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I. The role of small and medium scale enterprises (SMEs) in the process of
- industrialization, modernization In Viet Nam

1. Concept of SMEs

Until iow in Viet Nam there have nol been legal regulations indicating concrete criteria and standards to
define SMEs. During the 60s and 70s indusicial enterprises were classified into 5 groups based on such
indicators as gross product value ; total number of workers ; managing organizations (local or central) ;
complicated character of management. Such classification was needed mainly for forming the apparalus of
management. In recent years some organizations and researchers suggested concrete indicators and criteria
for classificaiton of SMEs. Tt may ¢concem the following :

fndustriat and commercial bank in providing credit to enterprises states that medium enterprises are
those with capital of 5-10 biltion of dong and employ ces of 500-1,000, and small ones with captital below 5
biltion of dong and employces below 500.

-Many researchers consider that in the production and construction sectors enlerpnses with captital below
* 1 billion of dong and employ less than 100 persons are small, capa!al of 110 10 billion of Dong and émiploy
from 100 to 500 persons are nmiedium. 1n the commercial and service sectors medium enterprises may be with
capital form 500 million to'5 billion of Dong and émployeées of 50- 250, '

It is impossible to adopt mechanically foreign experiences and firmty ‘establish criteria and measures to
classify SMEs in Viet Nam for ail industries and periods. From our point of view, the followmg 3 indicators
should be used simultaneously in Viet Nam to classify enterprises in respect of scale :

1) Gross capital including fixed and working capital ;

2) Total number of regutar employees ;

3) Gross sales per annum {or gross physical product)

A single indicator could not correctly reflect the scale, ¢.2. a garment enlerprise wuh 2,000 cmproyees
nay be only considered as a medium one due to accompanymg small capilal, but at the same time a
hydroelectsic or chemical plant with 2,000 persons can be classmed as a large scale enterprise because such
plant has a big amount of capital. F or enterprise of the same mduslry producmg the same product the larger
gross product the larger scale they are,

7 1t is the lime {no more delays) for the government to issue legal rngukatlons on concrete assessing
" indicators and criteria for dlstmguls'nmg small and medium scale enterprises. On the basis of such frame
. ceiteria, v vartous industries and sectors will issue concrete regulations according to their conditions,
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2. Characterislics of SMEs in Viet Nam

(1} SMEs have some features representing their sirengths such as follows, :

During the céntrally planning period with subsidies SMEs could exist and develop only in two yorms,
cooperatives and state- owned eplerprises, but now they are operating in different forms of propetty and
industries : small and medium state enterprises share 85.7% in the total number of state enterprises : 30% of
foreign joint ventures : 100% of cooperatives, private enterprises, limited companies, joint- stock
COmpanies.

SMEs are dynamic and flexible to markel changes, especially to sniall, individual and local demand
due fo their ability to change the business and product direction, increase or reduce easily the number of
cimployees.

Uimployees have mwre stable v.mks and !ess threat 1o lose 1heir works. This is applicable not only to
Vit Nam in recent years, but also to other countriés in the world. Employees in Jarge eierprises will easily
lose their jobs, in particular during the economic recession, e.g. in Germany from 1970 to 1987 while large
companies reduced the employment of 360,000 persons (about 10%), SMEs created works for 1.6 million
of persons. En NICs during 1985- 1987 employment in small businesses shared 23-33% of that in
productive sectors, 45-55%- in pon- productive sectors. In the USA in the 80s the number of SMlis
increased by 500,000-700,000 units and created nearly 20 milifon of new jobs (wihile 500 famous
American companies alone reduced 3.5 million of jobs...). In China from 1979 (0 1987 nearly 7¢ million
people found works to which contributed millions rural and urban SMEs. In Viet Nam, according to
statistical data of December 1994, the number of emmployees absorbed by SMEs in the form of joint- stock
companies, limited companies, private enterpriscs, teams, cooperatives reached 3.5 million, that is 11% of
labour force. Moreover, relations between employées of SMEs are rather close, even friendly due 1o
relativés, family, village linkages. '

Production and management organizations are flexible, neat, manageml decisions are quickly put into
operation, control and regulation- direct. Hence, cost of management can be reduced.

Initial capital is small, efficiency is high, with shott time for return that is auractwe for agents’ and
mdmduals investment into this séctor.

. (2 The features of SMEs (hat generate disadvantages |
¢ Limited capital resources, especially own and addluonal capital, for concemrahon and accumulatmn to
hold of expand production and entrepreneurship.

+ Weak ‘and out of date technical, technological basus Most of SMEs have small woking houses an'd
offices for transactions,

Limited level of control and functional managemem Most of SMEs’ managers have no fundamenh]
education, especially lack of knowledge about market economy, business management, hence their work is
based mainly on practical experiences.

3. The role of SMEs in the process of industrialization and moderaization _
- There are still existing different viewpoints on the definiton and classification of SMEs. But assessment
about the rol¢ of SMEs has almost been unified. Ycl SMEs have the menlioned limitations and face with
 difticulties, bt based on their inherent advantages, they play a ugmﬁcant role in nalional economy and in
industrialization, modernization. This has been proved in'the world as well as in Viet Nam. In Japan,
among 6.5million of enterprises 98.7% are SMEs. In NICs in the period of 1985-1987 SMEs contributed
25-35%to gross product {in the productive seclor) and 60-70% (non- productive sector). France has such
“international”,; multinational SMiis that share about $0% of total expost. For Viet Nam (o proceed
industrializatioln, modernization it should solve simultancousty problems | objectives, directions, coritent,
steps, the way to mobilize and organize Iabour force, to exploit various resources. So the main tasks lo
concern about are ; _
Rapid, stable, efficient industriatization, modernization to avoid the threat of relatively lower speed of
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development while lacking captial and having high demand for works.

:New conditions for industrialization in Viet Nam- market economy directed towards socialist bias.

Rapid industrinlization, modernization without negative environmental and social consequcnces

Integrating large, medium and srall scale enterprises, determining the role and significance of SMEs
postulates one of the impornant problems of industrialization, modernization and directly affect mobilization
of labour force and resources in order to efficienily execute its objectives.

SMUIis play very important role in the process of industrialization, modernization in Viet Nami. This could
be represented as follows :

First; development of SMEs creates a lot of jobs using mainly individuals’ capital. Generally, in
developed as well as developing countries SMEs have large share of the total number of enterprises and
generate jobs for about two thirds of industrial labour force. In Viet Nam employment creation becomes
“urgent pressure, so development of SMEs could provide a ot of work within a short time. As of September
1993 SMEs of different forms of ownership provided stable jobs for more than 3 million of persons at
enterprises and for a lot of people working outside them (surveys show that every 10 enterprise workers
need onie outside the enterprise for provision of inputs, sale of output, subcontracis, beings sputniks.)

Establishment of SMEs are based on small initial capital, mainly individuals’ cxternal ssistance is
limited. Surveys during 1991-1993 showed that for a SMEs establishiment capital was below 500 miHion of
Dong, amount of capital needed for a job-10 million of Dong (that is one fifths to one tenths of that for a
large enterprise). It was estimated that developient of SMEs helped to absorb about 25,000 billion of Dong.

Hence, development of SMEs permits to mobilize and use individuals® capital and hbour resources that
made industcialization, modernization aclually residents’ task.

With a large number of different ownership sectors, drawing main pant of labour who are working in
enterprises and doing business in all fields : Production, consituction, trading services, SMEs have been
creating majority of products, national income and contributing much accumulation to state badget. On the
other hand, under the market mechanism, thanks to advantages in dynamic, flexible and clastie changes of
product and business orientation, SMEs could rather quickly mect the market diversified and changing
demand, generating lively activities in the economic development. :

tndustriatization, modernization are impossible without large scale, capital- intensive and having modern
lechnology enterprises acling as key elements in certain indusiries that brings abilily to compete in the world

market. Besides the developnient of necessary large scale enterprises wé should adopt measures for

increasing the accumuiating and concentraling ability of some SMLs in order to make them possible in
iransfemng into large scale emerpnses This is reatistic and the empirical evidence also shows thal many bsg
groups and corporalions in developed and developing countries were before originally SMIs,

In the conditions of competition the development of - SMEs requires integration with large scale
enterprises (via subcontracts, cooperating relationships..). Such the linkages with the large enterprises would
assist and promote the development of the latter.

In the world as well as in Viel Nam, indusirialization, modernization should be accompanied by
environmental protection ; speeding up urbanization must not lead to social pressure such as :migration to
big cities ; accommodation and infrastructuse problems... Current success of sctentific- technologicql
progress, like progress in information science, mlcroblologlcal technology, new materials, allows SMLs to
use the modern techniques and lechnologles ‘The deveiopment of SMEs within industrial clusters and
centers could meet the indicated requirements.

Feom above argued it is possible to state that concerning about the development of SMEs is one of
important strategic dicections in the process of country’s industrialization, modernization.

1. Emplrical evidence of SMEs devetopment in Viet Nam -

In Viet Nam SMEs have been formed and developed sim_:e"lhe late 19 and carly 20 centuries. The
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registered point was the time of French exploitation of Viet Nam as a colony.

Buoring the period 1954-1975 SMEs in the North and in the South functioned under different
mechanism and directions. _

From 1976 1o 1985 all SMEs worked on general bases Cenirally planning mechanism. During that
period SMEs were small in the munber and functionad in (wo forms ; State-owned enlerprises and
cooperatives.

After 1986 thanks to effects of multiscctoral policy of economic development, SMEs turnéd to a new
stage of developmenit, There have been the early results of Doi Moi :

The number of SMEs rapidly expanded and theif ownership structure changed in |he following ways :

The number of State enterprises fetl as a résult of merger, Hquidation and ownership ¢hanges. In
1990 the tolal number of state enterprises was 12,000 (of which 85.7% were SMEs), but in June of -
1993 the numbet reduced to 7,060 - or by 41%, of which 25% has been transfecred to private
sector, 16% - liquidated due to inefficiency. The mentioned figures belong's to the SMEs. At the end
of the year state entecprises consisted of 6,042 units.

There was a significant reduction in the number of cooperatives. In 1986 in total there were 37,649
small and handicraft cooperatives, but on 1 of J'muary 1993 their number was reduced to 5,723
(that is 15.2% of 1986 figure).

‘The number of private, limited and joint-stock companies have increased rapidly. In 1986 there was
actually no private enterprises, while in December of 1994 the number of private enlerprises
reached 13,772 units, timited companies - 5,120, joint-stock companies < 133. The proportion of
private seclor in gross industrial product increased from 15.6% in 1986 to 27.5% in 1994.

In Viet Nam since 1986 most of new establishments have been private sector SMEUs.

Many private enterprises, limited companies have been formed on the basis of production
rearrangements and improvement of state enterprises and cooperatives management. Surveys of samples of
100 owners of privale enterprises in Hanoi and 200 such owners in Ho Chi Minh City showed that more
than a half of them worked before as government employees {(that is 63% in Hanoi and 48% in Ho Chi
~ Migh City).

Such mcrease in SMIis number and change in their ownership composition generally responds to the
market mechanism with government regulauons This can help to avoid the intent of massive development
of state enterprises and creation of cooperatives nol on the voluntary ground because the people having
capital could invest in production business. : :

Since 1991 with the climination of subsidies 'md implementation of eqm! conditions for enterpriseés of
different ownership forms, SMEs have been forced to compete actually. Only those enterprises could exist
and develop thal are dynamic, trying to change their products and business directions to linking
specialization and differentiation on the basis of technological innovation, promolion of joint ventures and
integration, making entreprencurship relevant to the market needs.

Intra-enterprise organization of production and management has been changed pnmanly for SMEs of
different ownership formis with arientation (o practice, efficiency in business management, linkages
between production and markei, generation of motives for development. :

Many smalt, handicrafl cooperatives do not continue to depénd on each other and proceed massive
collectivization of productive assels as previously but exisl on the basis of efficient cooperation required by
the labour division and cooperation in such forms as cooperatives providing inputs-outputs services,
technical and technelogical services while their members and members® families could proceed the
production itself. :

State SMEs have a chance to act more freely in lhen business acuwnes

The managing apparatus of SMEs has been simplified. Majority have used wndely the forms of piece-
work on sales or incomes, on group, team, or individual wages.

‘thanks to the mentioned initial progress SMEs have significantly contributed to econosic growth
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Table 1 Diffoulties for the private enterprises and companles

Difficuliies ) - Shart of enterprises T Share of companics
_ . ' (%) (%)
+Lack of capital 4429 6851
+Difficulties in domestic market 2643 37.62
+Difficaltics in exteemial market 5.0 28.09
+Lack of materials and equipment g57 24.52
" +Difficultics due to government policies 2571 2714
+Limited abilities A 18.57 ]

Table 2 The survey reported by Ministry of labour, invatids and socizl aftairs gives the same result

Kinds of difficulties Small enterpriscs T Medivm entaeprises

(%) (%)
+Lack of capital 419 - 625
+Lack of raw materials 1.5 6.2
+Lack of energy 13.1 146
1Governent policies . 15.2 167
+Lack of product items 13.6 27.1
+Lack of progressive machinery and equipment 18.7. 211
+Lack of product market : 444 292
‘+Lack of technical kabour S5 ] 188
+Unclesr bocal policies 10 20

rates and innovation of Viet Nam’s economy in recent years.

However, in their development, SMEs have faced with a lot of d:rfculllcs and obstacles that gcucra(c
causal effects. They are < narcow limited and unstable market ; lack of capital ; out of date techniques and
technologies. Lack of market leads to the absence of demand for investment and technological innovation.
Lack of capital limits abilities to technical and technological innovation which in turn results in low
compeulweness of products, and hence, to lack of market, S

SMEs by themselves are difficult to break down such synchronlc cycle. In m’my cases there should be
the assistance from the government or from large scale enterprises. - ;

The developmeni and renovalion of SMEs have been stili of automatic chamcter and faced with a lot of.
difficulties, including transformantion from cooperatives into collective enterprises or joint-stock’
cooperatives. ‘

Production and management organization of state SMEs remains spread and overtapping that leads to
uneconomic and inefficient sitvations. Integration and joint-ventures linkages between large scale enterprises
and SMEs, as well as between themselves within each category have not been develped. The niain reason is
weak government contcol and managing activities that relates to : Law and policy establishment ; sectoral
" planning ; information, lechnolgy and education assistance and supporis.

1L Orientation and measures for development of SMEs in the process of
Endustrlalizaiion, modernization in Veit Nam

1. stersmcation oi SMEs in sectors, jobs and ownershlp towards socialist blas
In context of sectors and jobs : To encourage private enterprises and cooperatives to enter thase areas of
business and production that they could carcy out. State enterprises should take in those indusiries, areas and
“produce those producls that are acling as important instruments of macroeconomic controls, of socialist
dl&CllOﬂ They are
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+ meeting public denand (waterways, highways construction, weapons production...).

+ having deciding role in national econoniic development (some products of manufacturing electricity
products for agriculture...} but is out of private sector concerns of has not been invested in by olher
ownership seetors ; :

+ Having an important position that required the goverament monitoring (printing, pharmaceutical
production...)

In respect to ownership it is necessary to avoid both tendencies- massive devetopment of state
enterprises : and ovec-quick, simplified privatization of most cxistifig state entérprises. Diversification of
ownership forms of SMEs directed by socialist bias should be done as follows :

+ Rcarrangement of state enterprises based on the reduction in the number of unifs but at the same time
improvement of their efficiency and role as an important insttument for macroeconomic regulation and
sociatist direction. Depending on the role and level of efficiency state emterprises may be classified into 4
groups followed by relevant measures :

(1) Group of those that continue to be wholly state owned entetprises. They are praducers of important
goods for national economy not being made by other sectors due to absence of désire or lack of
abilities to invest.

{2y Group of state enterprises thal are subjects to equitization by relevant levels and steps.

(3) Group of enterprises with too small amount of capital, so that curcent activity is faced with
temporary diffculties, however is potential in the long run. They niay be merged to large units,

(4) Group of enterprises, long time unprofitable, lacking abilities to be developed, not belonging to the
key industriés, may be the subjects of the Bankruptcy Law.

+ Renovation of cooperatives by diversification of their organizational forms : Besides cooperalives
based on joint capital, labour we should adopt forms of cooperation in different parts and procedures of the
business and production process.

‘The renovation of instifutional models, functioning and managing mechanism of cooperatives should
follow the 6 principles passed by the 23 Congress, Vienna, of the international Union of Cooperatives
(1966} : (1) Entry is definitely voluntary ; (2) Cooperatives are democratic organizations with members’

“equal rights in electing (one vote for each member) ; (3) Dividends should be limited ; (4) Profits are
d:smbuted according to allempts contributed by éach member ; (5) Dev elopmem of members” education
and {raining ; (0) Cooperauves cooperate with each other by different levels-local, national and
‘international. ;

o+ The development of prwwte eiterprises, joint- slock and limited comp’tmes should be encouraged..
This is because such forms carry most advantages of SMEs that have been restored and developed since’
1990 up to now and that still have been small in all the number of uvnits, gross product, capital and labour.

2. The size of enterprises and technotogical level are closely relaled

Bul the contéxt of this linkage is placed under the development of science-technology and their role and
impact. While during the First Technical Revolution, modern technique could be adopted only in the
conditions of large enterprises, in current scientific-technologicat revolution thanks to the success of
information, microbiological machinery, new materials technoilogies, modern technology may be vsed also’
by SMEs, especially in such industries like electronie, food and foodstuff, light industries. Consequently,
directions of technology development are as follows : Adoption of different levels of technology in the
SMEs scclor, simultaneous use of modern technologies at those SMEs that have demand for and ability of
such use, in the first plan-enterprises producing export goods, food processing. Every unit needs to proceed
technological innovation at svitable level. This is very important and capital raising and ‘using measures
should be adoped : intensive investment : inobilization of people’s capital : raise of joint-ventures and
integrated capital : development of linkagés with swcnnf ic organizations for investigation and implication
of technological results.
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3. Development of rural SMEs

SMiis have an advantage in spread allocation and using locat drspersc natural resources and faw
materials for producing goods to meet local, regional and nationat demand and demand for export. Economic
restructufing towards industrialization, modernization requires and creates conditions for rurat industry
development, of which SMEs are fundamental. Hence, to meet that requirenient we should concern about the
rural SMEs, especially those producing consiruction materials for tocal demand, processing agriculture,
fishery, forestey products, providing services and sub-contracting for the large ones in cities.

Industrial production requires a certain level of infrastructure provision, skilled labour and business
ability. On the other hand, production and business will be efficient if only on the basis of labour division
and cooperation, hence nufal SMEs should bz allocated in forms of ¢lusters, industrial centers and villages.

4. The development of economic inlegration between SMEs and the large ones, of which farge

enlerprises play a cenlral, leading role

The integration between enterprises is considered as an objective need, derived from labour division.
Being lintited by capital, labour, technique and technology ,SMEs usually carry out parts of the reproduction
process. So they need the linkages with large enterprises in their business. On the other hand, such form of
intergration could permit large enteprises lo concentiale their abilily in more complicated areas and hence
improve efficiency. Empirical evidence abroad show that production organization in two floors-large
enterprisés carcy out the most complicated parts, requiring high technology and the SMEs are responsible
for less complicated and for subcontracting works-aliows induslsies to have high growib, stability and
efficiency in their developnient. Moreover, SMEs without integration with large units may not be
competitive in the markel, _

Economic integration between SMEs and large enterprises may be proceeded in the following forms :

-Primary processing by SMEs, final processing and definite use of materials belong to the lasge one.

-SMEs and large entcrprises are manufaciuring final products, in which the large ones carry out
prodution of complicated parts and procedures, collection of the final procucts and sale. In this case there
may be “sputnik” systems with the key and leading role of large, usually state, enterprises.

-Provision by large enterprises of some services :sale of product, consullmg in invesiment, lechnology
transferring, training... '

The insteuments for proceeding the mentioned miegrahon are economic comrac{s product associations
or higher level-economi¢ groups (if there are adequate coiditions). ‘The key problem to hold and develop,
such integration is to-iniliate it based on the objective nceds of labour division and cooperation and on
voluntary and mutual interests principles,

5. Macroeconomic measurés necessary for development of SMEs in the mentioned manney
First, formation and development of organizations for government regulation, representatives and
consul(ing agents for support and assistance in SMEs management. SMEs arc the subjects of control,
different in produéts and ownership, and usually face with dtfﬁculnes in capital, technology, techniques and
mformauon : :
Al prcsem SMEs are scattered in management relations by various leaders. Por example, in Hanoi region
about 200 central indusicial SMEs have been conirolled by 22 leaders and 100 local state-owned SMEs-by
13 leaders. Divesification of managing leaders cause both disperse and overlapping management and
control-controlling what it should not and releasing what it should control. A lot of important issues affecting
the development of enterprises could not get enough concerns, such as planning for an industry’s
development, assistance in overcoming market teoubles, in transferring of technology.
in the development SMEs need external supports, need someone who could protect their interests and
who could be their representative speaker SMEs must indeed bccome business agcnis and be managed by
laws and policy requlauons :
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Consequently, it is the time to renovate and improve managemenl organization of SMFs such as -
foliows : _

-To strengthen government comrol by laws and policy regulations, to give up managing age’nts.
Ministries of industrics and functional minisiries should be SMEs’ goverament controlling organizations,

-To evolve representative organizations for product groups and for different types of ownership in order
to protect interest, to give assistance lo each other, at the same time to be the speakers of workers and
owners, consult the government in planning and making policies related to one or another industry and their
interests. They may be such associations as Association of industrial and commercial agents : Product
association :Unijon of cooperatives, Non-state labour Union. .

Second, to strengihen and renovate governmient conteol of SMEs _

The government has issued some laws and regulations related to SMiis development and control such
as Law on Private enterprises ; Company Law ; Law for encouraging domestic investment...and related
policy regulations. But the government should do more (o reach required level. In recenl years the
governiment should concern about the following problems :

-Improve the system of laws related to SMEs of different ownérship like Law on Cooperatives ; Law
On state enterprises.

-kmprove the present strategy for socic-economic development and construct the next one for the period
towards year 2010, and on this basis to build regional, sectoral and subsectoral strategies and plans for
socio-economic development. They will be the basis for determining directions for SMiis development.

-Improve, renovate policies for development and control of SMEs oriented to comiplex, reflecting the -
link between the development platform and plans, between the plan of an industry and the policies and
measures to proceed. The complex character of the policy should be reflected not only in adequate amount
of regulations to cover atl processes of investment, production and business, but also in the required level
of promoting or limiting effects and (o execute the given unified targets. The policies have also ensure
equality between different types of ownecship.

At present we lack policies that could effectively affect the producnon sector such as standards
ensuring quality ; current stipulations have not ensured equality between state and non-state enterprises yet,
e.g. it is more difficull for non-state enterprises to get land or borrow capital than state ones, and the former
have to pay higher for eleciricily. Among the policies first concerns should be given to the following :
Policies related to industrial, product and regional structures (the main altention’should be made on such
industries and products with high socio-economic efficiency, like export goods, pmcessed agrictltare,
. forestry and fishery products, the development of traditional villages...) ; policy for infrastructure provision
5 the tax policy jinvestment and credit, technology, training policies and policy related to tabour force...

Foreign experiences show that they usua'lly' make proceed tasget programs and projects in order to use
~ the government's and inlernational assistance effectively. This is a g00d lesson for us to féarn from, because
through the programs and projects the unification and complex character of strategies, plans and policies
" and means, conditions for proceeding. The government should have some regional and product programs
and projects for SMEs development,
~Create facilitating business envirdnment for SMEs that includes pOlI[IC’iI lega} ecanomic,
psychological, cultural...
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I. The current development of Viet Nam’s rural industry

1. Overview about the rural industry of Vie! Nam

Fven there are many researches about the rural industiy, and there is now still not an uaited definition
about it, ideas ahout this category was more and moteé clear, especially theorétically. It is a part of the whole
industry alocated in the rural area and related very ¢losed to the economical and social developmenl in this
area. The rural indusiry is practiced in all the branches and involves all the production activilies of -

-Businéss organizations in the rural area {the co-operatives, companies limited, private enlerpnses share
holder companies, etc.), specialized or not specialized in the industeial production :

-State owned small and medium companies, doing business on (he base of locat resources, producing
mostly for the local market and combining closely with the local economy ;

-Coltage industry (households, private handicrafl, etc.) in the rural area.

Even the rural industry was zesearched for some years, thers is now na statistics (even in the official
state statistical organization) about the rural industry, so that there are no differences in the data about the
rural industry. Existing data reflect only situation of different locals (provinces or districts). Because of that -
there will be different ideas about the contents and data describing this category, especially its quantifying.
‘Baséd on the currént statistics of Viet Nam; qmnnfymg the size of the rural industcy Viet Nam's can be
made by 2 follolwing methods ' '

-Calcutating the value (gross product) of jural industry from the total gross product of the industry by
reducing the gross product of the non-state sector of the urban industry and the state enterprises. The gross
product of the state caterprises can be reduced because they mostly concentrate in the cilies or in the
urbanized areas. Districts” stale enterprises which can be seen as pm of rural industry, but most of them are
sloppmg to operate as industrial organizations.

-Figures the share of Victnamese rural mdus{ry in some representative provmces 'md based on that to
estimate gross rural industey's producis. The difficulty of this way is that the shares of rural indusiry in
different provinces are very different. However, with the sample of 10-12 selected provinces the average
share are relatively reliable.

General assessment of rural industry in Viet Nam can be summarized as fo]lows

Rural industry in Viet Nam has been established as an economics entity for some past years. Especially,
this has positive changes recently. The ¢stimated grow th rate in these years are 10-15%,lower than that of
urban industry. Nonetheless, these rates are varied @ in most non-agncuitrura! villages that TALCS are very
high, and in mountain ores they are far lower. Generally, fural mdusir) has some posunes effects to socno-
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economic development in rural area, bui still very weak, and has not satisfied the dunand from the whole
econoiny., : '

-The development of ruml industry consmers with the developmem of markel mechanism. Therefore, it
is well sujted with new mechanism and new businéss eavironnieni. That suitability is réflected in the
changes of business and products structures : those have big demand in the markel dev eloped fast, and vice
versa, although the latter may have long tradition, inherited much culture feature and encouraged by the
government. Thanks to the market and the regulation of the government, some business and products which
had decreased for some years now developed again and modernized. However, some culirural féatire are
changed.

-The organization forms of rural mduslry ar¢ also changed positively with market mechanism :
Cooperatives either are changed ownership or bankript. Household bucmess becomes popular, Other forms -
are rare,

-Rural industry development is not uniform, Most of areas treat agriculture as main aclwlly, indusify is
sub-product dispute the share it contributes 1o gross products. Even some provinces which has more
developed and longer tradition of industry still think that it is only sub- -product. Then the development of
rural industicy coinsides with Labous distribution. They have close intercelation.

2. Fealures of Viet Nam's rural industry

Rural industry's organization have the following featares :

-The size cach is small. The survey in Haihung province illustrated that the average turnover in 1994 is
about 388 million Dong, in 1995 increased by 21.9% and reached 473 million Dong. Most of them use 15-
20 employees and have only one business. Organization that uses 100 and more employees is very rare.

-Technology is not oul of date, products are not diversified. Most of them used the technology that are
dismissed by big state-owned enterprises or produced by domestic ones.

-Labors in small and medium scale organization have low skiMls, limited management experience and
low produﬂwuy

-The competitiveness of the rural mdustry is low because of the lmmed resourees, Thcreforc the ability
~ to s¢ize opportunity is not high. There is a big demand for making joint-venture in doing business.

-Their markers are mostly regional. Some are lrymg to enter national one but their competitiveness is
very low, . _ _ :

-Rural orgamization are using provincial resources, especially natural ones or traditional features in
some business. The development on rural indusiry is interrelated closely with the development of industrial
villages. New industrial vitlages are developed stowly but in the good process. The most popular ways is to
spread and expand from some centers of rural industry (mostly traditional handicraft villages) or o transfer
new occupations from other tocations (cities or villages). Areas with highest development of rural industry
are the deltas of Red River and Cuu long River. The most developed branch is the food and foodstuff
processig. _ o . : :

-The development of the industrial production is combined closely with the development of the
agricultrural production. The clear action is the mobilizing of agricultural Labour forces in its free time for
purposes of industrial business.

-Production of rural mduslry depends strongly on lhe en!erpnses in the urban areas and related closely
to these enterprises,

3. Factors aflecting negatively the development of rural industry in Viet Narm
(1) The needs and threats for the developnrent of rural mdus(ry are largc, but resources for it is
limited
The needs to develop the rural mduslry based on boih sides, on the requirement of production
de»e!opment and on the socio-political requirements. Those are reguirements of re- structuring the
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cconomy. of mobilizing all the resoucces for the economical developient, of needs (o solve the
©unemployment in the tural areas, of overcoming the poverty for a part of rural population and the
unerdevelopment of rural area in comparison with the urban areas. In opposite, there are some factors, which
affect negatively the development of the rural industry, such as

-Rural poputation has limiled business experiences. A survey in Haihung showed, that only
13.9%enterprises’ owners started their business based on their business experiences. An other survey in
Nantha (3 communcs), 82-87% intervicwees answered, that they practiced no non-farm activities, because
they had no experiences to do any activities. Most of rural businessmen started their business withowt any
preparation for necessary knowledge and skills. All these would be aceumulated during the business after
starting business.

“The education is limitad, too. The survey in Haihung showed, that only 30.5% enterprises’ owners had
a 3 months training. Many importanit laws, such as company’s law, Law on investmicnt, Law on taxation, law
on business contract. Law o employment, elc. are explained enotgh to theim.

-New knowledge on technique and technology are introduced and transferred to the rural popittation very
late.

All these can be reasons for a over quick development of rural industry, a development with not enough
preparalion.

(2) The rural industry has a limited market, on which the competition is very hard

As mentioned above, the markel of rural industfy is mostly local markel. This is the result of the sell
supplying econiomy existing in a long time. This limitation can be showed as Io!lowmg

“The demand is underdeveloped and is diversified very strongly.

-The buying power is limited because of the limited income sources (mostly from agricultrural
production, especially the food production). The re-structuring the economy resulls some changes in the
income structrure, but the changes are unremarkable. In some traditional villages, income from non-farm
activities makes high percentage of the total income of the population {in a survey in 1991, this percentage
was 80-90% in Ha bac). But in the aréa with only agriceltrural production, this percentage was only 10-20%.
Another reason is, the average income per catita was very low. 1988, the income per catita in developed
areas was still 15,000-35,000 Dong per month. 1994-1995, this data in small and medium enterprises in rural
districts of Haihung was 355,000-358,000 Dong, much higher than avérage income front agricultural
production (nearly 145,000 Dong per month). A survey in Thanbhoa showed similar income situation.”

(3) Technique and fechnology 1re out of date, but the resources for (heir renoy ation are limifed

The producImn organizations in the rural industey have small and medium size. Their technical
instromeénts are mostly manual or imanual improved, only few are niechanized, even the trend of -
mechanization is more and more praciiced. In almost areas there are enterprises, which use machines and
equipment in value of hundreds of Dong. But most of them are second hand, re-sold by the large state
companies in the cities. or their were manufactured by domestic mechanical companies, or even self buili by
the users. The result is, the machines work not exact, use much energy eleclricity and materials, products
quality is hmltecl the production efficiency is low. Geaerally speaking, the machines and equipment of tural
eitecprises are wcomplele mosily not niodern.

-Not only the machines and equipment, the lechnology of ruml mduslry is oul of date, too. Most of
technologies used in the rural 1!1(]qu)' aré traditional (some timeé improved) technologies, or technologies
introduced since the middle of thls century. The innovation and improvement in the last years are unessential
and not very much. '

-Machines ahd equipment of rural mdus(ry were used in the last years nol very well. Many organization
mobilized only 40-50% their produciion capacity, some other only 15-20%. They are imported from many

1} Reportof People committee of Thanh hoa provicce, August 1993

139



different countries, so that (he parts and elements have not same standards and cnterprises have difficulties
in operating them. Eleclricity were expanded step by step in last years, but in many cases they do not
satisfy the technicat requiremeril, are not well managed, so that they are inefficient. Otherwise, only a small
part of electeicily is used for the production purposes.

{4) The infrastructere and service system are underdeveloped

The infrastructure in rurat area is very underdeveloped and inconiplete, unsuitable for the modern
equipment and technology '

-Transportation system is very weak, even it was strongly improved in last years :

+ The quantity and quality of the road way system is low. Besides the national and interprovincial
roads, which is available for the large trucks, the intecdistrict and intercommune roads can be used
only for the small transport tools and semi-mechanized transport means. This transporl systém can
not satisly the demand on transportation in large amount.

+ Capacity of the transport means in the rural aréa is very limited. Their quantity is few and their
quality is primitive.

+ The system of stores and ports was not constructed and built in necessary size. Some river ports
(also small sea ports) in the Northen were built for long time, but in the last time were not improved
and expanded remarkably. Because of that their capacily were reduced guickly large ships can not
come in there,

-The electricity system fits not to the requirement of the consumpticn and the production. Nowadays
the national net was expanded to atl the commuaes in the deltas. But, there ase 2 difficulties affecting
negatively its role in developing the rural area :

+ The price for electricity is too high in comparison with the income of roral population.

+ The consumption net is not constructed suitable for the rural area.

-Water supply system and the system for processing dirty water are nearly not constructed and built in
the rufal area. Many locations use now natural water for consumplion and production prirposes. Dirty water
was nol processed. Measurements to protect the environmcent are rarely pracuced In many cases, hygiene
criteria are not enough considered in rural industry,

-Communication system can not satisfy the demand. Telephone net is not covering all the rural areas.

- Many ceinmunes in the delias are not connected to the national teleophone net. Some other secvices of the

L communication (telegram, post, etc.) are often slowly transported.
{5) Legal environment in rural areas is not developed
Legal environment in rural areas has the following characteristics :

- Poticies and the conformance of the policies are influgnced by 4 ot of local rules. Bes:des the
local rules ™, which are applied in certain regions, there are particular cules for craftsmen in cérlain
occupations, particularly the Iraditional occupations inherited from many generations. Among those
rules, the most impottant traditional rules is the transferring know-how to certain people {usvally to
the formal inheritor, who is commonly the biggest son). Cusrently, this is reduced, but it is still
applted in the production of the key iteins of some traditional products.

* The promoting of the government policies and laws i is not widespread enough in mal areas. A lotof
basic business law documentation is not known by rural people. The data from the sufy ey for Hai
Hung small and medium sized businesses provided us wilh an typical example for that; Moreover,
many govemment and tocal managers, especially tocal managers (commune and hamlet) do not
understand the legal system, therefore, the implemenation of laws is not identical everwhere.

* Rural areas are often far from administation centers, so that rural population has seme times
difficulties with completing administrative procedures. '

{6) Different effects of cultural-social environment in rural area
-Major characteristics of cultrural-social environment in rural aréa are :
-Tradition and customs play a very important role. They affecl not only lhe producuon but also the
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consumption and the whole life of rural population. in a relative long time they caused a slow diversifying
products and technologies in the traditional villages. Problems are : These customs and traditions are very
different in differént locations.

-Family relations affect also strongly the hfe in rural areas in both trend :

Positively and negatively. At this time they play an active role by helping poor families, especially by
seeking financiat sources for the production, by transferring business experiences. In many location,
families' mortgage for the borrowing is a successful form to overcome the financial difficulties.

-Transferring urban life style to rural areas and conflicts belween generations in rural areas. Transferring
new, urban life style affects positively introducting and teansferring new technologies, new knowledge and
business experiences lo niral areas. It also helps to establish and develop the national market. However, this

- process caused a Labour flow from rura) areas o cities, where material and cultural living standards are
~ much higher. The result can be that at any time rural fand would be not culiured any more.

-The general education level of population ‘was reduced. This affects negatively to the development of
rural industry and the development of rural economy in general.

“The urbanization caused deuble effects to the rural are :

+ Many rural areas were urbanized and became population centers or small towns with developed
industrial production or trade. The expansion of cilies affects positively the urbanizing their
neighborhood.

+ The economical integration and exchange belween rural and urban areas influenced re- struclurmg
rural economy

(7) Lack of financial resources for the rural industry

Many economists believed that the lack of financial resources is the biggest difficulties for the
development of rural industcy. In fact, itis nowadays not the biggest problem any more, even it is still one of
the most imporiant problems of all the enterprises in rural area. In a survey in Haihung (1993}, where 36
privale enterprises werg answered, 50% enterprises’ owaners said, that they had financial difficuities ; other
19.4% said that they had some time financial difficulties and only 2.8% had not any remarkable financial
difficulties. fn an other survey organized by the German immigration program, where 888 enterprises
owners were researched, 21.3% of interviewees had “special financial difficulties™, other 51.3% had
difficulties on this area. About the financial sources. the most important one is the fund of enterprises’

owners (paid in capital). In Hai hung, more than 50% from the funds of the enterprises established in 1994 "

are equiry of the enterprises’ owners {paid in capﬂal) 1995. this percéntage increased to nearly 60%. I Funds '3
from integration partners was 20-30% and credit made nearly 14% the fund of the small and mednum
enteqprises. Accordmg to a research of the German immigration program, 69.3% of caterprises’ fund ase
equity of the enterprises’ owners (paid in capital). Credit sources were listed as following :

- Banks:

- Credit cooperalives :

- Subsidized programs ;

- Friends and relatives :

- - Individual pecsons (individua! capital owners});

- Employee in the enterprise ;

- Hui (internal fund, established by group of persons. which ¢an be wsed for the gronp’s members in

- eirculated order) ;
“- Foreiga sources.

From these sources, the 3 most important are individual capnai owners (which can satisfy 7% of total
financial demand), banks (nearly 4.5%), friends and relatives (2% of financial demand). It is mteustmg that
- the enterprises’ owners will borrow from their fricnds and relatives first, if they need money. After that they
- will go to the banks if this money is not enough. The réasons are

- Emerpnses have not enough assets as morigage for ihe b'mk
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Acitivities of the banks were nol developed encugh in the area ;

The interest was (oo high in comparison to the profit of the business ;

Credit terms were too short and procedures were too complicated ;

Credit amount were too small and time for completing all the procedures were too loug, so that the
business opportunily would be over,

By the private capilal owners, the enterprises have difficultics, too. Those dre :

The amount is too small and can not satisfy the demand ;
The interest is too high ; :
- Repaying schedule is flexible and can aftect negatively the busmess of the enterprises.

The research in some provinces showed that the small and medium enterprises should sansl‘y followmg
requesis by mobilizing and using funds ;

Mobilizing fiinds in (he necessary amount, in the nghl time and with good conditlons for doing
business.

Forms and methods of fund mobilizing should fil to the organization arid management conditions of
the enterprises. _

Conditions of fund mobilizatling and using shoutd fit to the économical conditions of the
enterprises, so Lhat the business of the enterprise can be effectively and can develop rationally.
Mobitizing fund should help the enterprise take adetfqges of all business opponunmes on the

‘markel.

Fund shotild be mainlained and developed.

The contents explained above showed that following are main factors affecting the mobitizing and
using funds of the enterprises

Fund sources and their characteristics ;

- Business plan of enterprise ;

Organization forms of the enterprises ;

Business traditions on the location and of the cnterprise’ owners |

Finance policy of the government and requirements of the credit institutions ;

Socio-Economical environmient (the development of the banking system, of the market, business

_ env:ronmem of the enterprises, ete.)

1L Principles and strategy of developing thé rural Industry In viet Nam

‘1. Major principles 1o develop the rural industry in Viet Nam ‘

‘Rural industry as general and the rural industry in a concrete location is a flexible category. A
production usit, which has been seen as a unit of the rural industry, can develop to a big company, which is
not a unit of the rural mduslry any more. This should be followed in every policy (o develop the rural
‘industry. To develop the rural industry, following principles should be practiced :
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~ The developmient of rural industry is not for itself, bul aimed to the purposes of socio-economical
development whole economy and the society. [t develops in closed relationships to the rural
development, to the industeialyation and modernization of thc rural arga,

The developement of the rural industry is a process, which follows a general master plan and
practiced step by step. Purposes, methods, tools and concrete step should based on the detail
conditions of every focations and of the rura area. They can not be too quickly, subjeclively and
The development of the rual industry should be done by the rural area itself, but it needs helps and
regulations of the government. The major motivation for the development of rural industry is the
needs of development of every locaions. Subsidiaries and helps of the government should affect as
stimultus and orientaions for this sector. The governinent can create conditions for the development
of rural industry, not develops this sector in stead ‘of the rural population. Because of thal, these



helps and subsidiaries should aim te the develop the internal potentials of rural industry, of
individual production organizations in the rurat area.

.- ‘The devetopment of rural industsy should be combined with the developing of merket cconomy in
Viet Nam, with the urbanizing the rural area and developing the industiy in the urban areas.

2. Major orientations to develop the rural indusiry in Viet Nam
(1} The branches of rural industry
The rural industry covered different branches. In very location, the brances to be develop are diffesent,
100. In getieral, in coming years, following branches should bé encouraged :
- Branches, producls of which salisfy large and stable demand on the market :
- Branches, which enable to employ many people
- Branches, growth of which would encourage many other branches on the same or other Jocation :
- Branches, which enable to utilize the Tocal resources, especially resources, which were fragmented,
not uiilized before and can be supplied stabile :
- Branches, which need few investment,
Based on this cretersia, foltowing branches should be favored
- Processing food and foodstuffs, manufacturing metat products, building materials, manuﬁclunng
consumption products from woods (they will satisfy the local demand) ;
- Garment, lextile, producing consumption goods from bamboo, etc. (bmnches utilizing local
FESOUTCes). :
(2) Territorial structure
Generally speaking, rural industey should be encouraged to develop strongly in some centers first, and
- then expands to the neighborhoods. This process should be combined with developing other locations, where
there are high demand aod good conditions. Major areas, which should be encouraged are the deltas of Red
River (he deltas along the sea side of Middle Viet Nam and some locations in the delta of Cuulong. In these
areas, the traditional industrial villages should have more subsidies, which are connected with condmon that
their business expenences will be transferred to the othér locations.

1V.Some solutions for developing Viet Nam's rural industry in near future

1. Expandmg rural markel and developmg market economy in country
This should be performed priotity in present period because it creates the internal motivation for
enterprises and firms not only in the industry but also in other economical sectors in the country. The
requirement is that developing different kinds of rural market synchronously step by step, improving their
operational mechanism, making them to be clesed with the national market and international market.
Understanding the market of rural industry in expanded meaning plays an imprortant role, especially in the
pesiod, when Vietnamese economy was connected with the international and regional economy.
In order to develop the market economy in she country, the Government should carry oul some activites,
such as :
- Reinforcing the trend of production division and specsahzatmn in counlry, encouraging the goods
exchange and developing the market systems in the country ;
- Increasing the inconie for rural poeple, reinforcing and orientating the demand, influencing the
changes of consumption structure and customs in the country ;
-~ Encouraging and helping the enterprises (both in urban and rural areas) to renovate, improve their
products, so that they will have attractive designs, packages, good qualily and reasonable prices ;
.~ - Reinforcing the ¢ontrolting and protecting domestic products. including products of rurat industry,
resisting the unequal competition of smuggled goods, wihch are increasingly iraded in Viet Nam ;
" . Reinforcing the subcontract rélationships between rural and urban enterprises, expanding the expoit-
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import services for rural industry.

2. Expanding ihe service system, introducting technical-technologica!l knowledge to the
businessmen in rural induslry and transterring technology to rurat enterprises
In determining and carrying out the solutions to expand the service aclivilies for doing business in the
counkry, it’s necessary (o perceive that économical sectors have closed relationship with each other, they
operate as service of each other. Al the present, doing business with the service in country seems to be not
profitable, because the demand is not high eaough so that the enterprises can cover their cxpenses Liven 5o,
sonie kmds of services should be developed priorily, such as :
- Supplying technical materials for rura) business ;
- Technical and techaological services ;
- Consultant services (fegal and business consultant) ;
- Trade services.
Some major activitics should be done by government, such as :
- Devetoping a master plan general strategy for establishing and expanding the organizations
tescarching and transfercing technologies, which are combined closely: with urban organizalions.
These organizations should be built step by step, according to the demand of the location ;
- Establishing slate organizations deing consuliancy for the rural enterprises, which would be
transferred to the business system step by step ;
- Subsidizing no-state organizations in suitable forms (reduced tax, cost free distribuiton of
technological information, ete.) ;
- Organizing a services of state scientists and technologists in rural areas, stimulating them by
promoling knowledge and skills to the rural populalion ;
- ¥inancial aiding to the scien(iﬁc-lechno!ogical services for the country.
Thé development of the setvice systém in the country should be connccted with the improvemenl of
general education in the area. Th:s should be seen as a socio-economical requitement, not only an
en.onmmcal one,

3 Daveloping the infrastructure in the country : : :
* " This is an important condition for the development of rural indusltry in special, for the developmenl of
~ the country as a territorial, for the industrialization and modernization in general. At first, the transporiation
net should be constructed. Based on this, projects for doing this should be implemented step by step and
effectively, The governmient should invest mere for improving and devéloping socio-cultural infrastructure
in the couniry, especially the education system.

In order to mobilize financial sources for building infrastructure in the country the government should
try 1o get ODA fund and credit from other international financial organizations. For some pro_le-:ls bonds
can be issued. Methods of tending should be also improved in the way that there are integration and co-
operation beween foreign and domcsuc organizations to reduce the costs and cnsure a high quality of the
projects. :
An other methed is to stimulate local govemmem organizations by investment to improve and expand
their infrastructure.

4. Improving the macroeconomics ponmes of the govemmenl

Government's policies should be improved in the way, that they do not only stimulate the urban
companies to invest into the country, bui also encourage the enterprises in the rural areas by increasing their
business, Otherwise, the policies should be improved complexly and fit to the characteristics of specml
focations. At the present, foltowing problems should be researched and improved :

t) Regulations on mobilizing financial resources. In detail
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Diversifying the forms of doing business on financial branch :

Improving the aclivities of banking system in the couatry :

Changing regulations about borrowing from state owned banks, so that they can serve the sural
business organizations better :

Improving the payment system.

Insurance policy. In fact, the insurance sytem is not existing for the business system in rural area. [n
the future, i1 should be organized in differnt forms so that it can operate flexibly, but effectively and
satisfy requireiment of businessmen in the country. Insurance service can be operated by non-state
organizations, but the government should help them and control them strictly, so that the interest of
producers can be ensured.

Policies suppotting technology transferring to rural industrial enterprises. The governmenlt neads to
support in some forms, such as providing (cost free) technological and technical information,
distributing widely, simple technologies that easy to apply in many rural aceas, subsidizing partly for
orgnizations researching and transferring technologies to small enterprises (especially for applying
foreign technologies). At the same time, traditional products should be re-evaluated, so that the
government can base on it to aid some programs to maintain and develop their traditional cultusal
characteristics. The establishment of financial fund to favor technology innovation in the rural areas
should be proven and parcticed.

Administrative procedures relating to business activities. Most important are procedures related (o
establishment and operating a business,

5. Developmg induslial villages in the covnlry

Developing inidustrial villages in the country plays an important role for the rural industry. These wl]ages
is now not completely quantified, but it will be estimated by thousand ones in Viet Nam. They involve either
indusrial traditional villages with long history or new ones with a history of some decades. The new .
industrial villages were established by 2 ways ' :

A result of doing business as subcontractors for the enterprises in the cities or expost-import
companies in the plan economy. This was seen as as mode! of developing rura! industry ** down from
higherlevel " Cusrently most of them have difficulties in doing business, enher have loss, o changc
their busingéss or even go'fo bankrupt. -

As the result of an expansion from the qudmona} industrial villages, a self dcvelopmeni or a
development “up from bottom”. The most of them can oprate efficient in the market economy. |

In order to develop the rural industry during the industrial villages; the government can praclmd
following activities :

Distributing knowledge, information about the productions technigue and :echno!ogy training
operating skills and introducing business experiences to people in the contry. This should be done
duting the education in the middle and high schools and, at the same time, through the inedia, which
should be simple, svitable lo the conditions in the country. '

Creating good conditions for establishing a system of rural market to sumuhle the commad:ty
exchange and encourage the increase of demand in this area.

Supporting local governnient organizations by developing and unprovmg their infrastrucrure (in
form of co-opration between the government and citizen of the localion). ‘fransportation nel and

* clectricity system should be built concemralely

Expanding the credit beusiness in the country. 'Forms of special funds (used for determined
purposes), e.g. fund supporling the poor people, fund supporting creating new jobs for
unemployment, elc. should be researchéd, impraved and parcticed.
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In this paper, we analyze Viet Nam’s trade and production slatistics in order to reveal the tendency of
Viet Nam’s industriatization. - We were able to obtain Viet Nam'’s statistics thanks (o the extensive effort of
our counterpart, Ministry of Planning and Investment(MPI). We should note thal due to a shortage of time,
data are imperfect, and the analysis is tentative.

1. Export

Though primary commodities remain the largest sector of Viet Nam’s export, total export grew rapidly,
92.3% in US$ between 1991 and 1994. In 1994, primary commodities occupied 73.1% of tolal expori. They
comtributed 54.9% of total export growth in 1993-1994, and 71.0%, 1991-1994. Crude oil is the largest
stngle item amounted 866.3 million dolars (22.4% of the total export) in 1994, and on the other hand we
should notice that “oil products™ is the largest import item amounted 693 million dollars in 1994, mainly
* from Singapore as refined products on commission. Export diversification is mainly in light industry, which

accounted for 18.3% of total export in 1994. Light industry, almost all of which is clothing{wearing and
shoes), contributed 29.5% to éxporl growth in 1993-1994, and 29.6%,1991-1994. These industriés used to
“export mainly to COMECON countries, but after its breakdown, the destination changed to Western
countries, and export was extended mainly on consignment. At the same time, export of machinery
expanded quickly(332.0%:1993-1994), but because of its thin share of total export(2.3% in 1994), its
contribution {o total expoit growth was only 7.5%(1993-1994). Corisidering the expansion in machinery _
imporis, their export cannot be atiributed to strengthening international competitiveness.
We can see from the above that Viet Nam’s export is sh:ﬂ:ng to industeial commoditics, but the
commodmes which contribute to export growlh ate very few, other than clothing. Developing Asian
countries have accomplished their economic growth by expanding industrial export, and upgrading the
export commodity from clothing to machinery such as electronics. [t seems that Viet Nam has not yet
accomplished this wpgrading. In order to advance, accumulation of technology and experience are required.
For example, supporting industries, which are very primitive in Viet Natn, need 1o be developed. In many
countrigs, this required much effort by both the private sector and goverament.
Revealed Comparative Advantage{RCA) shows a comparison of individual countries’ export shares of
particular producls and world averages. Viet Nam's RCASs in manufacturing commoditics are generally very
low, as can be scen in the following table which lists their chtef export categones Among then, “clothing
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Table 1 RCAs of Iﬂdust:ial Goods in Viet Nam

SITC Commodily 1991 : |992 S 1993 1993
751 office machincs NA. NA. 0.03 009
785 bicycles NA. NA. 0.14 0.10
&4 clothing and accessorics 1.94 247 222 358
85 footweac 0.49 086 2.55 330
£96 fine arts products Q00 0.0l 0.01 0.00

and accessoties” and “foolwear” RCAs were above 1.0{ 3.58 and 3.30 respectively in 1994), showing
competitiveness in these industiies. 1t should be noted, however, that other Asian countries typically
registered corresponding RCAs of over 10 when their competlnveness in these commedities was around its
peak. From that perspective, the ﬁgures for Viet Nam appeéar rather low, suggesting that the country still has
plenty of room to expand its expoits in these categories.

11. Import

There are many imperfections in import statistics. For example, in Viet Nam when a factory, which has
been constructed using FDI, imports production equipment, (his equipment does not count towards imposts.
In such cases the impor amounts will be subtracted from the FDI inflow. At the same time, it is reported
that undervaluation of 1mporl goods frequently occur to avoid lmporl duty, and smuggling cannot be
ignored.

- While considering the above, lel us analyze impon statistics. In 1994, industrial goods were the largest

part of imports, accounting for 78%. ‘They contributed 82.9% to total import growth in 1993-1994. No

single category of goods can be credited alone for the import uptrend, and this in itself serves as an
indication that increased imports of a broad range of industrial goods are fueling the overall flow. Most

imports fit into one of two categories: capital goods {e.g., indusirial machinery) or intermediate goods (e.g.,
raw materials). (As mentioned in the trend of exporl, “oil products” is the largest import item amounted 693

million dollars (11.89% of the total) in 1994, mioly from Singapore, and on the other hand “crude oil” is

the largest ¢xport item amiounted 866.8 million dollars in 1994, and includes exporls to Singapore’ for

refining on commission.) This sitvation suggests thal import growth is now directly linked to domestic

;rcnds in industrialization, An example is the way export growth i apparel products has sparked an

explosive upirénd i imports of intermediate goods for their production {fabrics). This however, iltustrates

that the Vietnamese apparel industey remains little more than a source of low-cost labor for the final

product processing stages. The implication is that growth in this industry at present has only a marginai

spillover effect on other domestic industrial sectors.

H1. Production

" “I'he agricultural, industcial and service sectors accounted for 27.7%, 29.6% and 42.7% respectively of
- Viet Nam’s GDP in 1994. The manufaciuring sector of ASEAN countries generally accounts for around
© 40% of GDP (39.2% in Thailand, 40.7% in Indonesia), substantially higher than the manufacturing share in
Vict Nam.! In historical teqms, Viet Nam is currently about as industrialized as Thailand was in the early
1980s. Furthermore, “food”, *foodstufl™ and “fuels” account for half of the industrial sector in Viet Nam.
This suggests that the differeace in industrial development between Viet Nam and ASEAN is even larger.
Industriat output of Viel Nam grew rapidly by 45.2% in Dong between 1991 and 1994, and the
booming sectors were foodstulis, fuels, cheinical fertilizer and consteuction materials. Pamary products
such as foodstuffs and crude oil still accounted for 50. 0% of the industrial sector in 1994. Notice that the
growth rates of export-orienied products such as clothing were less than totat mduslnal growth, BEven
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Table 2 Shares of Major Secter in GDP(*) {1994) _

- Malasial**) Thailand(1993) ] Tndoniesia Phlippines Viet Nam
. {Mi} Ringgit) {Mil Baht) (Bil. Rupiah) (Bil Peso) S| (BilDong)

Agn’ Sector 16,155 148 | 314974 00| 65821 174 a2 0| 41082 27
Mining 8175 75| 46538 15| 31,381 83 17 10
Manufactoring 34,458 1S £G9,435 285 90207 239 194 33| 3Ansys 0
Elodtiisily 2454 22| ma2o1 24| 3913 1@ a5 27
Condinxction 4,545 42| 2172,i58 69 27,942 14 97 58 12946 16
Iadustrial Seclor 49,632 454 1,240,426 392 ] 153443 407 552 321 50,481 296
Service Sector 43,531 37.8 | 1,605,974 508 158 419 164 453 22695 4217
TolaKGDF) 109,368 100 | 3,161,374 100 | 377.354 100 | 1688 100 170258 100

{*} Unlsss otherwise indicated, data are based on GDP at current market prices.
(**) Data are based on GDP at constant 1978 prices
Data Sources: Key Indicators of Developing Asian and Pacific Countsies 1995 (Asian Development Bank)

Table 3
_ Export Froduction Tmport T
T Cloming Foodstalt | " Machines
Transporiation Fuel Chemical Products
' Chemical Products Clothing Maierial
Consteaction Material
Clothing L .

though clothing export expanded, its domestic industrial share dropped. Considering that foodstuffs and fuels
are characterized as primary commodities rather than industrial goods, it very well could be that Viet Nam’s
industriatization is mainly for a quickly expanding domestic market. This might imply that Viet Nam’s
industrialization is inward-oriented rather than oulward-oriented.

To summarize the above, while exports, imports and domestic production grew sapidly, lhelr leading
sectors were all different. :

It seems thal Viet Nam's light industey development is now in a transition phase from import, suheiilutién
o export substilution. But, Viet Nam does not have much international competitiveness in light mduslnes
other than clothing. Viet Nam has hardly any international competitiveness in high-grade goods such as -
clectronics. These goods require nol oaly labor, but also technology and expericnce, including one gamed'
through the formation of supporting industries. ;

Other than clothing, it appears that Viet Nam's industries do not scek 1o de\clop overseas mwrkct -
Jodustrialization of Viet Nam is driven by domestic market expansion.

"The macroeconomic environment fosters such a teadency. While there is 30% mﬂauon an donusllc
prices, the exchange rate of Dong is almost fixed to the US dollar. This will resull in an overvaluation of
Dong. When the US dollar is depreciating, this nearly fixed status is allowable because Dong is
simultaneously depreciating, but now, the US dollar is appreciating. In the same way, the price index trend
depresses manufacturing. In the period from Jan. 1993 1o Dec.1994, the price of manul‘acm_rihg goods was
almosl stable while others sufbed {see the Table 4) '

The recent macroeconomic situation makes a strong incentive to pmduce for the dome:hc rather than’
overseas market, and for the service rather than monufachiring sector. The institutional situalion also fosters
such tendency. The present situation, resisting private corporations, especially in the industrial sector where
state-owned companies dominate, impedes the establishment of private manufacturing companies. {t also
'seerns that a lack of integrated commercial faw makes business contracis unrehalﬂe and further depresses
manuﬁc(urmg In this scenario, the economic growth will lean toward non-tradable goods. It will be harmful

" to Viet Nam's future econogmy.

Inwatd-otiented policy will soon cause standstill due to an imbalance of payments and a limited

domesti¢ market. §n order to encourage manufacturing, it is necessary to abolish the manufacluring-
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Tablo 4 Price Index by commodity groups

Senvices

Moath Goods Total Food Aglicull‘ural' “Processed hﬁnu[m.1uﬁng Do @ per
_ roducts Food : : US 3 {ave.)
Jan. 1990 100.0 1000 | 1000 100.0 000"} {000 NA,
| Jan. 1991 141y 1191 1158 120.6 143 (4.3 5,133
" Jan. 1992 e | w3 | el 1930 189 | 149 9,274
[ Jan. 1993 198.9 189.4 1352 2247 1989 2018 1,150 |
" Jan. 1993 12052 1999 148.7 2364 2016 2408 10,640
| Dec. 1993 2124 2402 1946 2116 280 266.5 10955 |

Source: World Bank, Viet Nam Econainic Repon Os{lndustria!iaation and Industrial Policy, 1995

depressive policies, and in order to promote manufacturing export; it is necessary to take an outward-
oriented policy. Experiences of growing Asian countries reveal that oulwaid-oriented policy needs the full
backing of government through market-friendly intervention.
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Table 5 (a}) Export of Viet Nam {Million US $)
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Tabla 5 (b) Export of Viet Nam (Mition US $}

. . . Growth Bute | Conliibiustion
1995 - [ Ll B EPOE WA REED
& Chyilead Producly 4.6 0.1% 1.8 | XL 163 [ Xt 8%
moncgmdram glularin’e 0.0% EX 9, 5% [ ] Q.44
medicine 46 024 10 0.1 22 1% <4 4l
ol-ebilract 0044 N | 8.1% b ] &% G 20%
cusinclic Lo 14 S0% 0.5 10% © 003
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feathee panducts 13 8 1% 10.5 454 142 0.3% 0.0 0% .43
plywond 0.0 206%% 14 0.1% .49 0.4% D.26%
woad producls 0.6% 00% iy (24 32t F4%) 7.4
eubiber products . 0.4% a6 10 6% (R ] LA V%
pipee [ B 0.k Qv Y 0.4% i3 LRLA LMy C005%
Tubric 38 0.2% 156 a3 4y 0w 55 AL 44.7%,| 0092
aiubroiderad prodacl [} 04t ol 4% [k 0.2% 59 0.2% 33.0% 4.16%
tuwiel, pilfue ni 0.7% 192 0.4% 150 05%| 90 082 1 1% 0.42%
wwesibou carpot 61 3% 19 03| 42 D% 12 0% o 211%
June earpa A.0% 0.0% 49 bo% 15 0.0% : Q.08%,
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i 0w oL [ 0.0% L1 BU% )4
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ullice machines 0.0% 04t 2.0 21% 04 04%
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9. Out v aanwfaclurcd goods 159.7 1.9% 3] 19.1% 4384 1% 7682 583 J43.5% 12.54%
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shuus : 12 0.4%, 165 0.7% 610 3% 1:5.4 1% 1307.3%
st livmry ol .0%. Fa ¢.l% B E] au%
B arts producty [X] L bl 144 9.6% p11Y | L0 129 a3% BL. 7%
Marufecreed products fored LA I I X HIY 135 6244 2.2 $34 0 514 L%

Note : The summations of each colomns are a0t neeessarily correspondent to the Kgures of the “Total” and the subtotal
'(c.gkl.Food,Fceds). _
The data of the year 1993 aind 1994 dos’t inchude 1he eaports in rible basis,
Tbc “Total" figurc of the year 1991 and 1992 dontinclude the exports in fubke basis.
-Source : Govemnent of Viet Nam '
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Table 6 {a) Import of Viet Nam (in Mition US $)
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Table 6 (b) Import of Viet Nam (in Milion US $)
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Tabli} 7 Value added of indusliy (1590-1994) {1994's price in milion Dong)

= Rl e e e LB
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Souive : Goverameat of Viet Nam
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Table 8 Value added of indusly {1990-1934) {1994's price in millfion US $)

1993

1990 1551 L1992 1994

Inddustry Fotal 1,393 100.0%! 14714 100.0% 2002 100.0% 2781 100.0% 3,426 [000%

| Electricity Iod 7.5%! 105 7.1%] 130 6.4% 175 6.3%] 224 65%

2 Fuels 154 11.1%! 204 13.8% 333 16.6% 456 16.4% $43 15.9%

3 Ferveus metablurgy k2 0.5% it 1 2% 25 12% 19 1.4% 42 1.4%

4 Non-fervous snetallugy 10 ¥ 12 0.8% 21 16% .28 1.0% 7 0.8%

5 Equipment and machintry 5% 4.3% 56 18% 15 3.3% 104 3 121 3.5%

& Flecteic and electronies 21 1.9% 25 1.8% 34 1.7% 55 2.0% FEl 2%
7 Other metallie products 17 23% 3 10% 37 1.8% 49 1.8% 56 L6%e
3 Chemical fertilizer 9 5.6% 106 1% 152 7.5% o0 7.5% 188 2.4%

9 Construction matérial 9 71%): L 7.5% i3 F6% 218 18% 5% 1.7%
10 Woad and waad products 57 41% 57 39% 68 3.4% 8 7 10% 92 29%
11 Celtulose aad paper 3 2% 28 15% EEREN K72 51 1.8% 60 L8%
12 Glass, earih and porcelain 15 1.6% 17 1.4% 3 (1% 33 1% 1s 1 6%
13 Feod '_ 4 LR 49 31.3%) 6) 3% 17 1.8% 21 2%
14 Faadstuils 454 32 6% 463 7 31.4% 626 308% 355 1 30.7% 1,078 31.5%
15 Tantite prodereds 125 S0% 122 2.2%) £60 19% 196 7% 238 §%%
16 Sewing producis 20 L4% 21 1.4%) 29 1.5% 30 1.8% 85 1.9%
{7 Tanning of leather 4 0% 5 0.4% 9 0.4% it 0.6%, 23 0.7%
18 Printing 10 0. 10 0.7% 14 0.3% 1t 0.7%! 27 08%
19 Otliers 3w a3y B 4t 2% S5 20%| 68 20%

Note : The figures of this table arz caleulated from the data in the previous lable with following exthahgc reies and GDP dafiator,

GDF Deftator (Manulacturing)

Exchange rate (VND/US $)

Source : Government of Viet Nam

AP [
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25:60_0
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1,000
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1990
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421.1
10640

1594
4730
10955

Source : Governmient of Viet Nam ) )
Figura 1 Industrial growth of Viet Nam
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_ 12
Preliminary Findings on the Problem of Foreign Direct
Investment in Viet Nam

Toshikazu Uchikoshi
Daiwa Institute of Research
Daisuke Nishi
Dalwa Institute of Research
Mai Thi Dan -
Development Strategy instilute
Ministry of Planning and lnvestment

1. Review of foreign direct Investment statistics

In Vietnamese FDI statistics, the size of investment projects is usually measured by “Licensed Capital”,
which includes the Victnamese parinec’s contribution to joint venture projects. After start construction of
~plant or facilities, corporations have to report to MPI “Implemented Capital”, which also includes the

Vietnamese partnet’s conleibution.

1,342 FDI projects are in operation as of December 1995, and licensed cap;!al ainounts (o about USS 18
billion. -44% of investment is in m’mufactunng, 15% in Hotel, Tourism. These two sectors account for
almost 80% of DI projects. _

' Foreign Dlrect Investment in V:el Nam concenirated in a few regions. 35% of investment is in Ho Chi
Minh City, 21% in Hanoi, 13% in Dong Nai. These three regions account for almost 70% of FDI projects,
and 30% of projects scatter in other 50 provmces '

18% of investment comes from Taiwan, 10% each from Japan, Hong Kong and Singapore, 8% from
South Korea. These five Asian countries shares more than half of FDI projects. -

in 1995, 394 projects (excluding Oil and Gas) were licensed for US$ 6.6 billion, which is 62% more than
in 1994. This impressive increase is mainly due to the growth in manufacturing sector. Tmplemented capital
increased 3395 and reached US$ 2 billion,

Table 1 Sectoral distibution of foreign investment

projects in operation (as of Dec. 27 1955)

Seclor jﬂof Licensed Capital [Share - |Avg. Size
. L Projects J(mition USS) _[(%) _ J(mil$/prj) |
[Manulacturing _ 784 3,057 44 10.3]
Hotel, Tourist_ _ 238 6,33} 35 26.6
0L, Gas : ‘ _ 21 1,125 6 $3.6
 Fianspoilation, Communication, Post as 1,066 6 11
Other - o 255 a,:i‘491 o 61
Total 1,343 18,128] 100 138
Nole: Capxla! of cancel\d projects is éxciuded. a

Souwee: MPI
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Table 2 Ucensed and Implemented Capital of FDI Projects ~
: {Mitlion US$)

LT . " i Tasan -
Year | #of Projects Ligensed Capital Ieplemented Capital |lmpleme
nlalion
Rate
Yr. Acm | Yr. iGrowthi Acn | Yr.  iGrowth) Acm | Acm |
1988{ 31, 3 366 66| 240 2200 656%
1989 10 107 539 47.3% 903 298 24.2% - 538]  59.4%

1990 L1 28 596 10.6%! 1,500 384 239% - 92 6)4%
1931 155 373 1,38811329%: 2,889, 823;114.3%: 1,143 604%
1932 ] 193 5660 2,117 S2.5%! 5006 982: 19.3%! 2,727] 545%
1923 2720 ' 838] 2,387 36.4%: 7,893 1,065 B8.5%! 3,793} -48.0%
1954 3620 1,200] 4.071] 41.0%: 11,964 1,500 40.8% 5292f 44.2%
| 1995 394] 1,594 6,600 62.1%! 18,564) 2,000; 33.3%; 7,392 193%

Note:  Exeluding Git and Gas
Source: MPL

1. Decreasing implementation rate

In contrast to rapid increase in licensed capital, impfeméma{ion or actual investment is not growing as
fast as license approval, Growih rate of implemented capital declined to 33% in 1995 from 40% in 1994.
As a result, accumutlated implementation rate declined to 39%. Some factors may cause this decline of
imptementation rate. The weight of manufacturing project, which requ'ires several years to implement, is
increasing. Poreign investors face many difficulty such as complicated procedures for many concerned
" autherities or time consuming 1and acquisition. ' ' '

1IL.Flow of FDI — from foreign investor’s view point —-

Before starting business operation in Viet Nam, foreign investor must go through many procedures,
formalities, negotiations with many concerned agencies. The standard procedure has not been established
and foreign investor has to cope with the situation case by case. ‘In order to analyze this “many doos”
environment of FD1, we divided the flow of investment activity into three stages from foreig'n inﬁ'eSlor’s
‘view point. . : o '

First stage: ~ Getling investment licénse
Second stage: Construction of plant
Third stage: - Business operation

. (mius) .
20000 . 1 0%
) : . lu;\'kmtqaﬁon Pate RN 1 6507
©O15000 | ‘ 3 0%
- 35.0%
(0000 B S0.0%
. Licensed Cagital ' 1 450%
5000 | A tcunulated) ; § o 40.0M
: ; 38.0%
0 | e s _ e P, _n_l,_ >

300
1988 1959 1990 191 992 19793 194 1993 )
Souice: MPI

Figura § Accumulated kcensed capital and implementation rale
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Based on this three stage flow, we interviewed 19 eaterprises (9 in Ho Chi Minh area, § in Hanoi arca, §
in Hai l’hong area) which have already approved investment license. This interview was co_nduc{ed by MPL.
Japanese consultant made supplementary fesearch to ascertain the interview from foreign investor’s view
point. The typical flow which foreign investor must go through is shown in Figure 2.

1. Firsi stage.Getling investment license

In the first stage, foreign investor starts looking for Joint Venture (3V) partner.  Preliminary feasibility
study is conducted jointly with JV partner. Before submitting investment application to MPL, informal
discussions are hold with many concerned ministries to confirm the policy of Vietnamese government. MEI
is now trying to shorten the period bélween receiving application and approving license. “Licensed Capital”
in Vietnamese D1 statistics is on this base. .

2. Second stage:Constraction of plant
After gelting investment license, foreign investors have to pass many procedures and formalities before
setting up their carporation in order to get the permits such as construction license, land use penit, and

First Stage: Getting Investment License l Slad ]

SRSU—— ——

EFlnd SV Parlner '

N Featple .
| ser |
feartte o

Informal negatialions with anf concesnad minislies

MOSIE mruslry ol M;nxs!ry of
Teade lndusl‘y

ST S

Apply for
Invesianent License
to MP| g

Reecled

Sc(ond Stage. Ccnslmrl(ou of Tlaat

MOSI E Chxel F“eoples Mlnlsll'f Wy of
chulecl Commitlee Indus!fy

't Proceduies, Formalities, Land N:qu-sion

&p_proved{_ lcensed)

Eslatlish Jv
Cocpoutron

Hot Fraskie

Stoﬁ
~| Edncel
ta MPi
Modity . L _

Investment
Planlo MPI

Feayithy

. 1 &
l——l Conslryclion of
CO.:lsé'la rf{m Infrasts u-:lure
— : Implem gn!
- frvesiment

‘Third Stage: Dusioess Operatien

- |Procurement Production | {Sates
Domeslic Domesiis
dmpod > Y Expon

i B—
Profit
- S ———
, Oividend ™ .| |Reservalion
orpora :
Corporale Domestic .
Tax ‘Repatilale [Rednvestment |_

Figuca 2 Fiow of FDI
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licenses for water supply, power supply, communication network as well as loans permils, etc.. Once 3V
corporation has established, its first iask is to conduct detailed feasibility study. If the JV corporation is
located outside Industrial Zone (17) or Export Processing Zone (EP7), it has to acquire land (by paying
compcnsataon for resident’s forced removal) and construct infrastructure not only inside its corporation’s
area but also outside, as the infrastructure provided by the government does fiot reach corporation's fence,
When corporation starts construction of plant or facilities, corporation has to report to MP1 “implemented
Capital”, which includes the Vietnamese partner’s conlribution.

3. Thirg stage Business operation

After actual business operation starts, corporation has to cope w:lh many segulations and formalities. It
takes lime and effort to apply for import license of input materials for production from Ministry of
Comimerce or (o get production quota from Ministey of Industry. - Accessibility to finance source such as
domestic bank is limited.

- IV. Factors which hinder forelgn direct investment

~ The result of 19 interviews is tabulated iti Table 3. Factors which hindér Foreign Direct Investment and
investor’s reaction are categorized in the following manner,
1} - Factors

© Investor has to go through procedure, however it is smooth and does not take lime.

© The procedure is complicated and has to knock “many door”.

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

2} Investor's reaction

& Investor perceives that business environment is favorable and wants to expand investment.

- ¢ Investor perceives that business environment is unfavorable and wants to shrink investment or delay
the implementation of approved project,

R Investor perceive that business is not feasible i in current Vietnamese business environment.

~In this interview, number of sample is limited and this table does not necessme represent cusrent
business environment Viet Nam for foreign investor. Samples are extracted from the second or the thied
stage, and lwa important points should be noticed in analyzing the result of this interview. First, foreign
investors. who conducied preliminary feasubtllty study and decided not to inves! are excluded from
interviewce. Second, interviews are conducted by person of MPI and interviewee may not tell true
information. So, hpancs:., consultant made supplcmenmry research to ascertain the interview from foreign
investor’s view point,

Foreign investment law was promulgated in December 1987, and Viet Nam started 1o accept FDI in
1988. For big manufacturing project, usually it takes threc or four year to start business operation. Most big
manufacturing project is in the second stage, so recent discussion on hindering factors for FDI is
© concentrated on the first or second stage. However, this interview reveals that real bottle neck is in the (hird
' SIage: business environment itself.

1. First siage Gelling investment license

In the first stage, foreign investor has to looking for Joint Venture (JV) pmner because tand use pernit
is hard to get for 100% FD1 unless it tocate in 1Z or 1IP7Z. Before submitting investment application to MPI,
informal discussions are hold with many concerned ministries to confirm the po'licy of Vieinamese
goverament. If the investment project is new or big for Vieinamese government, it takes time for this
informal negoliation. There are some cases that foreign fnvestor is forced 1o modify the investment plan
through informal negotiations, because the plan may undermine the business of existing State hnterpnse
(St}
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After receiving investment application, MPT formally. start discussion with other concerned ministries
and after (he discussion comes to an agreement, investment license is approved. Vietnamese government is
now Irying to shorlen the petiod between receiving application and approving license by creating “one stop

service agency’ or setling the time limit for approval. This kind of measures is effective to simplify
procedure. However, protective policy for SE may discourage foreign investor from investing big
manufacturing project.

2.Second stage:Conslruction of piant

After getting investmenit license, foreign investors have to pass through many procedures and formalities
to set up their corporation. Most of them complain that they have to knock “many doors” to get the permits
such as construction license, land use permit, and licenses for water supply, pawer supply, communication
network as well as loans permits, etc.. This situation is created because many concerned agencies’ stafl do
not have good undesstanding of investment law, and they do not have enough managenient experience, while
Vietnamese governntent has nol issued clear orientations on foreign direct investment in Viet Nam.

If the JV corporation is tocated outside Industrial Zone (IZ) or Export Processing Zone (EPZ), its has to
acquire fand (by paying compensation for resident’s forced removaly and construct infrastructure not only
inside its corporation’s area but also outside, as the infrastrecture provided by the goverament does not reach
corporation’s fence. Above mentioned factors in this stage has caused the delay of the construction schedule,
and the increase of the construction price as the ffuctuation of building material and tand price.

In southernt part of the countcy, HEPZA (Ho Chi Minh City Export Processing Zone Aulhorily) and
DNIZAC (Dong Nai Industrial Zones Administration Commitlee) serve as reliable consultants for foreign
investor to get rid of complex formalities.

3.Third stage:Business operation

Most big manufacturing project is in the second stage, so recent discussion on hindering factors for FID1

is concentrated on the first or second stage. The issues in the first and second slage are mainly the problem of
-procedure. However, real lmpedlmem is in the third stage. Many foreign investor perceive that current
business environment in Viet Nam is not attractive. ‘ ' '

After actual business operation starts, corporation has to cope with many reguhuons and formalities. It
takes time and effort to apply for import license of input matenals for producnon from Mumslry of
Commerce and concerned ministries. Moreover, foreign exchange and unreasonable import-expoit tax pohcy
have also created more obstacles for foreign affiliated companies. As a fesult, this could lead to increase the
price of producls and reduce the compétiliveness of the product made by the companics. Among interviewed
companics, some claim that import-export tax policy can not protect the industrics which producing products
to replace the impotted ones. On the contrary, the policy even encourages impost activilies. Many company
claim that they are producing products to replace the import ones, but they have no privilege concerning (o
tax policy.

Even though the growth rate is very high, domestic market is relatively small for foreign investor w hich
operates globally. in some manufacturing industries such as automobile or elecironics, investors have to face
difficulties in gelting quota for importing materials for production. Accessibilily to finance source such as
domestic bank is limited.

A foreign investor in Viet Nam is surrounded by ntany conbemed ministries and has to cope with many
procedure with each ministries. Each ministcies deals vﬁrith_ the informal discussion orapplication from
foreign investor basically case by case. A measure of one minisiry sometimes contradicls measuie of other
numstr)' As a result, foreign inveslors perceive that there is no one consistent policy for FDI. Viet Nam
goverament should work out cleaily oriented sirategy of industrial development, according which the MPI
can base on when it grants the license to investor, without havmg to wait for the agreément of olher
concesned ministries.
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The current Vielnamese government's way to handle FDI project creates intransparency, and ArOWS
arbitrary measure. This kind of approach to FDI is efficient to regulate investment activity in Viet Nam.
However, foreign investors may perceive that Viet Nam is not so atteactive as other Asian countries. Viet
Nam government should provide stable legal and accounting environment for FDI activities in Viet Nam,
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Preliminary Findings on the Problem of Small and Medium
Enterprises and Rural Industries in Viet Nam

Motoyoshi Yamada Takashi Sasano
Pacific Consultants International The Japan Economic Research institute
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Le Thanh Nguyen Quoc Hue
Ministry of Science, Technology and Environment Development Strategy Institute

Ministry of Planning and Investment

1. Current conditlons of smail and medium enterprises and rural industries In
Viet Nam

1. Small and medium enlerprises _
Many privale small and medium enterprises(SMEs) in Viet Nam, traditionally imporlaht cozinponems of
domestic material industries , were privatized between the second halfl of the 1980 and early 1990’s.
During the pre-vnification period'(l954 - 1974}, ihese_ busi_nessés operated under a diffecent economic.
regime bul their production activities were integrated into the centralized socialist economic regime after
unification. In 1986, however, the official introduction of the Doi Moi policy put an end to the centratized
economic management which was replaced by more open economic management based on such principles
of a markel econiomy as independent decision-making by businesses and markel competition, etc. It is’
apparent that the Doi Moi policy was intended 10 encourage production activities of all-sized enterprisés in
the non-public sector and was adopted because of government recognition of the important role to be played
by private businesses in the process of the industrialization of the Vietnaniese cconomy. This market-
oriented economic management by the Viclnamese govermnent has noticeably stimulated the growlh of
SMtis, particularly private businesses which are very sensitive to market requirements and ‘which have been
increasingly playing a leading role in not only the domestic market but also in the export markel. '
(1) Definition of SMEs _

At present, no exact definition of a SMEs appears to exist in Viet Nam. However, one MPI(Ministry of
Planning and ln'\'célmem) research paper defines a medium _enterprise as a business with paid capital of S -
10 billion Vietnamese Dong and 501 - 1,000 employees and a small eaterprise as a business with paid capital
of up to § billion Dong and up to 500 employees.

The Bank for Industry and Commerce of Viet Nam (VIETCOMBANK) adopted regulations to classify

‘as SMEs, those enterprises who have their vatue of fixed capital under 10 billion Dong, working capital
undgef 3 billion Dong, staff under 500 persons, and annual turnover under 20 billion Dong.

' “The administration of Ho Chi Minh City identifies medium enterprises on the basis of 3 eriteria as
foltow: legal capital registered above 1 billion Dong, labor force above 100 persons, and annual turnover
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Table 1 The nurnber of enterprises, Licensed as of the end of 1994 in 4 big cities

: : ’ : - Of which;
Numbar | Regis- Capital/
of tered enterprise i .
enter- capital {bition State-Qwned Enteérprises Private Enterprises
prises VND}
(biftion No. ol 7| Regis- Capital / No. of | Regis- Capital/
VRO) anter- tered enlerprise | enler- | lered enlerpfise
prises capital [ (bil. VNO} | prises | ¢apital {bil. VNO}

1 2 3 4=3/2 5 6 7=6/5 & 9 10

Whole country | 26282 563307 | 2.143319| 6042 | 427133| sos2¢46| 13772| 20002  0.145237

Halot 2740 547821 1.999343 980 ] 434386 4.635327 424 . 46.5 0.10967
HaiPhong 649 918.5 1.415254 244 1 17317 7.097131 139 25.5 0.183453
Q.Nam-D.Nang 854 18232 2.134895 222 | 16468) 7418018 394 353 0.089594
HaChiMinh City 5003 1353109 2.70056 855 | 10510.5 12.29298 1554 | 2826 0.181853
4 Cities 92461 217306 2.350292 2301 | 184326 8010691 2511 3899 0.155217

Souree 1 Calovlzted based on the Statistical Yearbook 1994, published by.lhc General Statistical, Hanoi 1995,

above 10 billion Dong; enterprises with 3 cespective figures under the above levels belong to the category
of small enterprises.

On the other hand, the specialists in econontics and Ihe policy makers and managers proposed strongly
different criteria of identifying SMlis: within the range from 50 to 100 for staff, and from 300 million to
under | billion Dong for capital.

{2) Overview of SMEs _ _

Alihough official stalislic data on SMEs is unavailable, the number of all-sized licensed enterprises in
Viet Nam al the end of 1994 is 26,282 with the following types of ownership from the Statistical Yearbook _
1994, published by the General Statistical Office(GSO).

State enterprises ~ : 6,042 '
Private enterprises : 13,772
- Others(Cooperalives) @ 6,468 | _
These figures include large enterprises, but almost all of non-state enterprises seen ta be included in
* the category of SMEs. Indusiry Dep:umaerit of GSO also laid cul an estimation that the small enterprises in
Viet Nam had accounted for 98%, while medium and large enterprises for 2%.(See statistical data of Viet
Nam 1989-1993, Industry Department, GSO, Hanoi 1994) Therefore we would like to make a brief
analysis on enterprises in Viet Nam in order to get some implication on SMFEs in Viet Nam using these
GSO’s data. o

' The latest statistics published by the GSO in the 1994 Statistical: Yearbook reveal that in general, the
7 average capital of re-licensed entérprises accounts only for about 2.1 billion Dong. (sce Table 1) The
- respective figure for the processing industry is 2 06 bitlion Dong. In 4 bxg cities Hanot, Haiphong, Danang
and Ho Chi Minh City, this indicater is higher than the national average - 2 35 bitlion Dong per enterprise,
of which the highest figure is recorded in Hochiminh ¢ity - 2.7 billion Dong per enterprise, the lowest
figure in Haiphong - 1.4 billion Dong per enterprise. If only the industrial enterprises are taken into
consideration, and if they are examined by 4 criteria: labor force, turnover, folal value of proeduction and

capitat engaged for production - then their scale v.-.ould '1ppear even smaller (see Table 2).
For the whole industrial branch, the average staff accounis on!y for 5-6 persons per emerpnse (3¢e
Table 2) Among them, by this criterion, the state-owned cntecprises (SOBs) can be generally considered as
medium-size (294 workers per emerpnsq while non-public emerpﬂses as small -size (below 50 workers
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Table 2 Cuantity, labor force, turnover, total production value and capital of industnal enterprise in 4 big cities in 1992

T T T I Number [Number off l_a_bor_—Tumover Turnover| Production| Prod. _Cépi!af for Cifﬁéﬂ
of Enter-|. Labor. | force/ | (milion | /Enlerp. value value/ [Production) per’
prises--| force |Enler-] WVND) (milion” | (mil. VNO) | Enterp.] (million | Enterp.
prise dong} (mif. VND} (mil.
o o L . L L VND) | | vND)
| i 2 3 4=32 5 6=5/2 7 8=7/2 9 10=9/2
Total 377414 | 2051267 | 5.4 |50027161| 132.7| 18116895 48. | 25993946 58.9
SOE 2268 667551 |294.3 (37230604 | 16415.6 ] 12778912 | 5634.4 | 20506928 | 9041.9}
Cooperatives | ~5732| 207168} 26.1| 1196916| 208.8| 514794| 898 525492 91,7
Private Entesp.| 1114 |  47373| 425 1483676 13318} 513305} 4608 | 794322 713
| Individua _ ' :
houscholds | 368000 | 1129175] 3.1 110115875 27.5| 4300884 t1.7]| 4167267) 113
Hanoi 12482 139683| 11.2| 2951581| 236.5| 1077931}  86.4| 1345065| 107.8
SOE 253|  o43i1|372.8| 2640784 | 10437.9| 910244 | 3597.8| 1163496] 4598.8
Cooperatives | 1031 16589| 16.1| 105840 102.7| 73s14| 71.3| oetse| 933|
Private Enterp. 37 1841 498 76583 | 2069.8 13595| 367.4 37452| 10122}
Inviduat ] |
households 111614 260427 24} 12834| 115] 80578 7.2 47931 . 43
Haiphong 6443| 62888| 9.8]1 860046] 133.5( 3124731 48.51 488262 158
SOE 101 33704 {333.7| 743058 7357.| 250713} 2482.3} 3sr441| 3530
Cooperalives 283 9911 | 35, 40143 1418 21665 766 3849] 123.1
Private Enterp 49}  3473| 70.9| 14656 2991 12330 2516 56974 | 1162.7
Inviduat |, X . ' ‘
households 6010| 15800| 26} 62192| 10.3] ~-27765) 48 38998 6.5
Q. Nam - 8645| 62162| 7.2| 630750 73.{ 306162} 354 200380 23.2
Danang NE y S .
SOt 52| 18457 |354.9| 305608 | 7607.8| - 142233| 27353} 112739 2168.1
Cooperalives: 461 113041 247 95033 20061 65521 142.1 31063 67.4
Private Enlerp 40f  1841] 46, 13678 U2, 8850 | 221.3 9215| 2304
Invidual _ . : .
households |  8092| 30470 38| 126431 15.6 89553} 11.11 47363 59
HCMinh Cily | 24800 281393| 11.3|16463540| 663.9| 4953757 | 199.7} 6605170 - 266.3
SOE 389| 140402 | 360.9 | 11386422 | 20276.1| 3300820 |8716.8| 4390195112858
Coopeiatives 710 211831 98| 406009 5718| 125034 176.1 | - 142845} 201.2
Privale Enterp 333|  2asas| 70.7| 1116525| 3352.9| 343844 | 10326 304078 11834
lavidual ' . _ _ _ 7
househalds 233681 96263 4.1 3552584 152.1 1004050 4G.8| 1678052 71.8

" Source : General Statistical Office.

167



Table 3 Tolal production value of non-public enlerprises In setected domains of industeial production In 1994
(al 1989 constant prices)

Whole Of which:
Production production
damaein branch of which _
‘Non-Public % of who'e
Eaterprises’ | Coilective Prvale individual branch
units enter- households
L __prses | :
i 2 3=4+¢5+46 4 5 6 =32
Building matedals 1383456 481064 64835 28374 347855 0.3477263
Wood and forestry
| products processing 610949 470135 45129 59227 364779 0.7695159
Ceramics, porcelain,
glass 205013 109335 15878 12699 80759 0.5333125
Food processing 561959 463338 10602 | 11662 441574 0.8253947
Leather 78435 42942 - 5646 1005 36241 0.54?4852
_ | . -

Source : General Stalistical Office.

per enicrprise), of which cooperative - 36 workers; private enterprises -42.5; and individual household
economic units in handicrafts and small industry - 3 persons per unit.

‘The average stafl of enterprises in 4 big cities is higher by about 1.5 - 2 times in comparison to the
national average of whole industrial branch. Up 10 27% of total labor (546,126 over 2,051,267) engaged in
enterprises over the whole country, are concentrated in these big cities. If the ¢riterion of “having staff
under 100 persons” is used to identify small-size enterprises, then almost all non-public emerprise can be
1aken as small-size ones: This judgmem also coincides with the sample survey results, oblained by the

. reseéarch group in 4 big cities.

‘As far as the turnover is concerned, genecally for whole branch, the SOUs have also a c!mr advaniage -
<X 4 16 million Dong per enterprise, in comparison to a figure of 209 million per cooperative; 1,332 mitlion
per pnvqtc enterprise; and 28 million per unit engaged in handicrafls and small industry.(see Table 2)

Ho Chim Minh City has the indicator of “turnaver per enterprise” higher than the national average.
Parucularly the average turnover of houscholds engaged in handicrafis and small industry in Hochiminh
City is by 5.5 times higher than the respective general average, by 13.2 times higher than (hat in Hanoi;

© 14.7 times - compared to Haiphong; and 9.7 times - to Danang. For Haiphong and Danang, this indicator is
lower, accounting oaly for about 1/2 of the general average. Meanwhile, the private eaterprises in Hanoi
have Iheir average turnover by nearly 2 times higher than the average.

Conceraing the total value of producuon the tréngd of SOE’s advanta ge is also cwdcnlly cecorded -
5,634 million Dong per state-owned enterprise; 90 miltioh Dong per coopérative; 461 million per private
enterprise; and 11.7 million per unit engaged in handicrafls and small industry.

The above-given trend is also reflectéd lhmugh the indicator “total production value per enlerpnse” in
4 big cities, where up to 36.7% (i.¢.6,650,323 over 18,116,895} of the total production value, generated by
all industrial enterprises in the whole country, are concentrated, of which Ho Chi Mish City alone assumes
up 10 27% (i.e. 4,953,757 over 18,116,895). _

The evident excess by the SObs in the above criteria can be justified through different reasons. The
most important of such reasons, besides certain advantages resulling from the macro-economic state
management policies in favor of the SOLs, applied in the recent period {e.g. ‘They have a trained labor
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‘force, a convenient location for production and business deployment, ctc.), should comprise the fact that the
capital resources of SOEs are by much higher. The Table 2 shows thal, on average, the SOEs gave their
available capital (9,042 miltion Dong) by 98 times higher than that of cooperatives (92 million Dong), by 13
times higher than that of private enterprises (713 million Dong), and by 800 fimes higher compared to that of
individua} households {11.3 mil. Dong).

By regions, entecprises in Ho Chi Minh City are better-off than those in other cilies. More precisely, their
respective figure is by 2.5 times higher than that of Haiphong, and by 1.5 times higher in comparison to that
of Danang. It is noticeable that the capital resources of individual households engaged in handicrafts and
small industey in Ho Chi Minh City are the besi(71.8 million Dong per production unit), by 16.7 times
higher than the respective figure of Hanoi, by 11 times higher than that of Haiphong, and by 12 times higher
than that of Danang. In case of private enterpiiscs, this indicator is comparable in 3 cities Hochiminh Cily,

' Hanoi and Haiphong (about 1.0-1.1 biltion Dong). :

By produclion branch, the SMEs are mainly involved in the following domains: building materials;
wood and forestry products processing; ceramics, porcelain and glass; food processing; leather. The Table 3
presents the proportion of total production value, the non-public enterprises assume in the abave-described
production branches. It reveals that the small enterprises generate a great miajority of production in food
processing (i.c. 82%), wood and forestry products processing (77%), and then in the domain of ceramics,
porcelain, glass and leather (53 - 55%). '

(3) Trends of main sectors

1) Textile and sewing sector .

This sector has a long history and the Vietnamese government fostered this sector long before
unification as an export industry, based mainly in Hanoi, aiming patticularly at the Soviet, East Germran and
Czechoslovakian markets. In the 12 year period from 1975, the year of unification, to 1987, the sewing
sector in Viet Nam enjoyed a great boom during which 58 million products were made for both the domestic
and overseas markets, With this sound background, the texlile and sewing sector has made steady progress in
its adaptation to a markel economy and has ensured il success as a growing sectos. Garments currently made
in Viet Nam are exported to 46 countries, led by the EU, Japan, Faiwan, South Korea and the US. The expost
value has rapidly increased, from 14.3 million dollars in 1991 to 18 million doHars in 1992, 360 million
dollars in 1993 and 550 miltion dollars in 1994, with a staggering annual growth rate of more than 50%.

2) Food processing sector . : _ ‘ - :

The highest growing businesses in the food processing sector are beer and soft drink businesses.
However, the production scale of these products does not fall into the category of smal!_—to~rﬁediuna size
business. Those products of which quick production growth is expected are also beyond the reach of the
production capability of SMEs. Likely products for SMEs this sector are those wsing farm producls of
marine products. To be more precise, cooking oif and processed drizd fish or shellfish are the most promising
products and their export volumes have been gradually increasing in recenl years.

1) Chemical products sector _

The prodiucts of SMEs in this sector are such household products as soap, detergent, paint and rubber
tires. The factories producing these items tend to use simple facilities operated in a labor-intensive manner.
The demand for these products is certainly increasing. A growing number of businesses wish to establish
joint ventures with foreign businesses to improve thei technology and to achieve the overall modernization
of their operation (o meet the changing life-style in Viet Nam under foreign influence and the increasing
export demand. Another promising area with an increasing demand is plastics although only injection
molding is curremly conducted by a smail number of businesses.

2. Rural induslries

State and other publicly-owned farms and coope:ratives_ which once played a c_eﬁ_lral role in agriculral
production under the centrally planned economy in the past have been undergoing profound changes due to
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the reform policies under a miarket economy, including the enforcement of the new Land Act which
designates individual farming houscholds as basic producnon units and allows the individual ownership
and management of farmland lo a great extent. : :

To be niore precise, the farming of state and other publicly-owned farms is now b'ised on the principle
of contracted production by farm workers, acknowledging the farming rights of individual works, and the
main functions of farms are the collection and shipping of products, post-harvest aspects of agrictllural
production and farming guidance. Farms are runon a self-accounting basis and still play a key role in the
dislcibution, processing and export/import of farni products.

ta the case of cooperatives, while their transformation to more modern cooperatives is hoped for, many
haveé either lost théir funclion or remained as production control organizations to ach:e\e production
tasgets. Therefore, their modernization is regarded as a'pending isstie.

* Under the new farming practice, a farming household or graup of workers enters into a contract with a
state or other publicly-owned fafm to receive farmland which the farmer or group in question is entitled to
farm for a spécificd period of time. Past of the harvest is paid to the farm as rent foi the land and the sales
receipt for the remaining harvest becomes the farmer’s or group's income. Even though the products are
often sold to the farm, there is no compalsory obligation for a farmer or group to do so. The farm may
purchase not only the products produced on its farmland but also those produced by neighboring
independent farmers for processing and markeling purposes, State or other publicly-owned farms play a
major role in the production and processing of such export products as coffee, tea anid rubber as well as
some traditional craftwork using farm products and, therefore, they are an important feature of rural
indusiries in Viet Nam.

Meanwhile, cooperatives have béen struggling to find a new role since the introduction of the Doi Mai
policy in 1988 to replace their old role as'pr’oductio'n control organizations. They are expected to assume
the new role of providing markel information, promoling technology extension, providing farming -
equipment and materials and providing managerial advice, etc. with a view (o assisting their member
farmers position as a vital part of the development of rural industries. Their transformation so far suggests
that they have failed to meet these expectations in a satisfactory mannet. Some 27,000 cooperatives were:
said to exist across the country in 1992, The sharp decline to the presently estimated 2,000 cooperatives
since then must reflect their failure to change to meet the challenges of a new economic climate, '

At present, visible industrial activities in rural areas are largely confined o the processing of some farm
products and the manufacture of traditional craftwork by state and other publicly-owned farms as described
‘carlier and small-scale rice mills operating throughout the country. The promotion of rural industrics poses
an urgent challenge to the Vicinamese govemment because of its absolute necessily to absorb the excess
population in rural areas.

il, Bottlenecks to development of SMEs and rural industries In Viet Nam

1. Smail and medlum enterprises

As already pointed out, SMEs in Viet Nam have lmdmonaliy been components of the national econonly
and have greatly contributéd to the couniry's material production. However, theic production activities and
status within the industrial siructure have béen far from stable in the recent period of upheaval,
characterized by a series of wars and changes of the social system.

Under the present market economy systém prompted by the introduction of the Doi Moi policy, SMEs
are expecled to not only stabilize and conselidate their status as componenis of the national industrial
struciure as soon as possible but also to increase their production capacity in view of the fact that the
Vielnamese econbmy now neads to build industries to absorb the ever increasing labor foree with a view to
nol only meeting the domestic demand but also stimulating the country's export activities. SMFEs are
expected to play an important role in the achievement of these objectives,
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Under these circumistances, the Governiment of Viet Nam is showing a growing awarencss of the
importance of introducing measures designed to strengthen and foster SMIis so that they can play a greater
role in the accelerated economic develapment of the country. However, the actual progress of the adoption of
such measures has been slow up to now.

An interview survey was conducted as part of the Study by MP1 staff on 15 representative SMIs in 4
major cities in Viet Nam (5 in Hanoi, 3 in Haiphong, 5 in Ho Chi Minh and 2 in I>a Nang), mainly on the
question of the present and future bottlenecks of business management. Although the small number of
samples, necessitated by the time constraing, demands careful handling of the survey findings, the existence
of the bottlenecks described below is clearly indicated based on the table of the survey findings and the MPI
report on the same susvey findings (sce Table 4).

(1) Capiltal shor(age and limited capital increase prospeets

The average paid capital of the SMEs surveyed is approximately 1,100 mitlion Dong (USS$ 100,000}
which is larger than the average paid capital of approximately 713 million Dong (US$ 70,000) for all private
businesses in Viet Nam in 1992 but is stated by the owners of 12 of the 15 surveyed businesses to be too
small to ensure efficient business management in the urban business environment. This inadequate level of
capital is said by these owners to be the cause of the limited production capacily and the difficulty of
introducing new technologies.

Even if these businesses plan to raise additional capital to solve the situation, they find it difficalt to do
so under the financing system of the presént government and must, therefore, raise capital either through
profit accurulation or personal connections. -

The suggested lack of a financial system Wthh is capable of assisting SMEs(patticularly pmatc
businesses) operating in markels offering opportunities for business expansion poses an important (ask to be
earnestly dealt with within the framework of the Vieiriamese economy. :

The concrete bottlenecks faced by SMEs in connection with the current financial systein include the
fallowing. '

{a) The high interest rate (the minimum rate can be said (o be 10% pcr annum although the interest rate
policy is under review) and maximum repayment period of one year make the use of loans for plant and
equipment investment irpossible.

() The strict conditions attached to loans, requiring safe collateral, and complmated loan procedure
make it impossible for SMEs to obtain loans given their financial and managerial stren glh

(¢} There is hardly any lmkage between banks and businesses,

(2) Limited scope for ‘inlrediction of new technologies

Most ‘of the currently operatirig SMEs in Viet Nam conduct their pmducnon activities wnh anuquated
equipment/machinery which is almost from the age of handicrafis and/or is well beyond their period of

'deprecmt:on “Fwo-thirds of the businesses surveyed expressed a desire to increase their production capacily

through the introduction of modern equipment/machinery. This survey finding is shared by the joint survey
conducted by the German SMEs Association and the Technonet Asia Organization on 86 Vietnamesc
SMFs(36 in Hanoi and 50 in Ho Chi Minh) in December, 1994

The survey findings suggest that ahhough the shortage of fuads described earlier is (he main reason for
the faitare of SMEs to achieve their strong desire for modern equipment/machinery, the lack of mformaimn
on the avmhblhly of new rechnologies is also said to play a part in such failure.

. The gquestionable quality of the producis made usmg antiquated, poor equipment/machinery is said 10
have frequenily hampered new business opportunilics.

Most managers of SMEs would like to see the mplementanon of appropriale government measures and
to obtain the vital inforination required (o solve the current snualmn and the swrvey finding that some
businesses are cansidering the establishment of business links with foreign businesses underlmes the
eagerness (o improve the:r business pcrformance among SMEs in Viet Nam
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(3) Shortage of marketing information and competition with iltegally imzported products

“The developmem of SMs in Viet Nam has been obstructed by the insufficient provision of marketing
information which is manifest in the form of the difficulty of conducting production planning due o2
shortage of market-related information, in twrn caused by the immaturity of industria associations Lo support
SMEs. and alse the difficulty of forecasting the required production level to meet the demand and the
required standard quality, in turn caused by the difficulty of establishing the consumption demand, in both
the quantitative and qualitative aspects. What has made the situation worse is the confusion in the domestic
market caused by the huge inflow of illegally imported products which has caused strong concern in recent
years. Unless the government urgently tackles this probtem in an appropriate manner, the economic activities
of SMEs, which must be encouraged, will greatly suffer.

(4) Taxation system and tariff system, elc. designed to foster small-to-medium size businesses

Many managers of SMEs have expressed the opinion that the current systems, including the (axation and
tariff systems, have unfair elements in their dealinig with private businesses compared to their trealment of
state-run businesses. {This point requires elaboration in a furiher study as the details of such unfair treatment
have not been sufficiently clarified by the present Study).

In any case, there are grounds to call for a review of the present legal and other systems and the
ifitroduction of new measures lo encourage SMEs(particularly private businesses).

(S) Lack of technical expertise

The school attendance fale and general educational standard in Viet Nam suggest that the proportion of
skilted workers is approximately 40% of the entire workforce. SMEs(particularly private businesses) in Vicl
Nant are not in a position to employ such skilled workers, however, mainly because their poor financial
sirenglh necessitates a low wage base. The fact that small and medium enterprise fiid it difficult to have
access to the vocational training opportunities provided by the government or industrial associations also
contributes to their difficulty of breaking the present situation in which they cannot foster high grade
engineers and administrative staff of (héir own. :

(6) Constrainis on busmcss expansion programs

In addmon to the constramts posed by the low wage base described above, there is also a phys:cal
consiraint in urban areas in that it is difficult to obtain land for business expansnon and this is mcreasmgly
becoming a major constraint with the advancement of urbanization. The situation has become so critical that
there is now a strong call by public bodies for the establishment of suburban industrial parks for SMFs-
(Here again, the opinion that private businesses are al a disadvamage in obtaining land compared to state-run
businesses is voiced.) - :

- (P Lack of infrastructure

- Another problen is that the lack of infrastructure in urban areas obstructs business activities. The study
findings have revealed various problems in both the production and distsibution fields, including qualitative
and quantitative problems of the water supply facilities, an unstable power supply (especially in southern
viel Nam) and scrious fraffic congestion due lo the inadequate road nelwork. One example of the adverse
effects of the infrastructure shortage is the seport that an electrical manufaciurer in Haiphong has missed a
JV opporltunity with an overseas manuraclurer because of the lack of infrastructure. .

“The above analysis results IIEuslrate the qualnatwe srde of the bottlenecks to the development of SMIZs
found by the present Study. It is hoped that a follow-up study will be conducted to establish further details of
these bottteftecks as the limited number of samples examined by the present Study due to the time factor did
ot atllow etaboratiori of the iniliat findings on the bottlenecks.

- 2. Rural mduslnes

Almost 80% of the country’s total populanon lne in rural communities which are also a key component
of Victnamese society due to food production for not only domestic consumplion but also for export, mainly
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rice, as an iniportant national revenue source.,

Since the introduction of the Doi Moi policy in I988 the Government has been :mplememmg a
comprehensive agriculiurat development strategy which aims at achieving the increased production of not
only food products but also agricultural products for industrial use with a view to facilitating the combined
development of agriculture and the manufacturing indusiry. Moreover, stock raising is also considered part
of this stralegy to achieve the all-round developmeat of rural comnunities. '

Despile active efforts made by the government, the achievements of this strategy are not yet very
noticeable due to the limited farming area per household (estimated national average of 0. 77 ha) and other

“unfavorable conditions. Under the present citcumstances, farming households cannot be expected to save
and the envisaged combined development of agnculiure with other ihdustries appears to be still far from
becoming a réalily. :

The ultimate objective of socioeconomic development in Viet Nam seems o be the establishment of a
diversified economic structure in which farmers and other people conducting agriculture-retated activities
enjoy a high income and good living standard in an affluent rural environntent. In this sense, the
development of rural industries is an important policy issue for the government.

For the present Study, MPI staff conducted an interview survey on the perceived bottlenecks for the
development of typical rural industries in provinces niear 4 major cities in Viet Nam (Hanoi, Haiphong, Da
Nang and Ho Chi Minh). Although the limited number of samiples and the geographical bias involved in

~ this survey make it difficolt to clarily the national picture, the {indings are still deemed vseful to shed light
on such bottlenecks as described next. (It is hoped that a more delailed and comprehensive survey will be
conducted in the near future.)

(1) Lack of business capital :

Rural businesses, possibly classified in the category of such cottage industries as family-run rice
polishing mills and agricultural tool repnir shops, elc., are curremtly found in many rural areas but the lack
of capital accumulation by these businesses and the lack of a financial system to provide them with starting '
capitat have prevented their further growth.

In addition to some 7,000 agricultural credit untons, the Agricultural Development Bank of Viet Nam
has a branch network throughout the country, providing loans for the agricultural, forestry and fisherics
sectors, staté farms and cooperatives, etc. The limited nature of the total funds available for loans and the
. preferential treatrent of state enterprises and state farms mean that only 10% of the total loan amount went
© to individual farming households in 1993, underlining the ineffectiveness of these loan facilities to promote
* cural industries, Tn more recent years (since 1994), the southern provinces around Ho Chi Minh are said to -
be secing an increase of stock raising-related rural indusicies as many joint ventures established through
o direct investment by foreign companies have sought local subcontractors. This linkage with foreign
companies moving into Viet Nam through direct investiment can be regarded as a viable strategy to promote
rural industrics. Unfortunately, however, this strategy has the inherent limitation that it is only feasible in
areas near a large city and with relatively developed basic infrastcucture (described later). For the
* nationwide promaotion of rural industries, the likely way forward is the diversification of agricultural
products, followed by encouragement of industries to process diverse producls.

{2) Absence of basic infrastruciure (particuiarly roads) _

It is probably no exaggeration to say that the largest botileneck which has kept rural communities in
Viet Nam out of the process of modernization and the market economy is the tack of access to markets due
to the absence of a retiable road network, The key ingredient of the strategy to break up the monoculture-
dominated economic siruciure and (o diversify the rufal economy is the creation of distribution, information
exchange and human exchange networks to facililate access o markéts and to disseminate market
information. In short, the development of local roads 1o link rural areas to conswmplion areas is a
precondition for the development of rural mdusmes
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Objective Main Policy

,,,,,,,, -

Creation of Employmzn -4 -— pPromotion of indusiies with a large labour
Oppodtunitics RN absorption capacity

Encouragement of tie establishment of new
businesses (measures to promole smali-to-
mzadium size businesses)

Promotion of rural industrics

[lmprovN Trade Balznce J—* ———————— - Immediate 2nd futbre promotion of expont
: - —- industeies (the  foad precessing and apparel
industitcs ate ciossl}' related. 1o the promotion
{through domestic of smabl-to-medium size businesses and ural |
procureinent of capital and : industries)

intermediatz goods)
Impoit-substitution " industrialisation focusing
on - industrics which are curently heavity

dependent on imporis

Advancement of Induswial and  |-~——%— Promotion of industrics with large potential to
Teehaical Steuctuces and steeagih industrial linkage and to disseminate
Strengthened Industrial .\ technologies
Linkage _ '

- \ Promotion of supporting industries (especially

the machine and ¢lecwonics indusiriés) for the
above strategic industries

Issues Requiring Careful Planning

Suppression of Growing - ~a———-— fnafrastruciure improvedent and prefecential
- Regional Gaps ' \ mieasures for kéy regional development arcas
Promation of rwral industries
Prevention of Eavironmanta) e — Well-planned disicibution of industrizs
Destruction

—-
T Thorough checks on individual projects

“Figure 1 Position of promotion of small and medivm enterprises and rufal industres in industrialization process of Viet Nam
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{3) Shoriage of manpower in traditional craft“ork sector

Rural areas in Viet Nam have long boasted the tradition of high quality handicraflls (slone-craﬂs
poltesy and rattan work, etc.) and it is not unusual for an entire village to be invelved in craftwork in one
way or another 1o form iocal industries. The gradual decline of craftwork under the previous centrally
planned socialist economic system and the shortage of people willing to learn craftwork skiils under the
present market cconomy system have made it essential lo foster new manpower to preserve the traditional
craftwork sector. In addition, a distribution system for handicrafts in the domestic market and for export
must be properly established.

Having identified the qualitative bottlenecks described above, il is hoped that a further study will be
conducted to establish a more detaited picture of the botilenecks given the impoitance of promoting rural
industries for the development of rural communities in Viet Nam.

. Necessity to promote SMEs and rural industries In Viet Nam

The findings of the careful examination of the development processes of NIEs and ASEAN countries
clearly suggest that the Government of Viet Nam must promoie the development of SMEs and rural
industries as a key issue to achieve the goal of import-substitution industrialization and to facililate the
growth of export-oriented industrialization in the ongoing process of Viet Nam’s economic development
under a market economy regime. Policies designed to assist the development of SMEs and seral industries
will generate the following positive effects.

(1} Increased employment opporiunities

The introduction of a government policy o provide immediate and future employment apportunities to
absorb the surplus labor in rural communities in Viet Nam is an uigent socioeconomic task for the
* government. The development of SMEs and rural industries will be a crucial component of such a policy.

(2} Contribution to improved trade balance

Import-substitution industrialization and the promotion of export mdusmes will obviously i 1mprove Viet

' Nam’s internalionat trade batance.
~ (3) Stronger industriat Jinkage and mcreascd ‘dissemination of (echne!ogles through market
_ competition :

i Tndustrial linkage will be strengthened through the stage of multiple- la)end development involving
businesses in dilferént sectors while technologies will be further advanced and widely disseminated to’
produce more added-value. At the sarae lime, the stronger industrial linkage and increased dissemination of
technologies will foster industries to support those industries (particularly the machine and electronics
industries) of which the development is a strategic larget of the Government of Viet Nam.

The policies designed to encourape SMEs and roral industries described above miust be accompanied
by other policies aiming at assisting infrastructure development and providing incentives for (he well-
planned distribution of industries (o rectify regional gaps. These additional policies are important to avoid
the detrimental effects of development on the environnient,

The linkage of the above-mentioned policies is schematically shown in Figure 1.
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Record of the Vietnanmese-Japanese Conferences in Phase 1 of
the Study on Economic Development Policy in the Transition
toward a Market-oriented Economy in Viet Nam

1. Preliminary Conference in Hanoi for Project Formation (May 1995)

Main academic members of the Japanese side participated in (his conferencé. Tt was agreed that the
project be proceeded as joint Japanese-Vietnamese study for the two year period ; the first year as Phase 1
and the second year as Phase 2. In this conference, the Viel Nam delegates requested that the $apanese
academic members make, in a few months, corments and policy suggestions on the early version of the
draft new Five-year Plan, which should be prepared soon. The Japanese side accepted this request, calling it
as the réquest for “Urgent Proposal.”
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2. The First Hanoi Workshop {Augus! 1995)

—- Urgent proposal lor the Tnitial Draft of the Five-year Plan and discusslon on research topics for joint

study project

Monday, Aug. 28 (8th Floor, JICA Viet Nam Office)

Opening Ssssions
1. Opéaing remarks
Victnamése side
Japanese side

Sesslon 1 (Macroaconomy)
1. On Iniial Draft Five-year Plan
(1) Feasibility to achieve targets of macrocconomics growth
{2} Sate enteeprise reform
2. Vielnanucse presentation on the planning model
Undeilying bencath Initial Draft of Five-year Plan

Session 2 {industrial policy)
1. Usgent comments on the Five-year Plan )
2. Comments on Initial Draft of Five-year Plan on ASEAN, AFTA and APEC oa the retationship
between the economic geowth of aeighboring counlics and that of Viet Nam
3. Vicinamese presentation

" Sassion 3 (Fiscal and monetary policy)
I. Urgent propasals on Five-year Plan

) 2. Yictmamese Presenlation

Masaru Todoroki
Vo Hong Phuc
Norio Hatton

Shigeru Ishikawa
Koji Harpia
Nguyen Quang Thai

Yasutami Shimomura
Shujiry Urata
Kenichi OQhno

Ryokichi Hirono
Toshihiko Kinashita
L.ai Quang Thuc

: IUeSday, Aug. 29

; Ses_sidn 4 {Agriciitural and rura! development)
" 1, Urgent propuasals on Five-year Flan
© 2. Yiclnamese presentation -

"~ Sesslon 5
Discussion

Sesslon 6, 7
Biscussions |
“With the aim at clarifying priority of joint research work doring phases 1 and 2
-Questions

Yoroseka Hara
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3. The Consultation Meeting In Tokyo on Research Designs (November 1885)
- Discussion on the sub-toples for research groups of the joint study

Maonday, Nov. 27 (Meeting Room C, 27th Floor, Shinjuku Mﬂsu: Building)

1. Opeaing remacks and introduction of the members and other attendanis of Japanc:c side
* 2. Introduction of lha.‘,' members of the Viclnamses side
3. fatcoduction of the New Five-year ?.ian of Viet Nam
4, Question & answer
5. Consuliation on the toples and research plan of the study
{1} Review of the prior consultation of 22ad October

(2} Vielnamese comments on the Japanese proposal on the research plan

6. Presentation on the research plan & praparation of each sub-committee

Shigeru Ishikawa
Nguyen That Nguyen

Nguyen Quang Thai

Stigeru Ishikawa

]

(1} Mactodconomy
(2} Fiscal and monetary policy Ryokichi Hirono
(3} Industriz] policy : Yasotami Shiriomura
{4) Agricultvral and ural development Yonosuke Hara ’
(5) Question & answer

7. Presentation by l’le Japancse s:de o0 the final cesearch plan

Tussday, Nov. 23

1. Sub-commitice of MACROCONDITY

{1) Growth, inflation and deficit of internationad balance of paymeat — Analysis by stzadard type Mitsuo Ezaki

models
{2) Developmeat and envischment in industrializing Asia : An economic point of view

2. Sub-commitice of agricultural and rural devielopment
© (1) Vict Nam : Agricultural and rucal developient
(2) Issucs of reral fingnce - Examples of Japan and Thailand

3. Sub-committee of fiscal and monetary policy
{1) On the foreign saving mobilization, managenxat of foreign debits and control of exchange rate
(2) A research plan fortwo phases
(3) Economic transition and fiscal mancgement of Viet Nam - Further issucs 1o be discussed

4. 'Sub-committee level discussion on the reseacch plan

5. Suhfommzllec of industrial pollcy
{i) Pmpcr choice of industry and technologics and the dualistic econony
(2) Relation belween Vielaamese economy and panticipation to AFTA and APEC

6. Wiap-up session
" {1) Discussion and agreenient on the fiscal research plan
(2) Cosisultation on the additionat corumeals on the New Five-year Plan of Viel Nam
(1) Any other mattess relevant 1o the subject

Shigeaki Fujisaki

Yonosuke Hara
Yoichi Lrumida

Toshibiko Kinoshita
Shinichi Watanabe
Eiji Tajika

Masahiko Ebashi
Koichi Ghro
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4. Tokyo Workshop (January 1996)

—- General comments on the Draft Five-year Plan (CG Vefsson) and agreement on Sub- toplcs of lhe

joint study

Sunday, Jan. 28 (Meeting Rocm A, 27th Floos, Shinjuku Mitsui Buitding)

1. Opeaing reanarks and overview
Introduction of the me mbers of the Japanese side
2. Introduction of the members of the Victnamese side

Introduction
{. Comments on Five-year Plan _
2. 8elected issues in the New Victnameses Five-year Plan : Experences of Japan and China
}. Disparily issucs — Experiences of integrated regional development planning in Japan

Mactoeconomy
1. Issues on macroeconomics in Viet Nam
2. Simulation analysis on growth yesus stabilization
3. Recommendation on industrialization and the protection of environniat ta Vict Nam
-— Based on Japanese eaperience
4. Discussion

Fiscal and monetary policy
1. Fiscal and tax refoon towands year 2000
2, Mobilization of domestic savings
" 3, Ecopomic transision and fiscal managene i of Viet Naw : Forther issues to be stud::.d
4, Rescarch on roobilization of dormestic savings
5. Medivm and Yong term finance in Yict Nam
i -— Sitation anakysis and approach towards improvement
6. External debt and FDI
7. Discussion

Shigeew Ishikawa

Le Duc Thuy

Le Du¢ Thuy
Shigeru Ishikawa
Ryoichi Yamagishi

Le Duc Thuy
Shinichi Watanahe
Masashi Hauos

Tran Van Ta
Ryokichi Hirono
Eiji Tajika
Shinichi Watanabe
Kazuyukd Mori

Toshihiko Kinoshita

- Monday, Jan. 29

[nductna1 policy
1,00 some issucs of industrial developrent origntation in Viel Nam
2, Comme nts on the selection of the five capital inténsive industaes .
. 3, Quticok 'of the international market conditions and issues related o inv estment into the five
. “capital intensive industrics
! 4. Impact on Yietnamese coonomy by joining in AFTA
- 5. Future dircction of APEC after OS AKA meeting : Implication fur V:el Nam
" 6. Discussion

Agricultural and rural development
"} Vietnznwse problenis in agriculturat sector and the possible measures
2. Onimprovement of agricuitural productivity in Viet Nam

4. Discussion
1. Remarks
2. Wrap-vp and closing iemadks

-3, Financial organizations ia rural area © Asian oxpericnce and its possible application o Viet Nam

Pham Quarig Ham
Yasutarni Shimonwea -
Koichiro Fukui

Koicki Ohno
Masahiko Ebashi

Nguyen Xuan Thao -
Yonosuke Hara

Yoichi lzumida

Vo _llo-nzz_[’-h{x:" ------
Shigeru Ishikawa

Le Duc Thuy

182



5. The Second Hanoi Workshop (March 1996)
-~ Discussion on rasults of the Joint Research

Friday, March 1 (MPI Training Cenlter)

Opening remarks
1. MPI
2. Embassy of Japan
3JICA

I. Macroeconomy
{1} Macroeconomy and poverty in Viet Nam
Comments
* (1) Macrosconomy and regional development
Commints _ _
{3) Result of macm madel analysis (Growth and stability)
C\&mmen!s
* (4) Environmental probleris in Viet Nam
. Comments '
(5) Gedeeal discussion

i1. Industrial policy

{1) Some issues on industrial policy

Commenis
"(2) Participation in AFTA and APEC

Comments

(3) SmaM and medivm size caterprises and agricultiral industry
Comiments

(4) General discussion

‘Pham Quang Ham

Vo itong Phue
Shiro Sadoshima
Masane Todoroki

Shigeru Ishikawa
Nguyca Quang Thai
Nguyen Quang Thai -
Shigeru fshikiwa
Shinichi Watanabe -
Nguyen Buu Quyen
L¢ Dang Doach
Shigeakd Fujisaki

Kenichi Chno
Koichi Ohno '

Ho Quang Minh
Nguyen Dinh Phan
Masahiko Ebashi - - -
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Salurday, March

I1. Industrial pelicy (Cont'd from March 1)
{5} Five capil'a l-intensive industries and possible problem for new investroent

Comments

HI. Fiscal and monelary policy

(1} Financial reformi toward 2000

(2) Taxation reform in Viet Nam

{3} Comimx ot on fiscal and monetary policy

* {4} Comments by Japancse cxpens

{4} - 1 Ovenall comments
(4} - 2 Comments on the manageme el of foreign capital mobilization
{4) - A Comments on the domestic saving mobilization
(4) - 4 Commeats on the fiseal mobilization

(5) General discussion

IV. Agricultural and rural development
(1} Divecsification of agricultore in Yiet Nam
Comment : with special emphasis on the developrient of food crop
() Deveiopniem in the rural oradit system of Viel Nam
' Comroemts from the p-:fépcc!ivc of the cooperatives and rural credit systein

(3) Commenlts on agricultural improvenaend o

‘ Froposal of agricultueal '__po!icy COnIments

(4) General discassion ;

- ¥, Discussion

Coaclusion

Closing remarks

Koichiro Fukui
Ngo Dinh Giao

Laj Quang Thuc
Fran Van Ta
Yo Dai Luoc

Ryokichi Hirono
Toshihiko Kinoshita
Shinichi Watanabe
Kazuyuki Mori

Nguyen Xuvan Thao
Seiji Shindo

Dang Tho Xucng
Yoichi Lzumida
Yonosuke Hzra
Yumio Sakurai

Shigeru Ishikawa
Nguyen Quang Thai

Vo Hong Phuc
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