace 323 X5 1o 4

FE19 #0000 1841 1000 2061 1000 11972 1000 4]8 {000
1o /55 27t 157 128

100 %
MiD
¢ oa
200
1 01
2
100}
254
4432
188
155 - 10.7
23
$12 336
e
43 30
291
e 89
190
% 28
or4
15 12
148
1444 1000
190

Source: Nom-Sists Economy 1991-1938, Statistical Pubilishare

Table 19 Number of non-state enterprises in manufacturing classified by business capital
' ' (as ol Nov.1, 1994, 12 Provinces)

Q0%
M0

Totat

Food ctull/Benba (1]
¥ e
Tebezs R
i 0o
Tartily 137
I o
Ciothe1/Dyeing 12
H e
Lerthar Products .
[ 1000
Weod/ Wood Pecducte Ayt
, [ | oo
Cethutose/Pajer "
| ge
Publishing/Printing ]
¥ e
Palroloum H
R 0oo
Chemica's ol
¥ [t ]
Ruther/Plactics 149
[ 1 10749
Winarsf Products 1]
¥ Hoa
Mete! Preducts 155
¥ o9
Machina/ Equipmant 1]
[ 1 0o
Cemputer/Difice Eqp. 1
1000

Etactic Equlprsant H
T 0o
Radic/TV/Communicath 3
I e

WMocic of Equlpaunt

1 1020
Carelosrics 1M
L loe1d
Othor Tranrgoct Equip. L1}
¥ 1000
Fuinitare L1}
¥ oo
Toto! 2484
| | Mo.¢

¢0 .

100~

<230

Mil.D

28
2y
¢
00
3t
14
”
23
3
2.6
15
22
14

9.

2504500
. WilD

Source: Noa-Stata Eesacuy 1331-1958, Statictic 8 Publehers

SO0~ 1000

rip

L
0

1
so0
n
E)
LH
e
10
pLE
A0
IEE]
1"
rir

1
s

1}

b1 ]
Ht

Lo nd
Me O



Table 20 Labor force of non-state enterpises
(as of Nov.1, 1994, 12 Provinces Only)} (Unit : Person)

: ] ) Linited Joint fo. of Yorkers/

Tetal T % Compenr £ Stock X Privale X Cetp. X Emtecprisesfalerprise
Agricylturef/Forestry 89 8. 100 04385 89 §2.548 86 43.% 0 0.0 40 9.7
Fishery 3750 6.3 (00 1% 3.2 BT LY 2306 ef.e 9341 258 32 1.6
Nining 22001 7.7 100 192 0.9 ¢ - 0.0 25 0.5 2804 33.2 k) S64.1
Kanofacturing 139657 488 100 W06 5).5 2865 . 2.0 28265 0.2 M385) M.2 S 56,6
Constraction 12 109 100 2112168 129 . 0.4, BM5 26,6 1512 4.9 525 59.3
Coastrce/Repairing T 104100 18052 60.7 %1 3 BB 9.7 1809 6.4 Rt 83
Fotel/Bestraunts . 229 0.8°100 82034.3 04 A5 1326 55.3 i b7 148 16.2
Traesport/Coesunidatio 51587 18.0 100 4676 9.1 00 438 0.8 48452 90.0 k] 155.9
finance 2801 1.0 100 0 GO 2301 100.0 0 00 a 0.0 3 .8
Other Services 1973 0.7. 100 1313 60.6 LI N 15 1.3 13 0.7 . 423 .1
Total 285159 100 121598 42.5 7575 2.6 50851 10.7 104423 31.2 167 .
(hve. %o, of Yorkers)  £16.4) {ar.2} (63.1 ~ A (701}

Source: Nop-State Econcay, 1991-1995, Statistical Bublishers

Tabla 21 Labor foroe of non-siate enterprises in manulfacturing by industry greups
{as of Nov.1, 1994, 12 Pravinces Ooly)

Foodstulf/Drirks
Tobacce
Textle .
Garimants/Dysing
Lasthar Prodocts
Weod Preducts
Callless/Pagor
Publshing/ Prcting
Petroleum Products
Cramicals
Rutber/ Plastic
Mnecsl Preducts
Matal Products
Maching FEquipment
Computers/Offce £,
Electac £ quipmant
Radio/TY
Madical/Laboratory €49
Corz/Lordes
Cthar Trancpoct Eqp.
© Furnituras

" Totat

Total

2011
us
13430
389658
5303
18189
F317)
noy
54
1862
(11
13922
T
7%
"
250
142
659
948
s
mz

133697

L F]
02
11
28
62
12
20
03
a0
H
29
Wwo
51
(3]
co
[:X ]
04
(11
0.)
10
13
100

L

100
100
100
100
100
100
T100
100
190
100
100

Wo -

]
Lo
W
100
Hloed
100
100

100
100

100

_Umil-ﬁ
Company

3939
21
ELH ]
32155
5412
8149
1443
LEL)
3
1152
ELEE]
ann
Ay
388
]
351
"
1]
38
00
1505

14204

Joint

¥ Stech % Pricets X Coop.
[T} ! (115 ] 6553 15 1621
81 324 83y [ 0
248 26y 20 re13 129 7965
0 53¢ 14 EYIE I AT 1 H
331 o 00 165 . 28 228
503 %5 18 4618 785 N
518 L2 0 315 104 352
529 o o0 12 28 N}
49 o 00 5% 931 ¢ ©
124 [LE 3] 321 42 5550
§00 BRI 2 Wz #32
0 5521 469 9 0 s
X L0 00 1850 262 3281
50.1 145 185 1228 &5
co o 00 " 1000 9
(TR 197 39 157 185 45
LER 0. 00 I T 0
21 0 oo o 00 645
10 114 w138 T
HLR] 126 B9 M s L1}
$92 1 08 543 200 43
535 9392 - 81 211 A58 38N

]

198
090
§93

49

29
138
HY

41

04

"1

2258
1
a3
03
'Y
53
¢
218
1
o1
200

Na of Laboe/
Entarpeiss Enterises
LX) ny
: 114213
137 80
182 2142
LH 1843
¥H 38
FE ] L1.3 ]
.3 1.3
H 990
0 1123
110 31
an EENY
255 s
Lo W2
1 1o
23 %3
13 181
IR T
- 42 N7
L1 ] 322
84 LIRS
2468 583

Sourcs: Mon-State Econoimy, 199 1-1995, Sutistical Publshers

Table 22 Tumaover of non-stale enterprises by induslry
(12 Provinces Only) (Unit : Biltion Dong)

“Toar X
Agriculture fFerestry FIR- B |
Fishery 164 035
Miring . M 0N
Maof gsturing §1381 218
Construction G603 43
Commerce/Reperng 162576 6823
Hotel/Restrounts - & -0
Transport/ Communic ation ML 16
© Finance ) TS 26
Gther Services 1913 08
.~ Total 2898 1000

X

100
100
100
100

100 -

100
10}
100
100
100

100

Limited
Company

S22

29

Sd
3926
193
53433
e
1807
Q
"2

143354

Joirt .

% Sreck % Private % Coop
585 41 130 53 245 0
25 422 3 592 W9 ol
213 0 00 ' £2 115 147
165 2698 58 BI¥A 124 2933
13 24 13 1598 165 43
§715 - 9559 59 53104 343 M8
22 156 232 09 46 1
452 o1 09 98 252007
00. 60715 1000 o 00 0
159 428 217 45 23 W2z
BOS5 15303 B2 21y ¢498

Mo, of Turrovee/
% EnterpriseEnterprisa
00 40 054
0. 2 0¥ .
£13 39 062
58 2466 208
50 525 1.85
23 3582 454
135 148 045
513 k] 1.8
00 » 15.58
62 423 047
40 157 206

© Source: Noa-State Econamy, 1991-1985, Statistics Pibtishers

6484.2

9



Table 23 Contribution to the state budget of non-state enlerprises
‘ {12 Provinces Only) {As Percentaga to the Turnover)

Limited - Joint .
Tot_a! Company Stock ~ Private Coop.

Agriculture/Forestry 298 203 2.63 545
Fishery 107 2,14 003 131 326
Mining 1.96 427 086 147
Meanufacturing 258 242 429 T 284 2N
Construction 491 5.68 077 276 - 148
Commerce 270 3.86 250 © 092 0.71
Hotel/Restraunts 8.82 6.99 540 1195 130
Transport/Cormmunication 345 2387 . 268 326 407
Finance 135 - 135 - -
Other Services 13.50 623 39.01 3.30 286
Total 293 357 4.26 122 214
Source: Non-State Economy, 1991-1995, Statistical Publishers

Table 24 Average Indicalors per one employee in 1994

fgricollare/Forestsy

Fisk
Mini
¥aen
Cons

Commeree/Repairing
Batels/Restenrants

Ly

n
Tacteriag
truciio

Transport/Coeninication

fim
Clhe

Tnla

nee
r Sereices

1

Eeploree  Using Tureover Coalribalios
Tatil-  Cepital Lo Badgel
(Ferson) (Xi).Deag) (Nil.Bengd  {Mil.Doeg)

m 10.1 H N L

e 1. 1t [ 3]

b1 1] N 1.1 X}

1NN HI | b9} 1. 43

HITH 2 I .43

H | 218 ) SiL§ [ H)

Rl 8t 1.} Lt

SHN 8.4 L b3

11 FET 166 8 bs. 93

1313} " 3.8 L ¥4

. QRIS B IN £ 2.4l

Savrce: Roa-Slate Eronvey J931-1003, Statisticad Fublishers

i‘ebleés Majbr indicators of non-state enterprises in manufacturing in 1994
dlassified by business capitat and No. of employes

(12 Privinces)

( By Capitel)
Linder 100 M2 Dong
100-250 Mi1.Dong

" 250-500 MitDong
5001000 Mi Oong
© Over 1000 Ml Doag

{By Employee)

© Under 10 Employea

10-50

" 50-100

100200
Over 200

“{Whols Erderprises}

Total No.of % Aversge Avising Aversge  AvBudgst
Enterjpises Employes Coaptal
{Person)  {MR Dong) {Mil Bongd (M1 Dongd
556 225 22 - 49 152
122 233 15 155 386 2]
401 183 51 53 678 21
323 1 53 683 1085 29
164 188 155 6429 8343 220
488 198, - 431 247 10
1428 519 2 517 1369 26
215 112 65 1422 2128 ”
141 60 134 2281 4820 85
128 52 528 13418 14120 444
2466 1000 57 "3 2084 - 54

92

Seurce: Hon-State Economy 1991-1995, Statistical Publishers

Turpover Turnover
Turnover Contrivution per Empl. per Capital

(Mt Dorg)

26
13
a
58

48
62
3z
k]
27

37

X
243
152
160
139

: 056

237
149
194
105

147




Table 26 Maioi' indicators of non-slate enterprises In whole industry in 1994
classified by business capital and No. of employes " (Hanoi)

TotalNo.of % Average Avlsing Average Av.Budget Turnover Turnaver
Enterprises _Employee Capitsl  Turnover Contribirtion per Empl. per Capital
. (Person) (Mil Dong) (Mt Dong) (Mi Dongd (M Dong)

{ By Capital) ' : .

Under 100 MitDong 190 157 13 K 109 4 8 281
100-250 Mil Dong 404 3325 11 161 603 12 53 315
250-500 MilDong 244 202 16 345 1130 16 | 328
5001000 M. Dong 160 133 32 614 1335 24 42 198
Over 1000 Mil Dong 209 113 64 8817 5488 212 86 - 0.81
{8y Employee)

Under 10 Emnployee . 546 452 5 449 729 11 146 1.62
10-50 525 435 22 - 1699 1746 57 718 - 103
50-100 g2 68 65 1523 2011 - 70 3 1.32
100-200 38 a2 138 8065 3886 130 28 048
Over 200 15 12 330 1524 17939 140 54 238
{Whole Enterprises} 1207 100 24 1400 1574 48 €6 1.12

Source: Non-State Economy 1991-1805, Statistical Publishers -

Tabla 27 Major indicalors of non-stats enterpiises in whole induslry in 1924 _
classifiad by business capitat and Na. of employee {Ho Chi Minh))

Total Noof % Average AvUsing Average AvBudgel .Tu.rnover Turnover
Enterprises Employee Capital  Turnover Contributionper Empl. per Capital
{Person) (Mil Dong) (Mil Dong} (Mil Dong} (M4 Dong)

( By Capital) a :

Under 100 Mil.Dong 316 130 16 - 46 415 (A C 286 - 902
100~-250 Mit.Dong T 360 148 14 ;166 1344 24 96 . - 810
250~-500 MitDong 432 118 17 .361 1254 36 S8 347
500-1000 MitDong 445 183 31 +703 2629 13 85 - 3.13
Over 1000 MilDong 879 361 15 12023 13971 . 558 121 1.16 .
(By Emgployee} ‘ : .
"Under 10 Employee - 1104 454 5 . 135 245 . 68 48 0.33
10-50 - . 804 372 o 21 2922 9089 356 433 . . an
$0-100 - 183 15 69 . 5660 4062 © 283 - 7 59 072
100-200 108 44 137 ¢ 10139 5914 202 - 43 058
Qver 200 133 55 605 41568 16345 5817 21 039
{Who'e Enterprises) 2432 1000 54 4569 6005 228 111 1.31

Source: Non-Sta{e Economy 1991-1995, Statistical Publishers
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Some Commients on the Impact of the Participation in AFTA:
About the Effects of Economic Integration on DI Inflows

Koichi Ohno
inslitute of Daveloping Economies

I. Introduction

Duiing the recent decade, the economic interdependence between countries in the region of East Asia or
Pacific Asia —— Japan, Asian NIEs, ASEAN, and China, has been significantly deepening, while these
countries have experienced rapid economic growth and trade expansion. Both the volume and share of intra-
regional (rade, together with the overall trade, have been increasing in the region, Also, in the latter half of
the decade, the intra-regional foreign direct investment (FDI} flows began to expand dramatically.

The role of foreign direct investment (FDI) in the economic development process of devetoping
countries is drawing more attention. Although the possible negative effects of FDI on economic
development have been posed, there seems to be no doubt hat the massive flows of FDI into ASEAN
countries in the fate 1980s contributed a great deal {o rapid economic growth in these countries. Naturally, it
is a greal concern how FDI could play an impertant role in the economic reforms in some Latin Amecican
countries and the forner socialist countries in Asia and Euvrope. "

tn the context of economic integeation, “government-ted” or institutional reglonal economic m!egranon '
such as EU and NAFTA, is said to place a considerable impact, not only on the flows of mtemahonal trade,
but also on the flows of FDI. Thus, it will be of geeat concern (o ¢xamine how and to what extem the FDI
inflows to Viet Nam wilt bé influenced by participating in AFTA,

1L Background of AFTA: economlic Interdepencence in East Aslan reglon

1. intra-regional trade

During the period of 1970s and 1980s, the rates of economic growth in most countries in the region of
Fast Asia are significantly higher than in other regions in the world (Table I). During the same penod these
countries expeﬂenced drastic changes in their export ratios (Table 2).

The Irade stiucture of Bast Asia changed dras{wally. in the process of rapid expansmn of overall trade i
the region. Both the volume and the share of intra-regional trade increased. The rate of expansion of the
intra-regional trade in Bast Asia, since the early. 1970s, is two times higher than that of the world (Table 3).
Especially, after 1987, intra-regional trade in the region began to increase to suipass thal of North America
and to be appmachmg the level of EC (Table 4). The rate of expansion of lnlra rcgaonal trade within
ASEAN, however, is stightly higher than of the world trade.

~ In general, the degree of East Asia’s tradé dependence on U. S. has declined and Japan s and also
ANIES’s trade with East Asia has expanded tcemendously since 1987, However, considering the trade
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structure of the reglon by industry and also by type of goods (industrial materials, capital and parts,
consumer durables, non-durables), the export of ASEAN is sull highly dependent on U.S. and EC market,
especially final goods export is so (Table 5).

As for the structure of intra-regional trade in the region, while Japan's import of consumer goods and
industrial paris from ASEAN increased and China’s export (0 ASEAN expanded rapidly, intra-ASEAN
trade did not change substantialy (Tables 6-8).

The trade complementarity in terms of comparative advantage and disadvamage specialization within
the region is an importaint factor. The structure of East Asian intra-regional trade can be characterized as the
mixture of vertical and horizontal division of labor, while the importance of intra-industry trade is
emphasized in explaining the intra-regional trade structure of EC. It could be considered that the unique
feature of trade interdependence in East Asia is attributed 1o the unilateral trade liberalization and the
deregulation toward foreign direct investment in the region, so-called the outward-lookinng strategy.

2. FDI flows in the region

The countries in the region of Fast Asia also experienced a significant structural change in capital
flows in 1980s. The degree of their interdependece in capital flows has deepened and the capital market
integration has proceede through the decade. The changes in capital flows within the region are basically
atiributable to the changes in macroeconomic balance of the regional economies through the process of
their rapid economic growth in th 1980s. Foreign direct investment (FDI}) has become more sipnificant as a
new form of international capllai transfer in the region. '
~ Most remarkable feature in the latter half of the 1980%s is the growing nnporlance of Asian NIES.
ANIEs’ share as capital suppliers expanded significantly, especially toward ASEAN and China. Japan’s
role as the supplier of the capital flows was not increasing overall and the relative role of the US and EC
has reduced steadily. Also, Japan’s role as a main supplier of DI to ASEAN unchanged, while the shares
of USA and EC have been declining (Table 9). The share of intra-regional FDI among the total components
~ of capital flows increased to about 50 pre cent by the end of 1990,

IN. Experiences of Spaln, Portugal and Greece in particlpation in EC

The three Mediterranean countries were late-comers of EC. Greece entered EC in 1981, and Sp}ﬁn and
Portugal entered in 1986. ‘They had fo face two simultancous challenges of EC integration: to adjust their
- national external ﬁrolcclion to the lower level of EC; to deregulate and liberalize domestic goods and factor
© markels in‘order to mteet the requirement of EC-1992.

: Portugal and Spain responded positively to both etlernal and internal adjustment challenges. GDP
growth rates of Spain (4.5% for the 1986-1990) and Poctugal (4.6%) wete top among EC members. On the
contrary, Greece remained subject to political distubances and severe macro economic imbalances. As a
result, Greeee did not achieve more than the lowest GDP growth rate of all EC membecs during the 1980s

(Fig. 1),

While EC membership may have helped to attract FDI for Spam and Poriugal Greece failed to auract

“investiment (Fig. 2). This suggests that credible and sustained policy reforms are nece<s1ry prereqmsﬂes to
altract investment. :

1V, Expected effects on trade and FDI
t. Trade and produclion _
- trade creation effect; trade diversion efl fect;

- cheaper imported inputs;
- increase of import and reducuon in domestic produclron, '
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- campetetion effect on domestic markets;
- income growth effect;
- competition between countries in the region.

2. Regional liberatization and FDI inflows
We can expect that removal of barciers to FDI in the AFTA region will directly cause to the increase in
FD¥ inftows from outside the region. Moreaver, regional trade liberalization by AFTA will have the
following effects on FDI inflows:
- FDI for production to export to AFTA region will increase;
- DI for production to the domestic market will decrease;
- FDI for production to export to markets other than AFTA will increase.

V. Factors to determine the'location of FDI

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

1. Location advanlages
- accessibilily to output markets (domestic and forugn)
. accessibility to inputs (intermediate goods and raw malerials)
- labor (wage, productivity, skills/education level)
- infrastructure (transportation, communications, utilities)
- tariff, tax and subsidies
- regulations by the host country(imporl, ownezship, local contents)
- stability and credibility of economic conditions and policies

2. Factors lo be possibly supplemented by FDI: “knowledge-based assets”
- technological knowledge and capability (production and R&D)
- managerial skills and know-how ‘
© - marketing skils and know-how (distribution channels)
- availability of key parts
© - accessibilities to financial markets

VLInitial conditions of Viet Nam and AFTA

AFTA member countries except Viel Nam, the former ASEAN4 countries, have already experienced'lhe
rapid economic growih through their efforts of unitateral liberalization and deregulation to DI As a resuli,
they have closely linked to the w orld economy, especially to the East Asian countries.

To enjoy the benefits of AI‘IA the country should respond positively to the requitement of AF TA,
liberalization and dereguTauon and enter the competition with other member countries of AFTA in trade and
FD!. Especilly, it is desirable to attract FDI and to utitize her potemmi comparative advantage. However,
starting poinl of Viet Nam is very different from these countries: transition period to macket-led economy,
tower stage of economic development; Iarger reduction of tarifT; larger shace of intra-ASEAN tcade (20% of
'exporl 40% of import). - :

Thus, some adjustment of the speed and timing of trade liberatization will be called for. Also, it will be
necessary lo make efforts to provide favorable conditions for FDI: development in infrastructuce, ceedible
and sustained policies, stable economic conditions.
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Table 1 Growth rates of GDP and exports (%)
Real GDP Exports
1965-80 1980'—9:0 1965-80" 1880-950

‘ITndonesia 7.0 5,5 0.6 2.8
Philippines 5.7 0.9 4.8 2.5
Thailand 7.3 7.6 8.6 13.2
Halaysia 7.4 5.2 4.5 10.3
Singapore 10.0 6.4 4.7 8.6
Hlongkong 8.6 7.1 8.1 6.2
China 5.8 9.5 - 4.8 1.0
_Korea 9,9 9.7 271.2 12.8
Japan 6.4 4.1 . 11.4 4.2
U.S.A. ‘ 2.7 3.4 8.4 3.3
Canada 4.8 3.4 5.4 5.9
Maxico 6.5 1.0 7.9 3.4
U.K. 2.3 3.1 6.1 2.7
France 4,0 2.2 8.5 3.4
Ttaly 4.3 2.4 7.7 3.5
Germany . 3.3 2.1 7.2 4.2
Retherland 2.9 1.9 8.0 4.4
Belgium 3.g 210 7.8 4.7
Low-income i : _ : )
Economies ‘ : 4.9 6.1 " 5.1 5.4
Middle-income
Economies 6.3 2.5 3.9 3.8
High-income )
Economies 3.7 3.1 7.3 4.3
World 4.0 3.2 6.6 4.3

Source : The Woikd Bank, World Development Report 1992,
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Table 2- Changes in export rat:o

rExpor;/GDP
1966 1990
Indonesia 5 28
philippines 17 28
- Thailand i6 38
“Malaysia 42 70
Sirigapore 123 190"
- Hongkong 71 137
' China 4 18
: Korea 9 32
Jepan 11 11
U.S.A. 6 10
Canada 18 25
Hexico 8 ie
U.¥. 19 25
France 13 25
“Italy 15 21
Garmany 18 3z
Hetherland 43 57
Balgiim 43 74
Argantina 8 14
Venezuela 26 3g
Uruguay 18 27
Brazil 8 q
Chile 14 T

Table 3 Hegional and inter-regional trade

Source : The World Bank, World Developricnt Repost 1992.

Asla USA | EC12 |World .
sapaniniesd |asean]cnina|

W et | _

Asia 25.2 | 26.6 | 26,3 | 16.9 | 48.3 | 20,0 | 22.3 zo.ﬁ_Q
Jepsn | 16.8 15.8 | 118 | ic.0 fis.5 | 20.6 |14.2
wiEss | 50.5 | 41.4 | s6.1 | 26.7 |606.5[35.4 | 33.4 | 28.8
AsEANS 116.0 | 14,4 17,7 13.2]7¢.8 |37.0 [ 15.2]16.6
China 38.7135.9 044.3 ] 14.4 15.4 | 30.6
U.5.A. 14.1 | 8.8 |25.0 | 10.2 1.2 | 8.5
EC12 16.1 m.s 21.7) 9.5 |15.2 'é.a 11.0] 9.8
world 18.5 | 12.3 |2s.i [ 17.5 | 30,8 [13.7 | 10,4 | 10.3

Soune IDE U\UOECD Tradc Data Search System {ATDEX),

IMF, Dircction of Trade.

Notes : ALL ﬂguers afe dd‘ncd as X7 fX’“ ij-

‘wherd Xijs mwean the value of expon from country i 1o country } for cach yearof 1970 and 89

T *1: ANIEsd is composed of Kores, Taiwan, Singapore zad HongKong,
*2: ASFAN4 is composed of Indonesia, Malaysia, the Philippines and Thailand.
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Table 4 Trade malrix in share for lo%al liade
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Table 5 Inlra-regional lrade shares

Here, APEC does not include data for Australia and New Zealand.

. {Unit: X)
Gategory . ) Year - {EAST ASIA | AMERICAS ECI2 APEC
Food - 1381 “$3.00 15, 1% bl. 19 {8.2¢

1983 65.12 17. 6% 6. 90 $3.4b

193§ 67. 70 21.38 £5.20 $8. 66

1984 §7.1% 23. 7% 70.09 62.52

1881 7143 24,08 71, %2 65. 31

1388 15.01 21,58 1. 82 66.62

198¢ 15. 2% 23.0% 10.85F 6251

1990 11. 45 28. 54 L .

Industrial 1381 55,39 10.29 57. 01 §5. 51
Materials . 1983 §1.31 {3; 18 38. 28 §9. %2
1985 §2. 04 15,31 58.98 | 1am

1985 62.217 i1. 54 §0. 26 11,32

1987 63, 84 42.25 £0. 8% 12,15

1988 68. 40 0. 0% 51,28 14,58

1989 §9. 24 39. 1% $1.72 .

- : 19%0 Ti.52-]  42.43 $3. 24 15.1%
Capital 1881 25. 68 35. 28 _IS.ZO {3. 21
Goods 1983 24.60: - 37,23 {5. t8 §5. 14
. 1985 25.10 - 42,61 16. 49 §1.48
1986 2{.49 13.317 49 §1. 36

1987 21. 64 10,57 $.88 10 &AM

1988 31.9% 38,87 5311 83.5%

1989 33. 21 “ 3160 54,08 64.19

o 1990 35.97 | 39.81 54. 26 §5. 06
Consumer - 198t 13. 70 1.1 53.8¢ $2.28
Non-Durable 14983 12.99 33.8% $9.01 - 61,88
Goods . 1985 .13 3% 11 56. 40 T 89,38
1936 16, 3% 3419 5%, T4 £3.81

19817 19.04° 32.2% 51. 81 61. 55

1988 28. 40 30. 64 61. 51 12.29

1989 2. 91 26,50 60. 20 13. 20

. 1890 3,20 28. 11 61.82 13,58
Consumer 1881 13.43 61.81 56. 54 59. 60
Durable i 1983 12,27 74. 99 " 56,85 B YN
- Goods - P 1938 | 13. 9% 83, 81 52. 4% .4
\ 1985 10.58 | 8240 56. 48 13,22
£ 1981 12.57 76.3¢% 58. 39 10.06

1988 18.95 12.01 60. 93 10.583

1989 2. 18 2. 10 61.33 70. 54

L 1930 23.08 | 66,68 63.11 83. 44
Total 1981 U 35, 46 53.02 51.22
1983 35.71 38. 8% 54.11 62.53

1985 36.25 1{. 8 5481 61,463
1988 33.9¢ i2. 2% 57.02 61,51

1981 36. 47 {3. 41 58. 14 68. 56

1988 39. 17 i1.68 59,32 §8.82

198§ 41,62 {t. 1} $9.70 59.16

£990 43.61 i1, 41 $0.7¢ 69. 39

1991 {5.93 {1. 81 51.82 69. 31

1992 6. 84 43,3 61, i3 10. 30
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EAST A. |ANIES | ASEAN | CHINA _ WHERICAS |ECiZ ] WORLD
Food 1381| zos| 2.9 1,11

0.1 o061 o501 L1i6

1983 L2¢| 63| o.88{ 0.3 | o7 o.50| 0.9

1985 1.07 Lse| o9 020 0.5 o0.38| o076

19861 113|140 L20| o0.28( o.80| od1| om

1887 L3 nst| o oes| e4si o.81| 0.4z 0.6

1988 16 129 L3z] o021| e.s2| 032 0.3

1988 | - 111 131 0.91| o.30| 03| o3| 060

) 1990 - vo2i n23f o.ed | o.d2| o 33| 026 o055
Indusirial | 1981 | 40.00 | 39.17 | 37.18 | 49.307| 19.05 | " 11.62 | 2.1

Materiats |[1983 1 4L 75| 38.76 | 385.0f ] 68.87 | 13.40| '32.21] 23.8:

S 1ess o 31 21| a4 | s7.2r ) 40,35 | 1137} 12.26 | 20.48
1986 | 31.56 | 34393 | 38,451 d46.5% 3,12 § 11,60 | 18,55
19871 35.31 | 3280 34.12)] 41.7% 9.60 | 10.8% | 18.29
1988 1 3354 3103 | 32,72 4181 | 10.20] 10.84 | 1848
1989 § 33,10 | 8133 | 30.41 - 49.28| - 9.93| 1100 | 1826
o 1990 | 30.83 ) 30.35 ) 2131} 4n.84 | :10.01 | 11.58 |  17.8%
Capital 1980 | 43,62 230 46.76 | 42,76 ] 38 in | sa 14| 45
Goods 1983 | 43 T4 4508 | 4967 | 25.25 ) 4d.24 ) 5398 | 47,83
1985 | 46.30 | 48.47 | 47,98 | 41.431 48,97 $5.83 | 50.23
1986 1 49.39 | 50.90 0 47018 4647 | 51,06} S4.58 ] 52.19
1987 ] 51,961 S2.92 ] s4.63 4d.22| s 16| s5.z0%F  53.8%
1988 | S2.91 | 93.86 | 55.53 F 42.85 | 53.53 | s5.06 | §3.44
1989 | 53.08 | 53.80 | 57.94| 40.41 | 55.80 | 56.44 | s4.84
o |1980 | 5494 5331 | 6E.05 ] 39.46 | 54.34 | 86.30| S4.67

Consumer 1381 0.82 1. 12 0.50 L2 .23 Lo o 102
Non-Durable| 1983 0.39 1. 16 0. 54 .50 1. 48 .08 t.ul
Goods 1985 0.32 L1 0.64 .3t 1.1 i.12 1. 0%
1986 0.19 0. 91 0.61 |  0.96 .12 1.13 0.97
1987 0.15% 0.84 0. 417 .65 1.01 1.03 0. 90
1988 0.7% 0.85 | - 0.48 88 0.83 0.81 0.78
1389 0.18 0.91] o4 651 - 0.74 0.82 0.175
1990 0.85 .01 | 0. 02 0.10 0. 84 0.7%

- Consvmer | 1981 | 1572 12,82 13.32
Durable 1983 | 0400 c1nds | dd 10|
Goods 1985 | 12,84 . 1121 168 1

1985 9,38 | 1049 | 10.64

1987 9. 30 10. 3¢ 1. 80

1988 | .10.32 | 1145 8.12

1989 10. 0% 10. 1 5.08 LI 3L 6T 29.712 23,89

1930 3 _1L.01 1 11.89 3.29 2161 32.83 1 2921 ] 2454

Notes : The sumintation of shares of five differeat goods in cach destination does not necessanily become 100% due to the

89 | 39.85 [ 33.21 | 25.62
6 | 38.85| ‘3n02| 17
1] 3658 | 2919 | 2514
04 36.93 | 3L.05) 2638
80 8458 | 330 25.19
A4 3342 anse |- 2510

b
o
- I R L R R X R il — B = = = B i = ]

existence of goods which da not belong fu any of above categorics,
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Table 7 Changing export structure of ANIES in each de_stina'tion by commiodity

o _ . (bnit: X)
 {EAST A. | JAPAN | ANIES | ASEAN ° [CHINA _ AMERICAS | ECi2 ¥ORLD
Food 1981 343 | 18.26 5. 8% 5. 90 2.38 2. 61 3.36 5.8
1483 $.68 | 18.81) L.96 .85 £ 46 2.36 2.46 488
1985 .19 | 1808 Lis) L2 1.10 1.87 2.18 i.30
1986 9.65 1 2218 .00 15 2.19 .00 2.15 4,90
19317 8.80 | 19.78 3.25 i 2.1 1. 8% 1.88 LLE
1988 1.36 | 16,21 348 {18 2. 12 1.87 1.13 .1
1989 6.2 | 13.60 3,06 353 2,25 1.%0 1.4 359
.| 1890 $.81 | 136710 -2.87( 2.92 2,80 .3 119 3,30
Industrial | 1988 1 53.09 | {615 S§6.1871 ~§7.08 ] 50.97} 13,11 15.86 ) 3248
Malerials [1983 F 54,68 | 4. 17| 5270} 64.36 | 46.63 | 1L 13} 14,63 128.8%
1985 41,59 43,83 51. 80 56, 38 34,00 11,58 H.ou 28. 56
1986 | 46.42 | 3463 | 51,02 | §5.89 | 49.43 9.18 | 11.8% | 25.865
1987 | 43.40 | 3n.sr | 4s.00 ] 5379 {139 9.05 | 10.77 | 24,22
1988 | 41.95 | 32.70] «4d.00 | 56.02 ] d6.79 8.90 | 10.52| 2418
1989 | 42.37 | 3189} &4 42| 18.881 4345 $.901 11.50| 125.96
1990 |  42.77 | 30.88 | 4. 08 | 48.98] 50.19 8.99f 10.23] 26.33
Capital 1881 .87 | 10.17 [ 19023 ) 2as0f 1n4n | 22 19 1560 ) 18.%6.
Goods 1983 | 19,70 | 10.87 | 24.92 | 2h. 11} 26.43 ) 28.43| 2083} .M
1985 | 25.99 ) 14.83 | 27.95| 28.70 ] 36.67 | 25.65| 35.30| 26.17
1986 23.30 1 12.41 |0 23.98 2.8 28,25 | s 71| 27.88 | 2448
1987 | 25.06 ) 13,37 32.52| 30.50 | 29.35| 2n.52) 28.35| 25.9%
1988 |- 27.89 | .18} 3634 484 | s0.87 | 3.0k | 3220 29.22
1989} 28,851 17.05 | 35751 3032 2907 33.33 | 9488 | 30.84
_ 1990 | 30.00] 20.78 | 3487} 3052 2707 | 34.32| 36.31| 32.00
Consumer | 1981 6.79 | 15.08 3.60 7.02 L6y | 32,62 19| 212
Nen-Durable| 1983 5. 74 ) 12.54 L T .19 abiz| 3044 | 20.29
Goods 1985 5.39 | 12.91 3. 69 L1 5.00 0 2.1y | 26.92| 20.10
1386 8.20 | 16,91 (13 .29 5.83 1 sri2¢| 2331 | 2183
1987 9.29 | 19.55 3.88 | 2.53 S.58 | 29.13{ 28.80 | 20.86
1988 9.14 | -20.086 3.991 - 2.27 §.02 ] 27.%12F 25719 1%.6%
1889 9.82 1 21.39 {.82 2.07 5.43 1 2194 | 23.40| 18.36
. | 19%0 8. 13| 19.0% 6.43 0 211 .82 ] 2846 | 22,75 1184
Consumer - | 1981 10. 28 gt | 1z i) 928 z0.21 | 26.93 | 2s.00( 187
Durable 1983 | - 8.2 1.51 $.98 | &85 1z iz | S 04| 2350 17.48
Goods 1985 9. 41 .15 1 10.22 5.96 | 14.59 | 2678 | z0.12 | 11.61
1985 9.39 | 10.31 .61 697 | 10.59 9.3t 26,285 0.3
1987 | 10054 | 1242 | 10.18 ] 6. 43| 11.§7 | 30.53 4 ‘28.92| 2Lel
1988 |- 1E.31| 13.80 | 10.66 6.58 | 12.51 | 29.20{ 25.71| 20.66
1969 | 10.76| 18,72 | 10.18 $.63 | 30,92 .40 2541 1818
1390 | 10.47 | 13.26 1. 80 §.88 | §1.53 ] 24.951 21.25% 18.81

Notes © The summation of shares of five different goods in each destination does not necessarily becomie 100% due to tbe

existence of goods which do rot belong 1o any of above Categories.
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Table 8 Changing export structure of ASEAN in each destination by commodity (Vail: %)
EAST A. | JAPAN ANIES: | ASEAN CHINA _ hMERICAS | EC12 ¥ORLD

Food 1981 [ 10.33 .01 12 00| 3010 So8T | ees | 28U 14.08
1983 | 897 |  6.s0l v 22,26 en36 | .48 2t.82] 1283
1985 { e8| okl o.23| asus | osesr| o rnos | 2253 | 1336
1986 | 1n.30 | inas b orase | 1 a4 ozees | un.av| 3043 1
1981 | 1247 | s2.20 | 10.98 | ue 41| 23.48| 10.98 | 26.72| 1552
1988 1 1352 1| ] oanso| 2780 1o.68 | 2317 is.m0
1969+ 13547 1308 | 106 | 2nsd| 2652 10.39{ 1930 154
. Cfasso b sz y Mz | 1e.is | 16,587 10.38 f 10801 11941 13.4%
Industrial | 1981 [ 82,25 | o133 | 1266 | 8. B0 | 4822 | 65,78 | 8682 | 13.92
Katerials |1983 | sz.56 | 0.2 -as.ed | 60,58 | mt0| sa4s | szer| 7234
j1e8s | 8005 [ .30 | qe.en| 6263 |- sr2z| 5105 | s3.16 | ¢s. 53,
1986 | 12,40 | 8306 | 0.1z ss.02 | 0.8t 310 4055 | 8811
1987 ] 70,09 | si.60 | 58.81) STs3 | 7088 | 3.6z | 39.53| 5706
1988 | 6686 | In.24| §5.78 1 st.or| 1281|313 | sean| 219
1989 | 6434 1026 sadz| snan| essi| 2sces | 3e.su | 4935
oo j19se ) er.ee | 72.na ] 4n.e8 1. enes | scau]| 21.60| 3088 | 4656
Capital 1981|385 o055 81| 591 S| ese | | sz
Goods 1983 | w28 12| astd 4.0 ETA RN INTY R T
1985 | s.9¢|  zp0| tz01| 6.9z g6 | 1ss3 | esi| a3
1986 | 896 |  so0z| 1131 1405 17| 20,60 10.84| 1112
1987 o.11 e | s s 3 [ 208 | 1009 | 116t
Jress [ ore.se | 2| asss | 1118 6 280 11.80) 1305
1988 | 1.8 | S0 20210 1189 0z | 26.56 | 1261 | 1424
1990 ] 15.33 |  B.04 | 2448 ol 2t m ) as | as.40

0
0
0
L.
1.
2
3
15, 3 _
Consumer [1981 | 0. 63 0. 15 L23 ) .| oo tss| 1 7.68
Non-Durable| 1983 | 0.7i 0.27 | - 1.33| o.e2| o0.03 bAT| 42| o4
Goods 1985 | 0.7% 0. 30 1. 44 Lo | 0.03 .70 | 681 1.05
1986 | 1.§9 0.50 s onse | ooos|oosn3r| | ses
1981 1.56 0.85 23| 4| 0.2z 1318 ] 1385 1.22
1988 | 2.10 1.t 311 Leo| o33 | se23| 1489 8.12
1o | 267 2.01 3.88 | Lss| o oooas| sssr| aest|  exs
L 1990 | 3.18 2. 6 G50 ) tre | 0.39 | anas | ze.us | 1049
Consumer | 18817 0.63 0.8 L ew | e L a2z 1.12
Durable 11983 | 0.70 |  o.26 2¢ | noz| 0.08 245 | . u 1. 45
Coods 1985 | 0.82 0. 27 LI et o008 | s8] .ansi) o o1es
1986 122 o.48 | - 300 o.88]| a10|. 531 5. 00 2.94
1981 Lst)- noo| 0| nes| 02t AT 5.6 | 3.8
1988 | 3.5 196 s.ez | nz2z| o.es| 15| 110 5. 43
1988 | 4.92 298| a.32f 29| 04| 1nse| 10085 1.30
1990 | 5.8% 3. 4 9,564 3.0 0.88 | 12,99 ] 13.26] 3.69

Nutes : The sunimation of shares of five differeat goods in cach destination does ol necessanly become 100% dud o the
exisience of goods which do rot belong to any of above catepories.
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Table & {a) Directinvestment flows (% of shares)

Toz
fros; HONG FONG SIKCAPCRE TALILE KORER LL1133
Usk ’
USA 1982 .1 1 18.3 1. 1.9
il .2 3.7 3.2 . 15.% 33.5
(231 3.6 37. 4 .9 8.1 303
£C
1912 14.2 1.7 1.2 1731 .4
191 19.9 .9 11.9% i 28 3 £0.9
(L)1 10.9 .1 15,4 15.% 188
JAPAY
1988 1.1 6.8 0.1 11,4 (1 |
1348 i0.5 .0 1T ] 2.3 3.4
1338 L5 n.: 8.3 4.2 n.1
NONG RONG
114 0.0 §.0 k] 9.0 t.1
1586 e.0 g0 5.8 1.6 L2
1990 0.0 8.0 4.6 2.9 .1}
SENCAPORE .
13812 1.7 §.0 [ ] 9.0 8.2
1986 1.4 [ 1) 0.0 [ N | 8.2
- 199 0.0 8.0 0 0.7 0.%
TALTAR ’
1952 1.1 9.0 L0 9.0 8.1
1926 0.0 0.0 0.0 9.0 1.6
[ XE 0.8 0.9 e.0 9.0 0.0
RCRER
1542 0.9 0.8 6.¢ 4.9 0.9
1985 0.0 0.¢ 0 4.0 0.0
1990 0.0 0.0 0.0 0.0 0.0
ANIES
1111 .6 .0 $.3 0.2 1.1
1986 1.4 é.0 9.8 3.7 1.1
o by 0.o 0.0 4. 3.6 1.0
ASERNY
(31} L] .9 9.0 0.4 5.9
1117 e.e 0.% 9.0 1.4 )
1449 b0 0.0 0.¢ 0.4 0.0
ToTaL”
1842 10%. 6 100.% 190.¢ 180.4 itp. 0
(3113 106.¢ 100.¢ 100.0 1490.4 180.0
1339 108.0 100.8 100.0 140.4 0.0
13%/12 3.6} 1.4 b.6% .9 1.13
90/¢¢ 1.58 N E £ 1.17 i.18

Table @ (b) Direct investment fiows {% of shares)

Te:
From: THRILAHD TSDOFESBR PRILIPPINE  ASERN? CIHINA ToTAL
Ush .
Usy 1982 1.5 5.6 18.3 [ 151 10.5
- 1388 13,0 1.1 57.4 16.3 15.1 1.5 :
1388 n.s 5.1 53.% 1.3 1.1 - 168
£C . : .
190 .2 L1 L] 15.3 1.5 . i
1986 15.3 11.9 12.1 13.3 5.3 .t :
1334 L} i1 LN i0.4 35 s
JPik : . :
190 1.4 36.9 LN 30.% .2 ' )
1906 1.5 1 n. 2.1 14.1 I5.¢ !
1930 5. .9 15.12 .4 11.3 7.4
o} 30NG
1382 3.4 10.1 5.9 7.5 . 5.9
1906 1.1 1.1 [ 4.5 5.4 .
1930 %3 3.8 (3] .1 51.% 13.8
SIWGAPORE
1982 1.6 9.0 0.4 1.2 6.4
1984 1.8 1.9 0.0 i e it
) 1530 3.7 2.6 [N ] .y B P ] 1.3
TalwiR .
1382 6.3 6.0 0.0 1 1.5
1986 §.1 0.1 T0e % | I 1.4
. 1530 1.0 4.0 [ 5.1 b0 3.3
RORTA .
311 0.1 0.0 9.0 9.1 a0
1434 0.1 1.4 4.0 1.4 0.3 0.4
1499 o.e 1.8 L 10 5.0 1.1
ANEES , :
L L 181 5.8 1.4 1)
1116 11.3 6.2 €.0 © 13,9 L1 .1
SRl e n.e .2 HA 801 .
ASEANE
1382 .40 1.% 9.6 ti 1.4
e N g9 0.0 1.4 b2 2.1
237 0.3 [ b0 0.1 b.a 0.1
ToTAL . . .
tanz 1004 106.9  ~ §09.0 . 1Gd.0 . 100. 4
LU L I I NI N ] 1000 11,0 160. ¢ 100.¢
ise 100.8 . 1ep.0 i0e.0 i3 0 1ee.¢ . 100.9
(1742 1.1 i .21 1.1 1]
$0/86 .0 1% [FF 1) s L L] 1.37
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Appandix 1 Network of reg?oh

18958

Benelux, Frarce, Germany, Raly

§951
Greece

1963
Turkey
ACP counirles
1970
Spain
MaXa
131
Beranark, fretand, UK
Poitugal

Auslria, Fintand, Icefand. Norway, Sweden, Swﬂzerlard

Cyprus
1915

Isragl

ACP countrles

1976

Maghreb (Algeria, Maroceo, Tunlsia}

1977

Mashreq {Egypt, Jordan, Lebaron, Syila}

1680
Yugosiavia
1581
Greoce
19856
Fortugal, Spain
1992

Grechostovakia, Hungary, Poland

1393

Austiia, Fintand, lcglond, Norway, Sweden, Swilzeriand
Ouigaria, Pomanla

al agreements

Membership
Association Agteement

Associalion Agreemnent
Assoclalion Agreement (Yaoinde}

FT Agreement
Assoclation Agreament

Membership .
FT Agreement

£T Agreement

Association Agicement

FT Agreoment
Assonialion Agieemant {Lomé}

Cooperalion Agresment
Coopetalion Agreement
Cooperalion Agreement
Membarship
Merbership

Europe Agreement

EEA Agreemenl
Eutope Agreemont

Appendix 2 An econcmic classification of the single market proposals

Measutes Goods Sarylces Petgons Cipiad
Markelaceess | Abolibon o inka £C Dismanting bucking | Abokon of loka €G | Abofition o axchange
hontier conboks Juolas kondier controls conlrols
AggRoximaton ol. Accessto bist Ralaxation of Adenlssion of
- Yachnit &b reguiatons ragonal ali bavel maskels | residence requirements | secusities Bsted in othar
- VAT ra%es and exclses membat sta'es
|- lodtos standards | Muluatiecopition arnd | Bight of astablishment ‘
) "home county contial n | 4 protes sionals Indstrial coogeraton
TphicaSons for bada financlal sepvicey :
policy {urs pecibed)
Compelitive Libetabsalion of pubhc Increased compelion ln | Ewopesn “vorational | Hamonisalon of Like
conditiohs procuement alr kanspod. Yalning card™ crer and hotdiog
1&gAatons
Mergér contol Appraaimalon of fscal
sl rogifstony aspocts Fiscal sppeoximation ot
Revlew of stale #d o In senvkos markets paent-subsifay
ety rglalons
Market Paseuch programs n Apptorimaton ot barking | Approximation of Cwopean company
funcfoning Izlecomimumications and | and hearanes crgulaions | Kainlng programs slahsla
Infaimaton lechnciogy : :
EC syslam of permlls Mtval recogidon of | Hamoeniseton of
Pioposaly on panduds, | forread bauloge  » dptomsg (espocialiy ot |intalacnl propedy
¥ade macks, company protassional} sighls
tow, el EC Banvivd o
electonic payments Cormron barkropky
prerisions
Sechotral pelicy Agkutiurg efirranation of | Comvron ak bantpod defanedto Ewopean deteired o European
WICARs poficy on access, eapasity 1 Pofical Unlon Tresty | Monetary Urion Traaty
and prices
Steel iaduclion ln Cormon Iufas on mass
yubsidiey ks Insarancy

107






7
Vlet Nam’s Particlpatmn in A["lA APEC, and WTO :
Commitment to Firee Trade vs. the Need to Proimote Industrics

Kenichi Ohno
Tsukuba University
Saitarna University

1. Early commitiment to the free trade regime

'Viet Nani joined the Association of Southeast Asian Natiois (ASEAN) in 1995, and thereby accepted
the obligaiion of mowng toward free teade under the ASEAN Free Trade Area (AF T A). In addition, Viet
" Nam is likely to join the Asia-Pacific Economic Cooperation (APEC) and the World Trade Organization
(WTO) in the not-too-distant future. Viet Nam, though still an underdeveloped economy in terms of income,
technology, and industrial structure, is about to commit itself to these arrangements with a free- trade
orientation. This paper considers the implications of these commitments for the long-term development
strategy of Viet Nam'as a very latecomer.

1. Joining AFTA : .

Viet Nam became a néw membsr of ASEAN in July 1995, and began to participaté in AFTA-——-ASEAN's

“recently created frée trade reglmewm January 1996. The original plan of AFFA was to reduce thé maximum
tariffs on manufactured goods among ASEAN members to 5% by 2008, but the schedule was later -
accelerated to 2003—and a furiher accéleration has also been considercd. However, Viel Nam has been
given three additional years to complete the proposed tariff reduction on manufactured goods-—i.e., by 2006.
Even with this three-year postponement, Viet Nam will be exposed to free trade discipline (allhough only
within ASFAN) al a very ecarly stage of ils economic development. As a first step in this dnrecllon the
Vietnamese government has already begun to restructure the current tarifl system of 0-200% to a new system
of 10-60%, with simultaneous changes in the domestic tax structure.

At the moment, however, it is unctear how severe the actual requirements of AFTA turn out to be for
Viet Nam. Negouauens are still underway as to whether all manufactured goods or only specified producis
will be subject to the proposed tariff reduction. Obv:ously, the impact on Viet Nam \wll be much larger in the
former case.

2. Joining APEC in the fulure , :

Viet Nam’s possible membershlp in APEC is curcently under consideration, The United States, Australia,
and New Zea!and are generally cautious about expanding the membership. Nevertheless, in the case of Viet
Nam, a new membérship is likely to be granted in the near future provided that the Vietnamese governent
is willing, the rest of ASEAN continue to support. Viet Nam in this matter, and the Umled States cefrains
from objecting.” : -

However, the Vietnamese governmenl remains: cautious and undemded aboul pucsuing the APEC
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membership imimediately.” Institutional adaptation to the recently admitted AFTA is already straining the
government’s human and physical resources. In’ addauon implementation of the AFTA schedule of intra-
ASEAN tariff reduction on manufactures to $% or less by 2006 will cequire enormous efforts by the
Vietnamese government and private scctor. The government feels that it needs more preparalmn before
committing itself any further to free trade and therefore does not positively seek or expect to join APEC at
this time,

APEC was initially created as a loose forum for exchanging views and solving problems as they arise
among member countrics. However, in recent years, the institutionalization of APEC is underway.

The Bogor Declaration in November 1994 expressed the general intention by the APEC members to
liberalize international trade and investment by 2010 for developed countries and by 2020 for developing
countries, without specifying the content of liberalization.

‘The Osaka Meeling in November 1995 did not delinzate detailed Aciion Plans for individual meimbers
(which are to be submitted at the Manila Meeting in October 1996) but adopted Action Agenda to guide
fiture Tiberalization > Action Agenda consist of (i) liberalization of international trade and investment; (ii)
institutional harmonization; and (iii) economic and technological cooperation. For the purposes of recéiving
a wider range of economic assistance and the expansion of its muliilateral diplomatic arena, joining APEC

_ will certainly benefit Viet Nam. But the first lwo Agerida, and in particular the need to adopl free trade, will
have significant implications for the Viethamese strategy for future indusirial promotion.

The Osaka Meeling also partly reconciled some of the pollcy issues among the members Notably, the
principle of cooperative and spontaneous liberalization stipulated that trade laberahza_uon should proceed

- individually and voluntarily, without strict rules and criteria imposed by multilateral agreements. This
" resolved one of the key issues regarding whether liberalization should be voluntary or institutionally
imposed. ' _

In addition, the APEC niembers adopted nine general principles as the basis of trade and investment
liberalization. ‘They are: ® comprehensiveness; @ consistency with WTO; @ overall comparability; @
nondiscrimination; @ transparency; ® standstill; @ simultancous process without delay; ® flexibility; and
® cooperation. The 8th principle (flexibility) in particular may have a sigaificant bearing on Viet Nam’s
dmelopmcnt strategy. It states that “considering the different levels of economic development among lhe
APEC cconomies and their diverse c;rcumslancec flexibilily will be available in the liberalization and
facilitasion process.” :

3. Joining WTQ in the fulure _

The timing of Viet Nam’s membership in WTO is even more uncertain than APEC, subject to various
international political factors. Suffice it to say that the opportunity to join WTO will certainly come so long
as Viet Nam continues the present policy of integration with the global economy, and that Viet Nam must
therefore conduct its trade policy with the future participation in WTO in mind.*

[t is clear that Viet Nam is in the process of committing itself to increasingly rigorous requiremens of
free trade, first within ASEAN, then within the Asia-Pacific region, and eventually vis-a-vis the whole
world, Bul the exact timing of membership, liberalization schedule, and content of liberalization remain

' quite ncerlain with respect to each organization.

1} The current 18 wmensbers of APEC ace Japan, Ucited States, Canada, Ausinalia, New Zeafand, Koféa, Talwa.n, Hong Kone Smgapore,
Malaysia, Thatand, Indoncsia, Philippines, Brunei, China, Papua New Guinea, Chile, and Mwueo While new n‘-.mb«.rshipnonhold until the
end of 1996, Russia and Pakistan kave already signabed thelr desire to join.

2}  This paragraph is based on the statemdnt by the Victnamese delegation to the Fourth Worksh"p'of the Joiat lapan-Vicl Nam Research
Project, held on Janwary 28-29, 1996, in Tokyo.

3 For the detzils and significance of the APEC Qsaka M;eimg. see Masahiko Ebashi, v Futufu Direction of APEC after Osaka Me.lmg
fmphications for Viel Nam™ (January 1996,
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I1. The trade pattern of Viet Nam

L.t us review the tradé pattern of Viet Nam. Tables 1 and 2 show exports and imports reported in official
stalistics. Table 1 presents major products while Table 2 classifics goods by 2-digit level industry.
Comparing these {wo tables, total exports and inmports in 1991 and 1992 are not identical bul si milar.®

These tables show the peimitive structure of the Vietnamese economy. Exports are concentrated on a few
primary comniodities, with mineral fuels and agriculiural and marine products occupying as much as 80%
(Table I, 1993). Among them, three itenis—crude oll, rice,-and marine products (shrimp, squid, ete.)—
account for 53% of total exports. Relatively minor industrial exports consist of secondary textile products
(sewn goods).

Major imports include machmery. refmed petroleum products, and chemical products’ (including
fertilizer). “Other,” comprising nearly half the imports, includes consumet durables such as motorbikes,
boom boxes, TVs, videos, and karaoke machines. Viet Nam’s current trade pattern réveals the absence of
inodern manufacturing industries.

Figure 1(a) arid 1(b) indicate Viet Nam’s exports and imports in 1993 by trading partner (compiled by
IMF). Let us consider exports first, The largest destination is Japan at 31%, followed by EU at 23%, The
share of ASEAN is 18%—not very Jarge but not negligible either.” In contrast, the share of APEC is a very
high 72% This means that APEC policy will deeply affect the international trade of Viet Nam when it
becomes a niember. The share of the United States has been very small for historical reasons, but the Viet
Nam-U.$. trade relationship is expected {o expand rapidly following the normalization of the bifateral
relationship in 1995. This will make APEC even more important for Viet Nam.

As for imports, APEC’s share is an even higher 86%. Wilh growing trade with the United States, it can
safely be said that APEC counfries will comprise almost all imports of Viet Nam from now to the early 21st
century. Although the libecalization deadline of APEC (2020) is 14 years behind that required by AFTA
(2006), its impact on Viet Nam' will be much larger because APEC includes every major trading and
investment pariner for Viet Nam—Japan, Asian NiEs, and the United States.

111 Static analysls: trade creation effect vs. trade diversion effect

fn this section, we introducé two static analyses of the free (rade acéa {Urala, 1995; Nagaoka, 1995).

In international economics, global free trade is known lo promote the welfare of each country by
improving the efficiency of resouice allocation. However, free trade within a certain region—as opposed to
the entire world—may or may not produce such a desirable result. By lowering tariffs within the region
while maintaining the trade barriers against nonmembecs, the regional demand will certainly shift from the
outside goods to the goods produced within the region. This will cause the following two effects.

(1) Trade creation effect: intra-regional trade which has been 5upprcssed due to (rade resteictions will
begin, leading to a more efficient division of fabor in production among the member countries.

4)  For urasition and developing economics like Vicl Nam, the WTO's policy that might smous!y affect their devetopment stralegy is the
pmhnbluen of (i) guaniirative impoct restrictions: (i} eaport subsidies: and (i) tade-related investment measures. However, wajvers 10 these
provisions do exist. In addition, developing countries will be geanted 2 pxoratorium of five years in abolishing these nwasures after the WO
Agreement becomws effective; Evea 50, the observance of the WTO Agrecment would sl e a policy consiraint on lattcomer countrics rying
to catch up. On the other hand, Uxere’ ar¢ eetain merits in WTO membership, The foremosi agwong them would by the avtomatic entallem‘m 10
the mast-Favored-nation status without bilsteral negotiations.

» Aocordzng 10 the IMF data cmapl!ed From expert and inport values reported by Viet Nam's trading partnees, Vil Nam's to(al exports were
2087 and 2475 halhon dolars in 1991 and 1992, respccuwty, and its total imports woee smnla;ly 2.318 and 2 506 biltion doliars. Except fov
1591 {impods, these figures are not very different frow thase in Tatﬂes { and 2. However, nome of these dala includes smuggted exports and
imports. .

© 6y Alarge parl of gaporisto (and n-p-xts feoin) Singapore reflects the relining of \‘umam.s; crudc oil by Stnzaposean I'an.mn
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(2) Trade diversion effect: If the most efficient producer is outside the region, regional products
(which are less efficient) may replace the imports from oulsrdc teading to 4 toss of allocative efficiency.

The problem arises when the second effect is greater than the first—then the establishment of a free
trade area (IFTA) will lowes economic welfare. If this is the case, it is possible that the member counlries
themselves may suffer a welfare loss. Even if this docs not happen, the toss incurced by the nonmembers
will always be greater than the gain obtained by the members. The desirability of a regional FTA therefore
depends greatly on whelher the globally most efficient producer exists in the region.

Figure 2(a) shows the trade creation effect when Couniry A and Ceuntry B form an FTA and no
efficient producers exist outside (he region. In Country A, Da and Sa are domestic demand and supply,
respectively, of a cerlain good—-say, cloihing. Assunie that Country B can supply clothing indefinitely at
the tinchanged price of Pb. Initially, Country A is levying a tariff on imporied clothing at the rate (, and thus
the domestic price in Countey A is (141)Pb. Consumption is OF, production is OH, and 1mpons are HE. In
addition, consumer surplus is CQD, producer surplus is DPF, and the govérnment's tariff revenue is PLMQ. -

Now suppose the bilateral tariff is removed. Clothing produced iit Cousntry B is now supplicd at the
price Pb. In Country A, consumption expands to Q) and production shrinks to OG. The new consurer
suiplus is PNE, producer surplus EKF, and therefore Colntry A's welfare increases by the sum of two
triangles PLK and QMN. These results are identical 1o those of tariff remaoval in a two-country model---
countries outside the FTA can simply be ignored.

* Figure 2(b) presents the trade diversion effect when thete exisls an efficient producet (Country C)
outside the FTA. Both Country B and Country C can elastically supply clothing at the prices Pb and Pe,
respectively, but assume Pb>Pc. Initiatly, Country A is levying lariff t to all imports and importing clothing
from Country C only, which is cheaper at the price of (140)Pc. In Country A, consumptmn is OF,
production O1, and tariff revenue TUML.,

Suppose the tariff on clothing from Country B only is removed, and the domestic price of c!olhmg
made in Country B becomes lower than that made in Country C (Pb<(141)Pc). Couniry A will now import
+ clothing only from Country B {who is a less eficient producer). The new economic welfate consists of
consumer surplus DSF, producer surplus FPG, and zero lariff revenue. Whether total welfare of Country A
* increases or not depends on the sign of TQP4URS —QRMLI.. [n other words, whetheér the welfare of a

meinber country increases or not depends on the relative size of the trade creation effect and the trade
diversion effect. : : .

Clearly, irade diversion does not occur if the IFTA inctudes the most efficient producer in the wotld.
‘ This condition is more likely to be satisfied the greater the number of member countrics. From this point of
“view, small FTAs like AFTA miay have slrong (rade diveérsion effects which are detrimental to their welfare.

By contrast, APEC includes all types of countries-—from the most developed to NIEs, and developing and
transitional countries—and therefore there is less danger of trade diversion. Particularly for Viet Nam,
APEC includes all its major trading partners. For this reason, Viet Nam’s participation in APEC is not
likely to generate any significant trade diversion effects.

1V. Dynamic analysis: promoting Industries vs. exposure to competltIOn

However, the more important issue for Viet Nam is the dynamic-ﬁrathe} than static—-cffects of joining
an I'TA. From the dynamic point of view, the problem that Viet Nam faces can be summarized as follows.

(1) Viet Nam is a very latecomer in the growth chain of Bast Asia. Its income and technology levels
are low, its cconomiic structure unsophisticated, and its undeveloped privale sector is still incapable of
responding strongly to {ree competition and price incentives. To begin the process of industriatization from
this early stage of development requices seIecme promotion of industries—including import protection--
by the government. :

(2) However, there are also risks qssocsated with government intervention. Under the curgem
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circumstances where future prospects of individual industries are uncertain and the government lacks the full
institutiona} capacity to carry out developmental policies, we must beware of prolonged protection of
* inefficient industries, political pressure from interest groups, and enormous waste of resources and foreign
exchange that might result from failed protection.

-An early commitiment 10 free trade means that the country voluntarily gives up the policy option of
import protection—and this carries both costs and benefits. On the cost side, the couniry may lose the chance
to “take off’ economically because the use of effective industrial policy is uled out. On the other hand, the
country may benefit fror the disciplinaty cffect of free trade and exposure to external competition, thus
avoiding ' governmem failure.”” The relative importance of costs versus benefits cannot be generalized. For
each individual coumry it depends on the stage of development, political and social factors, institutional
capacity, and the severity and timing of required liberalization measures.

t. The argumenis for and agairist “infant industry protection”

The traditional theory that justifies industrial protection in developing countries is called the “infant
industry protection” argument. It presumes the exislence of increasing-refurns-to-scale over time in the
protected industry—i.c., the indusiry, although inefficient and high-cost at present, will become
internationally competitive as it accumulates the experience of production and improves productivity. This
properly is called the “learning effect” or “dynamic increasing-returns-lo-scale.” By temporarily profecting
such an industry, the government can expand the industrial base and raise national incoine.

Although it is usually difficult to teil which indusiries exhibit this property, it is too much to say that it is
impossible. For latecomers including Viet Nam, all the industries to be promaoted are (or were) present in
developed countries. The ¢ssence of productivily increase in latecomers consists of catching up with the
‘existing technology that the leaders achieved long ago. For them, it is by no means impossible to pick
potential winners if one carefully analyzes the initial conditions of the latecomer, the expcriences of
developed countries, global economic conditions, eic. In East Asia, where the patterns of flying-geese '
formation and preduct cycles are clearly observable—industry by indusiry, and country by country——;nuch
can be learned feom the eailier achievers of industrialization.

Figure 3 depicts the learning effect. Cumulative output is measured horizontally. As the industry
‘accuimaies the experience of production, the unit cost is assuned to decline.

- Let us study Case A, The initial cost is OA which is uncompetitive unider free trade-since the world price
is OP*—thus the domestic industry cannot be started. However, if the government temporarily levies an
impott ¢ tanifT of t, the domestic product will become cheaper than the foreign product, allowing (he domestic
industry to enjoy the learning effect through the expansion of domestic sales. When cumulative oulput rises
beyond X (at point B) the domestic industry is able to survive without further protection. (Instead of waiting
until point B is reached, the government may begin to reduce the tariff rate gradually from t as the industry
gains experience, to produce the same promotion effect.) Because of the success of protective promotion,
protection will ultimately become redundant and the indusiry can now move to the free trade regime.

This model implies that premature commitment to free trade is harmful. If tariffs are kept oo low or
prohibited altogether, a latecomer will not be able to industriatize, The covnlry will be trapped into the
siluation of exporting traditional commodities, and its economic structure will not develop to a higher stage.
¥or example, Viet Nam may forever be exporling crude oil, rice, and marine products. [n this case, the trade
pattern is said to be governed by “stati¢ comparative advantage Conversely, policies lo consciously
' promote capital accumulation and technological introduction for the purpose of expanding the export base
~ from primary commodities to light-industey goods, and then to higher-level manufacture, is catled the
deliberate creation of “dynamic comparame advanl'\ge * An early commilment to free trade may close the
~ latler option. :
However, there ase a few fameus cou nter-arguments against tenporary protection of mfant industries:

(1) Mill-Bastable Criterion--the targeted industry must not only become competitive eventually, bul
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also generate sufficient surpluses in the future (o cover the initial “selup cost.” This includes the cost borne
by consumers having to purchase expensne domestic products as well as subsidies given to this mdustry
Case 2 in Figure 3 clearly does not satisfy this condmon

(2} Existence of market failure—if the private sector can finance current deficits with future surpluses,
new industries will develop even without official protection. In order o justify government iatervention,
“market failure” must be present. Uncertainty, asymmetrical information, and incomplete financial markets
are frequently cited in this context. (This condition seems to be satisfied in Viet Nam where these problems
are severe.) S : : : :

(3) Government failure-—although market fails, government may fail even more significantly.
Government failure occurs because of incompetence, corruption, or political pressure—-leading to the
protection of hopeless industries, perpetuation of protection as vested rights; and inmense waste of

“resources. 1f the institutional capacity of the government is lmmed failed proteclmn may weaken the

national economy father than create new industries,

Considering these problems, the protection of prospective industries must be carried oul, if it is to be
carried out, with utmost care and solid pragmatismi io its implementation,

2. Dynamic externalities

The argument above featured dynamic efficiency of a single firm or mdustry Temporary protection can
also be justified by the existence of “externalities” across différent firms or industries. Such externalities
arise when the production of each firm has mutually beneficial effects to ¢ach other although they cannot
be direcily recouped. It does not matter whether firms belong 10 the same or different industries. Let us cite
some examples.

Consider a steel firm and a machinery firm, each chtmanating an expansion of operation. However, a
stcel firm will not invest in an advanced blast furnace unless a sufficiently large steel demand is anticipated,
and a machinery firm will not expand unless a stable supply of steel is guaranteed. The problem will be
solved if both firms invest at the same line, but due to uncerlainty about each other’s slrategy, both’
conlinie (0 operate at low levels of outpul' and productivity, relying on imposted inputs. ‘The govermnment

“can ¢oordinate the sirnultaneous investment by the two firms to overcome the impasse, thus i 1mprovmg the

productivity of each indusltry. In this case, externalities are due to positive industrial linkage,

© Alternatively, individual firms may produce “something” that benefits the entire industry or economy. '
For example, knowledge and téchnology introduced to one firm may be imitatéd by others. Skills embodied

in workers of a firm, accumutated through on-the -job (raining, may readily be available to other firms, It

such spillover effects are importanl, the free economy may under-invest in new technology and human
capital Trom the viewpoint of social welfare. Under these circumstances, official encouragement and

profection of these activities are justified.

3. Discipline of free trade

- So far we have surveyed arguments thal juslify protection and discourage commitment to free trade.
However, there are also views that positively recommends an early commitment to free irade. They
emphqsne the disciplinary effect of international competition which preserves economic dynamism and '
promotes altocative efficiency and income growth. :

First, exposure to foreign competition not only corrects he dlstoned domestic price system via
comniodity arbitrage, but also serves as a ruthless but very effeclive managerial discipline. Competition
" eliminates firms that are (oo inefficient to sutvive and forces the remammg firms to make serious efforls to
improve productivity.

Second, even when the domestic market is oligopotistic (1 ¢., dominated by a few giant fi rms), the
possibility of impotts will encourage domestic firins to behave competitively. As Viet Nam is reorganizing
state-owned enterprises into a small number of large industcy groups, the most effective way to maintain a
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competitive environment will be to remain opeit to foreign competition. :

Third, if we are to avoid government failure discussed above, an externally imposed timetable for trade
liberalization is useful. To prevent industrial protection from being hijacked by domestic intérest groups, a
wise government should use international commitment to free trade to guarantee the temporariness of
protection and defend the criterion for industry setection. From the point of view of enterprises, knowing that
the gradual removal of tariff protection has been internationally agreed and cannot be unilaterally rescinded
by the national government prompis them to direct limited resources to true innovation rather than rent-
secking. . _ . .

In sum, we recognize, on the one hand, that government intervention is esseatial for the development of
the still primitive Vietnamese economy, and temporary import proteciion—-if wisely and flexibly
implemented—should be justified. On the other hand, we also recognize that import protection carries real
danger if institutions are weak, Commitment (o free trade minimizes the failure of protection by imposing
discipline on both the government and the private sector.

V. Strategy for p’romoilng industries with early commitment to free trade

Viet Nam inust accept the fact that, in (oday’s world economy, the use of blatant proteciion is ruled owt
as a way of catching up with the developed countries. This is a very different international environment from
that faced by the prédecessors (Japan, Asian NiEs, and some of the ASEAN countries).

However, an immediate and complete removal of import protection is unrealistic for Viet Nam——that
would most likely suppress the chance of long-term development. The intetnational community should
therefore grant Viet Nam a minimum level of preferential treatmient and the right to maintain partial and
temporary protection which are consistent with its stage of development. Simultaneously, The government of
Viet Nam should adjust its domiestic development strategy according (o the requirements of the pre-
announced external liberalization. So long as these ¢onditions are met, Viet Nam should willingly accept the
tinietable for trade liberatization and take full advantage of its disciplinary effect.

Free trade and protection should not be taken as mutually exclusive, The two policics must be combined
in various ways as the stage of development and the requiremenis of individual industries change. A general
formula for ehoosing free trade versus protection does not exist, Pragmatism, not dogmatic assertion of
whether free trade or protection is desirable, should be the guiding principle. An early commitment to free
trade is not at all inconsistent with the argument that trade liberalization should proceed at the speed that is
appropriate for each individual industry-—and the govérnment should see to it that it happens. In fact, that is
tite only praclicél way. ' :

In what follows, we will consider how Viet Nanm’s long-term development policy should be amerded in
light of its early commitment to free trade.

1. Instruments of industrial promotion _

Concrete poticies which would be outlawed under AFTA, APEC, or WTO remain unceitain at this point.
Nevertheless, it is atmost cerfain that numericat imporl restrictions, prohibitive tariffs, export subsidies, and
local content requirements will be phased out eventually. The question still temains as ta how severely these
prohib'i{ion*s will affect Viet Nam in terms of coverage, lime schedute, and substance. It may be that
latecomers like Viet Nam will be given many escape clauses as a result of multilateral negotiations.
Alternatively, all participants may be required to open up regardless of the stage of devetopment.

We believe that permission of temporary and limited protection is appropriate for underdeveloped
econoriies including Viet Nam. If the international requirement is 1o onerous, Viet Nam should rightly
demand a special grace period or waiver-—or even reéconsider the early participation of such an agreement.

- Of coutse, special tréatmenit should be relatively modest and must bé eliminated in the Tong run. Meanwhile,
the government should steive to graduate from the period of such teniporory protection as soon as possible.
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Once the minimuin protection is allowed, the government nuist promote dommesti¢ industries with largee
weights on policies other than direct trade measures. Emphasis on other policies is not necessarily a
disadvantage. We should welcome it if the implementation of these policies is accelerated under such
circumstances. Many things can be done targely independently from trade policy---for example,
macroeconomic slabilization, fiscal and monetary reform, rural devetopment, education and skill
developmen, investing in infrastructure, institutional reform for receiving FD{, bureaucratic reform, SOE
reform, poveriy alleviation, introduction of new lechnology, legal refoim, ete. A bit of sicge mentatity—
that import bariiers will have to be lowered and the nation will be exposed to fierce mtemanomi
compemlonﬁmay help mobilize resources for implemenling these neccss'-ury policies.

At any rate, the deadling for trade liberalization is ten yedrs away (2006) for AFTA and a quarter

“century away (2020) for APEC. A lot must be accomplished between now and then: Viet Nam should
concentrate on what can—and should—be done today.

As argucd above, it is vital that the commiitment to trade liberalization should be wisely used as
incentives for SOE reform and private-sector development, as well as protecting the government from
domestic interest groups. The authorities should advertize the positive effects of open {rade—i.e.,
productivity inceease, prevention of domestic monopoly, avoidance of government failure, etc. Rather than
succumbing to the feeling of victimization, Viét Nam should shrewdly take advantage of the requireménts
imposed by AFTA, APEC, and WTO for the purpose of long-term economic development,

While the future is uncertain, things may turn out more favorably than currenily anticipated. If the
Vietnamese economy successfully grows and develops in the next quarter century, its industries may
become sufficiently competitive (o require no special protection. In this optimistic scenario, neither APEC
nor WTO would be a real constraint. Then, Viet Nam should even consider an early graduation from (he
protective regime by remaoving trade barriers in advance of the deadline set by APEC or WTO.

2. Criteria for selecling target induslsies -

Industries targeted for promotion must exhibit the tearning effect (section IV above) In addition,
- targelted industries are expected 10 meet the following conditions:

(1) Productivily-growth cr!lerlonuproducuwly gain as well as cost reduction should be large, so the
. industry is likely to become internationally competitive in a relatively shott time.

(2} Income-elasticity criterion-—futuré demand (and its growth rate) is expected to be large. Future
.demand in turn is determined by the size of the domestic markes, economic growlh of major lndmg
:partners access to export markets, global price stability, and the income elasticity of the product in
question.

(3) Low selup cost—inilially needed subsidics are small and the sacrifice in tecms of consumer surplus
- is not too large.

(4) Low imporl requiremeni—the industry does not réquire too much foreign inputs, eilher directly or
indirectly Ihrough upstream indusiries. If the import requirement is hagh gmwlh of this mduslry will put a
pressure on the balance of payments.
 'The first and second critetia guarantee, from the supply and demand condmons that the learning effect
w:ll be large. These two criteria are those actually adopted by the Japanese Ministry of International ‘Trade
and Industry (METT) in picking industries to promote during the 1960s. :

3. Vietnanmese :nduslnes in light of the cnlena above
in the case of Viet Nam, three broad types of industries are potential c:mdldales for off:cnl '
promotion—primary commodities and their processing, light industry, and heavy chemical industry.
First, consider primary commodity industry which currémly provides the largest export base (crude oil,
rice, macine producls, etc.). This industry is nol expected 10 grow greatly and cénlinubirsly in terms of
productivity or global demand (cciteria (1) and (2)), nor does it serve as a catalyst for the structural change
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of the Vi¢tnamese economy. Nonetheless, it satisfies criteria (3) and (4) above, and the fact that it is al
present the largest source of foreign exchange should ot be overlooked. Furthermore, in the short to
medium run, there is much room for increasing the value-added of these products by additional processing,
introduction of new species, gualily improvement, etc. Thus, the gavernment should promote primary
commodity and processing industry as the currently important export base through provision of financial and
techiical assistance.

Second, consider labor-intensive light industry. Even though only a few sewn products and sundry goods
are exporled successfolly today, tight mdustry in genecal has a great potential of becoming a major export
base in the early 21st century, given Viet Nam’s initial conditions (especially cheap skilled labor) and the
state of dynamic growth linkage in East Asia. This induslry meets, (0 a large extent, all the four criteria for
industrial selection above. In addition, initial protection is hardly ne¢ded for light industry which requires a
refatively small setup cost. The gestation period prior to the commencement of exports will be short. In this
sense, labor- intensive light industry has the best prospect of becoming Viel Nam’s major exports to
dcveloped counlries and Asian N1Es in the near fulure. There remains a question of which light industry
should be promoted. Needless to say, official proniotion should be based on in-depth and on-going studies on
the prospects of each individual producl.

Third, let us examine the feasibitity of capual intensive heavy chemical industry {steel, oil refinery,
petro- -chemicals, cement, fertilizer, etc.} in Viet Nam. The domestic demand for these material industries is
expecled to grow as the Vietnamese economy develops rapidly. Unlike light industry, however, whether Viet
Nam has dynamic comparative advantage in (hese industries is an open question. ‘Sevesal favorable
conditions nust be ret before Viel Nam can profitably produce these materials al home rather than rely on
imports. In light of the four criteria above, Viet Nam must clear many difficelt problems before deciding to
promote heavy chemical industry.” - '
_ (1) Productivity of these industries (which are capital- and technology-intensive) may not achieve an

internationally competitive level in labor-rich Viet Nam. Unlike primary commodities and light industry, the
“imposed limétable for Leade liberalization can become a severe consleaint for these industries. Careful
feasibility studies are needed for individual investments, and those projects which cannot become
compelitive by the deadline for trade liberalization must be reconsidered. |

(2) Many developed countries, Asian NIEs, and other ASEAN countrics have already inv ested in these
“industries. As these production facilities come into operation one by one, there is a serious chance of global

overcapacity and price decline. If the Viet Namese facilities in the pipeline turn out to be unable (v caplure
sulficiemly large markets, they would become permanent loss-makers wnhoul economies of scale. To avoid |
-such a quagmlre international markets should be monitored closely, “regional division of labor™ of

industries with increasing returns should be agreed among ASEAN (and APEC) countries to prevent
overproduction in the Asia/Pacific area, and the Vietnamese fiems should be financially stcong enough (o
ride out the expected fluctuations in international demand and price.

(3) The set up cost of heavy chemical industries is generally very high, and a large part of it will be
financed by extcrnal borrowing. The number and size of these projects must be carefully chosen in order not
to incur a heavy external debl burden associated with excessive invesiment. '

(4) If raw material Inpuls can be secured domestically, the growth of the promoted industry is less hkely '
to exert pressure on the balance of paymenis. However, on the other hand, Viet Nam should not attempt to
eslablish ‘a new industry simply because of the domestic avaslablhiy of raw materials—unless all other
conditions are also satisfied. Availability of domestic inputs is neither sufficient nor necessary for these
induslries to become internationally competitive.

o The lomi Iap:m Viet Nam Research Project lm already L\pzn Lhe feasibitily stedics of these individual industies in detail. See the report by
Koichito Fukii, “Five Caphal Intoasive Industrics and Possible Probleims for New Tnvestment” (March 1996).
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 Viet Nam should go ahead with the impont substitution smtegy of these heavy chemical induslries if all
these questions are answered favorably. In other words, vigorous official promotion of these industries
without careful deliberation of these matters carries serious risks and should thercfore be avoided.

In conclusion, the Vietnamese government should ncmely support the exporis of primary commodities
(which are the curcent major export base) and light industry goods (which are likely to become a very
important export base) without granting import protection, regardless of AFTA, APEC, or WTO. As for
heavy chemiical industries with Jarge capital and technology requirements and long gestation periods,
investment must proceed more carefully since the agreed timetable for trade liberalization may become a
serious binding constraint.

{N.B. The author woold tike to thank the other memibérs of this Joint Reséarch Project, especidlly Shtgtm Ishikawa, Yasutami
Shimomwea, Toshikiko Kimura, Masahiko Ebashi, Shaiico Urata, Koichiro Fukul as well 3§ Professor Tran Van Tu of Obirin
University and Mr.Onwra of MITI and Daiwa Research institute, for their valuable infonnation and suggestions.)
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Table 1 Viet Nam: merchandise rade by product items, 1991-92

(Unit : Million US$)

Other 2/

1951 1992
EXPORTS s
Peliroleun $31 156
Coal i 41
Rubber 50 54
Rice 225 L0
Tea 14 16
Coffeo H 1]
Marine products 285 02
Agridfore products 440 i
Textiles & garments 156 ¥ |
Other light industrial goods &3 100
Other 83 138
1pORTS - 205 2898
Petroleun {83 615
Wheat 6 5%
Sugac $ i
M3G 1/ 45 53
Cotlon textiles 32 1
‘Rav coltoa &1 13
Fertilizers 246 w
Sieel 2% 104
Hachiae & spare paris cer 100
Cars & trucks B P |

158 1203

1999

1859

198
0
58

30
120
104

378

492

350
50

119

3503
1%
62
6
5
0.
1
150
150
549
60
1100

1993 share

100.0%

28.0%
7.5%
2.4%

11. 9%
0. 1%
3. 8%

3. 9%

i1, 3%

12, 9%
i. 8%
6. 9%

100.0%
20. 4%

1,48
0.2X

1.5%

L%
0.5
L%
L
15.7%
1.7%
18.5%

Sotirce: IMF and World Bank estimales, froa dala provided by the Yieluamtsé authorities;

as quoted in Yorld Bank. VIET NAM PUBLIC SECIOR MANAGEMENT AND PRIYATE

SECTOR INCENTIYES: AN CCONOMIC REPORT (Sept. 1934). pp. 118-120.

I/ Probably “monosodivm glulamate.

1/ Derived fron the residual in the table.
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Table 2 VthanEnwnﬁmndSelmdebycmnnmduy

{Unit : Mition US$)

EUORIS.

Foodstuf{

Beverages

Indusirial raterials
Hincratl {uels
Chemicals
Manufactured products
Machinery & equlpment
“her manufactures
trelassified

1K ORTS

Foodstuff

Beverages

Industrial naterials
Mineral fuels
Chemicals
Manufacturcd products
Machinery & equipment
Other manufaclures
Unclassified

1617 8251 0031 19077 2350.1 1929.%

2450, 0

1B 9.1 {138 B8%.7 8259 6IS.1
1.5 1.0 3.2 15. 4 1.4 138
i49.6 1642 2320 230.2 3258 266.0
3.5 6.2 14. 4 §24.2  500.0 102.0

$3.1 $7.1 0.0 %0.6  101.§ 88.1

165.2

1158 5.0 516 S14T 1831

2152.0  2452.3° 213%.6 21518 21385 21M.?

.b
.3
T 1539 £43. 9 $12.0 6. 1 §12.0 48
.3
3
)

12009 1340 1797 15%.0 #1643 1110

2.4 104.4 102. 3 28.1 49,1 1.
£51.2 513 115.0 -89, 1 640.8 - SD2.
130 158 1891 6235 450.2 LFT N

104.2 801
$9.4 10
24 6

§3L. 1 §20.7  T4LS $TL.
121 61,9 6.7 51.
26.8 1.1 3.1 i

- omd O3 e O e

100, 0X

35.0%
0.7%
13. 46X
3. 4%
9.0X
46X
0. 0%
3.9%
0. 0%

1000

0. 0%
A
231X
14, 4%
22, 2%
26. 3%
2.5%
0.8%

Source : General Statistical Office ( l992) ; Econonty & Trade of Viet Nam 1986-1991.
Haroi, Vici Nam, as quoted in MITI WhiteE Paper on Econoraic Aid (1994). p.114,
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Tatal: $3,018 million

© Singapore Li%

Ciher 5%

Other Ecrope 9% Yataysiz 3%
Thalland 3%
France 3% —— Indonesia 1%

ﬂ;ili'ppines 0

Cereany 9%
United States 0%

New Zealand Q% Canadd 18

forea 3%
China ¢85
bong Kong 4%

lapaa 30N

Tainan 5% ASEAN share: 18 %

fustratin 8% APEC shus: 12 %

Figure 1{a) Viet Nam: Exports in 1993

Teol: $5.394 million

JEermany 30 Quder 1w
Goher Furope SN -

Slrgapore A

Busiralfs 2%

Cuira £ fadoatsiz 4%
Kataysia 38
Talwan (X Mailand 2%
Fhiblpaines %
K 1
fong Joop L0V ores 1Y

"ASEAN shase: 30 %
lapan 3% APEC share: BA T

Source;  IMF, Dirccrion of Trade Sttistics, 1994, AN data ar¢ derived fom panece

ccuniry data 1nd IMF estimates.

Figure 1 (b) Viet Nam: imporis in 1993
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8
On Some Issues of Industrial
Development Orientation in Viet Nam

£ham Quang Ham
Development Stralegy Institute
Ministry of Planning and Investment

I. Some traits on the industrial development within the cause of soclo-economic
renovation and growth in Viet Nam

The results the political line of renovation brought about in favor of industrial developmenl have an
extremely importanl significance, namely : _

In spite of various currently existing difficulties, many new factors arose in thig industrial sector, crealing
preconditions for its further development.

During the years 1990-1994, the average annual growlh tate of industrial production accounted for 12.3
percent. The economic structure has recorded a certain shift, when the proporlion of industry and
construction in GDP increased from 22.6% in 1990 to 29.6% in 1994,

- The economically important industrial producls have shown a high growth rate, such as electricity, ciude
oit, cement, fedilizers, as well as some exportable consumer goods and products of food industry, efc.

The lindustrial enterpnses and production establishments have paid more altention to the quality and
design of their products. They have shown more initiative and flexibility in adjusting their producuon
altematives, relevant to the mad::et requirements. This is just due 1o the fact that the previous suppost in form’
* of state subsidics was abolished and al} the businesses were then placed under an impact of competition. _
In the industrial sector, various economic components have been racmtated to develop in conformity
* with interests of thé nation and of the businessmen themselves.

The state-owned industcial enterpnses have been rearranged and consolidated in the spirit of

ralionalization and effectiveness so that the public sector would factuatly keep a leading role in the
development process. Many enterprises, who found themselves in troubles in the fisst ionths under the new
managemenl mechanism, have now already “rose up” and recorded better results.

The non-' public sector is promoted to develop, paiticularly in producing consumer goods, processmg _
agro- products and in handicrafts.

By the end of 1994, in the processing industry alone, there were already 8,866 eslablishments which got
their license. Among thef, 58% were registered as private enterpnses and other 17% as companies of
liniited liability.

As for the small and handicrafi lndusmes thére were 5,287 cooperalwes and nore than 450 thousand
privaté households involved in the prodution activities.

" Extermial economic relations have further developed. lore;gn direct investments (FDI) in general and
mves(mems into the indusicial sector in particular have shown a rapldly incréasing trend. The industrial
séctor shares an 1mponanl part in exportations, accounhng for over 50% of the country ’$ totat expon

“volume.
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The registered capital of FDI projects, so far licensed, accounts for approximately 18 billioh USD. The
investments into the industrial sector share 40% of the total capital; registered by project (if including
projects in the field of oil and gas, the share of industrial sector would account for niore than 60%}), of
which the in-depth investments comprise over 60% Among such ifivestménts, the joint-ventures constitute
a principal form, namely, for more than 65%. And in addition, the investments activities are now
territorially distributed on more regions. The Goverament has also adopted various amendments to
gradually improve the legal framework for foreign investments.

Six export- processing zones (EPZ) were so far granted their license. Some of them were already put
into operalion, absorbing several industrial enlerprises, whose products are determined for export. An -
integral process of elaborahng master plans is just beiig uader way for industrial estates, conformably with
the infrastructure facilities development and urbanization plans. Some industrial estates are now a1ready
under construction so that a favorable environment would be generated to attfact investments into the
industrial sector.

<Problems to be handled>
. The indusirial sector has still a small preductive capacity, incapable to generate by itself necessary
resources for re- investment. Its ability of reequipping the national economy, in pasticular its ability
of supporting the agricultural production and rural economy, appeéars to be stitl neghglble

* The manpower engaged in the industrial sector accounts for ohly about 11% of the tota! laber force,
whilst the agticu!iure still absorbs an excessively large part of labor force, i.e, more than 72%.

+ The low technologlcal level, which implies wsually high standards of materjal spending on a
product unit, a low productivity of labor and a low quality of manufactured products, thus
restraining their competitiveness on the market.

In general, the infrastruciuré proves still to be weak, which constitutes a limiting factor in terms of
attracting investments, both domestic and FDI, for the industrial development.

- There is still a parl of state- owned industrial establishments, which did not succeed td adapt
themselves ta the new mechanism, while showing a poor efficiency in their activily. The
development of non- public industrial sector seems to be stil} sluggish.

11. Industrial development orientation in E‘Viet_ Nah\ to the year 2000

Inthe long nm to de\e!op an mduslnal sector wnh relatively comprehensive s{mcture in pursuit of the
_ country’s industrialization, modernization, aimed at lmnsformmg Viet Nam from a backward agriculture-
based counley inte an industrialized one. It is hoped thal this objective would be essenlially attained within
a period of over two decades.

The five-year period 1996-2000 has an important position in tesms of generating preconditions for a
© sironger developmenl in the later decades.

To create a favorable environment and conditions for the industrial sector to develop at an annual rate
of 14-15% during the years 1996-2000, meanwhile keeping this rate or promo!mg a higher rate for the
after-2000 year,

In this regard, the value added of the industrial secior is expwted to rLach afi igure of 34-35% of GDP
by the year 2000, and hence, the share of industrial production in GDP will cxceed that of the agriculture.

During next five years, efforts should be done to essentially accomphsh the technicat mnovatmn
process and thus improving the competitiveness of the existing industrial establishments. At the same time,

it is desirable to strongly aliract domestic and foreign investments so to develop the processing and
manufacturing industries-sectors and projects, which would efMiciently make advantage of domesllcatly
available potentials on labor and natural resources followmg a clear oriéntation to exports, I‘or the
industrial development orientation, pnormes will be givento:
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+= Food processing industry, which is to both satisfy the domestic demand and meet requirements on
the quality for export promotions. It is expected to combine various scales of production, various
levels of technology, corirespondingly t6 each locality, each product so thal a majority of agro-
forestry-fisheries products would be processed, first of all, rice, rubber, coffee, tea, sea products,
sugar cane, vegetables and fruits, as well as meat of different kinds.
 Industry producing consumer goods, which is to both respond to the internal demand, in substituting
imports, and effectively serve exports, in making full use of comparative advantages in manpower. It
deals here principally with branches, such as textiles, garments, leather processing, shoes producing,
" high- leved building materials, fine- arls arliclés, toys and other house utensils.
* *To further conduct invesiigation, exploration and exploitation of oil and gas. To finish constructing a
complex of collecting and transpotting gas to borders. Te make an effective use of gas for producing
- clectric power, liquidized gas, nitrogenous fettilizer : and to create favorable conditions to early
develop an industrial brarich producing gas-based chemicals, To accelerate the construction of the
‘sefinery No. 1, in making preparations for a successive consteuciion of refinesy No.2.
To broaden forms of cooperalion and joint- venfuring in order to improve capabilities of the national oil-
- gas industry in investigation, exploitation, processing and services provision.
It is desirable to reorganize and further consolidate the mechanical engineering industry so that the
fajter would become a key brauch, capable of providing other producuon brasiches with a major parl
L of necessary equipmient and instruments, :

In combining the domestic production and importation, to assure the supply of equipment, firstly
equipment for the agro-processing industrytransport means and spare parts, etc. Effects should be made to
development branches of building and repairing marine vessels, assembling and manufacturing cars,

motorbikes, elecirical appliances, etc.

' . To promote the electronics and information technology industry : for the immediate time, to produce
selected accessories, elements and {o assemble equipment of domestic and industrial eleclronics,
informatics and communications equipment. To widen computer-based services, especially to
develop application software packages for different domains of scientific research, production and
daily life. : _

"+ 'To build selected bases of heavy industry in thrust flelds where there are urgent requirements and

©exist adequale condmons on capital, lechnology. consumplion markets in the sense that the
eslablishments in quesﬂon would rapldly show (heir effectiveness and positive influence. '

To strengly develop the expont- led industries, thus facilitating a fast, sustainable and effective growth of °
the national economy. At the same time, it is indispensable to altach an adequate stress fo the internal market “
- amarket created by a populous nation with an ever- growing purchasing power. The industrial sector itself
should guarantee an effective import substituiion. On the other hand, the Government should introduce
adequate policy measures of protecting the domestic industrial products, with a suitable degree of protection
and time limit, so io gradually improve the compelitiveness of the national industrial sector. ,

To bring into full play combined forces of different economic components in favor of the industrial '
'de\elopmenl ‘To innovate and further consolldate stateowned eémterprises in the direction of improving their
efficiency so that the latter could pmperly deserve their leading role. To create favorable condilions and legal
environment in order that the private sector would feel assured {o make long- term investments into the
production developim_:m. To encourage the privately owned economic component in making its investments

into production activilis ; and al the same time, it is necessary to properly protect the legitimate property
ownership and private interests. To widen forms of cooperation, integration and joint-venturing between the
public economic sector and the private sector. both domestic and foreign, in favor of the indusircial
development. : :

To upgrade, rehabilifate and newly constrict, with a suitable prioritization, the economic infrastructure,

first of all, in the most congestd and weéakest links, that just still iropede the development course.
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To rehabilitate and consolidate currently existing industrial estates in terms of infrastructure facilities
and production technology. Trying to mobilize as many resources as possible 50 to newly build several
industrial estates, allocated largely on different areas, of which for the immediate time, a stress will be
focused into the focal economic regions. The development of industrial estates should be kept in parallel
with the developmient of infrastructure facilities and rational urbanization.

111. Orlentation of allocating the industrial production

1. Concerning the currenly existing industrial eslates and comp!exes

Based on the overall master plan, it is necessary lo examine possabllmes of expansion and nor
improvement following the directions as below :

.- In case of complexes which are situated deeply in the urban interior, next (o populous residential
quarters, there will be mainly in- depth invesiments, aimed at undertaking the technological upgrading and
modernization, as well as résolving the problem of eavironmental pollution. It is decidedly necessary to
move or even demolish thosé plants that prove Lo be too old, or to cause heavily poisonous poliution.

As for the complexes which are placed far from the urban centers and have still more land areas ; it is
supposed fo improve the lechnical infrastnucture, (o revise the master plan in lerms of using their terrain
available and setling out (heir invesment direction so to effectively altracting invesiments.

In any case, it is indispensable to attach a master plan of industrial estates and complexes to that of
urbanization development.

2. Concering new industrial estates

It is requested to elaborate the nation- wide overall master plan in order to specify alternatives of
allocating the industrial production, while auachmg a master plan of industrial development to that of
infrastructure and vrbanization development. To choose locations with better conditions to develop earlier
during next 10- 15years in order to determine aclivities of programniing in more details (where some
integral conditions should be guaranteed, namely, electricity 'md water supply, drainagé, transportation,

el

In the immediate time, to promote a rapid economic developmeit, a siress will be given to areas which
have a more convenienl background in terms of infrastructure, material supply, consumplion market, and
prove (o bé more atlractive for investors, both domestic and foreign. It deals here with 3 focal economic

© zones : triangle of Hanoi-Haiphong-Hatong, triangle of Ho Chi Minh City-Blen Hoa-Vung Tau : and the
* central region Lien Chieu-Dung Quat.

The form chosen is to establish industrial estates, for which there was already a specnai statute
promulgated by the Goverment. Such industrial estates would have the following characteristic features :

1) Having their clearly determined borders, whete the industrial establishments will be concentrated, in
sharing common infrastructure facilities, without residential settlements interposed.

.2y Having their particular management statute.

3) Having their managerial body.

As for non-focal zones, the following direction was set out for the coming yeass :

1) To consolidate and innovate the currently available industrial production units and cmnplexes under

" the form of In- depth investmens, technological rehabilitation and innovation.

2) New industrial complexes could be established for those localities which have more favorable
conditions. The main idea here is 1o create “focal pomls" of industrial produclien in different townships,
townlets, hence on one hand, to meet the requirements of industriatizing the agricultural production and
rural areas, and on the other hand, to make {ull use of locat advantages. :

1) As for areas, surrounding the focal zones, it is cequired ta establish relations of cooperation,
integration and interaction with the latter within their process of indusirial development. It is possible to.
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create a kind of “supportive” industrial production, “satellite or peripheral™ industrial complexes, in
absorbing production units, released from large citics,

As for mountainous regions, the Central Highlands are now still facing numerous infrastructure
difficulties, that evidently hinder their industrial development. In this regard, a special attention should be
paid to the problem of infrastructure facilities, particularly roads, hence facilitating an eventual growth of
industrial production and complexes in the later period. For the immediate time, it is desirable to develop
small-seale industrial formations in different towns, townships-principatly processing industry, linked with
agriculture and forestry and to construct small-size hydro-power stations.

To prepare tetrain and location for importanl projects, such as refineries, petro-chemical complexes,
large-scale metallurgy, etc. Due to their voluminous requirements on transport, such projects should be better
located near to sea poits : and in addition, they require a large-area terrain and an appropriaté settlerment of
environmental problems. _

To sum up, the question of altocating industrial production for the coming years, in our opinion, should
be handled with a clear awareness of thrusts and priotitics, in view of creating a favorable enviconment to
attract financial sources for the industrial developiment, especially foreign direct investmens in faver of a
rapid growth of (he national economy. At the same time, it is highly desirable to altentively develop medium
" and small-scale indusiries, particularly processing industries, linked with sources of supplying raw materials
from (he agricultural sector, so that the inter-regional gaps could be gradually reduced.
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