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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

Puipose of the investigation

Three sites which have been selected by the Viet Nam’s side arc surveycd to
investigate the following.

- Land form and natural conditions such as soil condition, climate, etc.
- Actual condition and futvre plan of infrastructures

- Utilities such as clectricity, water, ctc.

- Incidental facilities such as hospital and school

- Labor

- Availability of raw malerials and fuels

- Market

The three proposed sites where a new stcel production plant is constructed
are judged appropriate for every ilems mcntioned above based on current
situation and future plan of each sitc. Then, priority is given to each site
judging from the criteria which have been prepared. Also each site is
examined to see possibility of accommodating expansion plan. Thus, the
result is submitted to the Viet Nam’s side for its final selection.
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JAFAN INTERNATIONAL COOPERATION AGENCY {JICA)

2.

2.1

(1)
(2)

2.2
(N

Formulation of criteria for site selection

The purpose of establishing the criteria

To give priority 1o 3 proposed sites

To examine possibility of accommodating expansion ptan at 3 proposed

sites

The criteria for giving priority to 3 proposed sites

The items of the criteria

Table 2-1

The items of the criteria

[ The items of criteria from a
viewpoint of shorl term basis

The itcms of criteria from a
viewpoint of long term basis

1} [Iafrastructure

- Port

- Water supply

- Power supply

- Telecommunication
2) Land reclamation
3} Current residential and

welfare facilities

1) Labor

2)  Accessibility to raw materials

3) Accessibility to markets

Note: These items which were recognized difference in 3 proposed sites and were not
confirmed sufficiently in the previous survey have been sclected based on the

results of firsl site survey,

(2) The way of determining for the priority
The way of determining for the priority is shown in the flow below.

As to the above mentioned items, rough cost
estimation will be examined

—~L T

of the

ilems from

The cost difference
compared of the
a items

viewpoint of short

The cost difference
compared
from a
viewpoint of long

e S~

term basis.

The priority of each site shall be judged by
considering the viewpoints of short and long
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

1) The compared items of criteria from a viewpoint of short term basis

The cost difference of provisions for infrastructurc—l

+

The cost difference of land reclamation ‘]

+

The cost difference of provisions for
residential and welfare facilities L

- -

The difference of consiruction cost at each site

~

(Difference of construction cost at cach site) /
{ncw steel plant construclion cost)

2} The compared items crileria from a viewpeint of long term basis
a) The difference of transporting cost to markels

Transporting quantities
to cach market

Transportation measures
to each market

i

Teansporlation cost to each

market
]

The difference of transporting cost to each sile

b) The cost difference of supplied raw malerials

¢} Labor

The cost difference
between imported and
domestic raw materials

The supplied quantitics of
domestic raw materials of
each site

L

1

|

each sites

The cost difference of supplied raw materials of

To confirm stable availability of labor at cach site

Name of Project : Final Report _
Master Plan Study on the Development of Steel Industry in the Socialist Republic of Viet Nam

JICA/Nippon Steel

Chapter

Date: Feb 17, 1998

Rev.: i

Part Scction " Page
4 2 3




JAPAN

INTERNATIONAL

COOPERATION AGENCY (JICA)

2.3 Possibility of accommodaling of expansion plan at 3 proposcd siles

The criteria is shown in “The Criteria for Site sclection in the 1*' Survey
(The Revised edition)”.

Table 2-2 shows the relevant figures of criteria for each of the production
processcs.

Table 2-2  Relevant figures for the items

BF & BOF |DR & EAF|SR & BOF EAF
1. Site area (ha) 375~ 425 275~ 325 350~ 400 200~ 250
2. Water volume (m*/day) 170,000 130,060 130,000 103,000
~ 200,000 ~ 150,000 ~ 150,000 ~ 120,000
3. Electricity from outside '
nctwork (MW) 200 320 260 260
For constyuction --- 10,000~ 15,000
4. Manpower {persons) .
For opcration --- 10,000~ 15,000
3.1 Ore 7,000,000 | 7,000,000 | 7,000,000 .
{t/year)
5.2 Scrap i i ) 5,000,000
5. Raw (tiyean)
5.3 Coal
materials (tfyear) 3,500,000 - 4,500,000 -
& fucls |54 Oi‘;‘"s 1,500,000 700,000 | 2,000,000 200,000
5.5 Natural i 15,000,000 R -
gas or fuel Gcal-net/year

*1: Such as limestone, ferroalioy, etc. _
Note: In case of purchasing power from oulside network, voltage should be 220 kV and
voltage fluctuation should be within * 3%,
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

4, Decision of candidate site

After the discussion from technical, economic and political points of view,
the Stecring Commitice members proposed “Mui Ron” as the site for a new
integrated steelworks on June 26, 1997.
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Appendix |

_rcmose | of CUA SOT PORT PLAN
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[Cose 2of CUASOT PORT PLAN
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Case 3 of CUA SOT PORT PLAN

\Fj‘:.
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MUT RON PORT PLAN
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JAPAN INTERNATIONAL COOPERATION AGENCY (3ICA)

DUNG QUAT PORT PLAN
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JAPAN INTERNATIONAL COOPERATION

AGENCY (JICA)

Section 3 Survey for Mui Ron and Dung Quat
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

Purpose of the additional survey for infrastructure and utility in Dung Quat

Purpose of the additional survey is to reduce the investment cost for
infrastructure and utility at Dung Quat site, under the following conditions:
1) To confirm the site conditions such as arca allowed for the construction of
~ the new integrated steelworks.
2) To share the port facilities such as breakwater and dredging with the Dung
Quat port master plan by another JICA Master Plan team.

Dung Quat site is studied from the following points.

1) The difference of infrastructure conditions such as port, water supply,
access to the electricity source, ctc. between Mui Ron and Dung Quat should
be compared. Then the influence of such differences is evaluated from
viewpoint of impact on the new integrated steclworks.

2) General layout drawings for the both sites arc prepared.
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA}

1)

2)

Facts and findings newly obtained and changed from the last investigation,
through Dung Quat additional site survey

Location of the oil refinery

The location of the oil refinery is determined at the west-south region of the
site and its related storage facilities are to be located at the cast-south at the
site.

Location of the new integrated steelworks :

It was confirmed by the tocal authority that about two{2) km of coastal line
from the breakwater at the river mouth to the southern direction would
possibly be utilized by the steelworks, while about one{1) km of sea surface
from the coastal line could also be utilized by the steelworks by reclaiming
the port.

The western region of the site could be utilized for the steelworks without
any restriction,

Construction of reservoir

New reservoir is required. However its construction cost is not required for
water consuming industry.
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

3. New layout for Dung Quat
3.1 Layout drawings submitticd by JICA team for the study

JICA team submitied the following four(4)} layout drawings at Dung Qual
site for the study of the local authority as attached hcreto:

{1) Dung Quat(Original)

(2) Alternative 1

(3) Alternative 2

(4) Alternative 3
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JAPAN INTERNATIONAL. COOPERATION AGENCY {(JICA)

(1
(2)
(3)

(4)

3.3

The results of alternative layouts bascd on discussions with Authority

Alternative 1: Interferes with the oil refinery facilitics

Alternative 2:  Also interfercs with the oil refinery facilities

Alternative 3: Requires full length of coastal line of Dung Quat port,
making it difficult to plan other industrial facilities at the
port area.

The original : Requires the elevated construction cost for raw material
berth and product berth of the steefworks

New layout for Dung Quat

New layout for Dung Quat bascd on the new site conditions is shown on the
next page.
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JAPAN INTERNATIONAL COOPERATION AGENCY {HCA)

4. The infrasiructure conditions of Mui Ron and Dung Quat

The infrastructure conditions of Mui Ron and Dung Quat are shown in Table
3-1.
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

6. Evaluation of cach site from viewpoint of IRR
Precondition for IRR calculation is as follows;
- The initial investment cost of infrastructure of Mui Ron site is US$18
million cheaper than that of Dung Quat site. _
- Dung Quat site can save US$5 million/ycar of the product transportation

cost tg the market than Mui Ron site.

IRR calculation results of each candidate site is shown in Table 3-4.

Table 3-4 IRR calculation results of each candidate site ’!
Mui Ron Dung Quat
IRROI (After tax) 6.67% 6.71%
IRROI {Before tax) 7.57% 7.61%
IRROE 12.00% 12.91%
Variable cost .
10%up 5.85% 5.92%
10%down 0.22% 9.24%
Operation fixed cost
10%up 7.30% 7.34%
10%down 7.83% 7.87%
Total investment
10%up 6.51% 6.55% ‘
10%down 8.77% 8.81% '
Slab import price
10%up 7.27% 7.31%
10%down 7.88% 7.92%
Evaluation No significant difference
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

1)

2}

Consideration

From viewpoint of initial investment

There is no significant difference in initial investment between Mui Ron and
Dung Quat sites. The differcnce of US$ 18 miltion should be considered as
a small amount in view of the total capital expenditures required for the
integrated steelworks.

From viewpoint of producl transportalion

Dung Quat site is more advantagcous than Mui Ron site. US$ 5 million of
lransportation cost will be saved every year as far as the steclworks is
operated.

From viewpoint of expansion possibility in the fulure

Mui Ron site is more advantageous than Dung Quat sitc. Because of the
limited site space to eastern direction at Dung Quat sile, the expansion work
for additional installations will not be easy, if the integrated steelworks will
need to cxpand its production capability in the future. On the other hand,
Mui Ron site is easy to expand ils production capability to the west, cast and
south directions, in case such expansion becomes necessary in the future.

Note: The general layout of Dung Quat is a preliminary layout. Comparison of
layout drawings for the both sites from technical viewpoint is not appropriale
at this stage of pre-feasibility siudy.
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JAPAN INTERNATIONAL COOQPERATION AGENCY (31cad

Section 1 Basic Information for Recommendation
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Yearly GDP growth rate

JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

Outline of macro-cconomic performance

Although various policies were undertaken for promoting cconomic reform and
opening its market to foreign countrics under the doi moi program which was
introduced in 1986, the Vict Nam economy suffered from macro-cconomic instability
from the start because of soaring inflation (an annual increase of three-digit per cent),
stagnation of production, a big deficit of the current account, falling valuc of the
currency, etc.

Further drastic economic policies were implemented to prompt the reform and lry (o
put it back on track from 1988 to 1989, rcsulting in the improvement of the national
economy through a recovery of agricultural production and the curving of inflation.
However, the government still encountered a lot of difficult:es.

Macro-cconomic management after the carly 1990s has shown betler performance
enabling both stability and development at the same time. Figure 1-1 shows the
GDP growth rates.  GDP has been growing at over 8% p.a. in real terms since 1992,
The annual inflation rate has decreased to the order of 10% or less since 1992 from
much higher rates before 1991, The annual economic growth rate was 8.2% p.a. on
average from 1991 through 1995, which greatly exceeded the targel of the 1991-95
Five-Year Plan which was 5.5 - 6.5% p.a.

(%)
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Figurc 1-1  GDP growth rates
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

The average annual growth rates by industrial sector in the 1991-95 period were 4.5%
for agriculture, 13.3% for industry and 12% for services. The industrial sector,
which includes mining and construction sub-sectors, recorded the highest growlh rate
among the three sectors reflected by the boom of construction and oil & gas
exploration and production.

Table 1-1 shows the GDP composition by industrial sector. The share of industry
and services in GDP increascd steadily, while that of agriculture decreased.  The
problem wilh the agricultural sector is that the work force engaged in it is considered
aver 70% of the total work force in Viel Nam, although it only accounts for about 30%
of GDP.

It is noted thal the output of the industrial sector surpassed that of the agricullural
sector in 1995, so it can be said that Viet Nam is surely stepping loward becoming an

industrial country from an agricultural countsy.

Table 1-1 GDP composition by industrial sector

(Unit: %)
ftem 1990 1995
Agriculture, forestry & fishery 38.7 29
Industry 227 29.1
Services 386 41.9
Total 100 100

Sousce; General Statistical Office, VHIith National Congress Pocuments

1996-2000 Five-Year Plan

2.1  General

The 1996-2000 Five-Year Plan was discussed in the VIIith National Congress held
in June 1996 and approved by the National Assembly held in November 1996.

To achieve the “accelerated industrialization and modernization which is described
in the plan”, the priorily is put on sclective development of heavy industry (energy
and fuel, building materials, engineering, shipbuilding and repair, metallurgy (steel),
chemicals) as well as development of the food processing industry, produciion of
consumer and export goods, and clectronics and information technology.
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

2.2 ‘Targets of GDP growth rate and GDP struclure

23

Table 1-2 shows the largets of GDP by the 1996-2000 Five-Year Plan. By
achievement of an average annual economic growth rate of 9-10%, the per-capita
GDP in the year 2000 can be double that of the level of 1990.

As is experienced by many countrics, the growth rate of agriculture, forestry and
fishery is set comparatively low, although it is expected to steadily grow. By
reflecting the high growth rates achieved in the 1991-1995 period, the industrial and
service sectors are given higher growth rates at 14-15 and 12-13% p.a,, respeetively.

Table 1-2  Targets of GDP by the 1996-2000 Five-Year Plan

Av. growth rate GDP structure in 2000
(%pa) (%)
GDP 9-10 100
Agriculture, forestry & fishery 4.5-5 19-20
Industry (incl. construction}) 14-15 34-35
Services 12-13 45-46

Industrial development programs

The government has made various industrial development programs (o boost
production and upgrade technology as shown in Table 1-3.
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JAPAN INTERNATIONAL COOPERATION AGENCY JICA)

Table 1-3  Production by the year 2000

| ltcm 1996 2000
Qif and gas
Crude oil (million t) 85 16
(BPD) 170,000 320,000
Gas (billion m’) 0.73-1.1 374
Flecirici
Capacity (MW) 4435 5,400
Supply (billion kWh) 14.6 30
Coal (million t of sorted coal) 9 10
Steel (million t) 1.0 2 i &
Cement {million t) 7.5 18-20
Phosphate fertilizer {million ()* 12
Ha Bac urea plant (1000 1)* 110 350-400
Gas-sourced N-fertilizer (1000 1)* - 600
*+: Capacily
Source: Viel Nam’s newspapers, magazines, ete. (figures in 1996)

V1IHh National Congress Documents (figures in 2000)

The following are the targets and tasks for industrial sub-sectors relevant (o JICA’s
study:

1) Oil and gas:

a) Crude oil production: 16 miltion t/y (320,000 BPD)

b) Gas production: 3.7-4 biflion my l
c) To make a natural gas utilization master plan

d) To completc the two gas pipeline projects (4.5-5 billion m’/y)

¢) To construct the first oil refincry (6.5 million t/y = 130,000 BPD)

2) Power supply:

a)  Additional capacity of about 2,500-3,000 MW

b) Power generation of about 30 billion kWh

c) Rehabilitation of, and addition to, the network of transformer stations and
clectricily grid

d)  Application of effective policies and measures to ensure rational and
economical power consumption
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2.4

2.4.1
m

5)
6)

7
a)

b)

)

Coal industry: Increasc the current capacily to about 10 million t/y of sorted
coal output

Festilizers:
Phosphate fertilizer production capacity to reach 1.2 million t/y
Expansion of Ha Bac urea plant to 350-400 thousand t/y
Construction of the first gas-sourced nitrogen fertitizer plant with a capacity of
600,000 t/y

Cement: Production capacity to rcach 18-20 million fy
Steel:  Production capacity to reach 2 million t/y

Mechanical engineering:
To renew equipment and technology of existing factorics so as to achieve a
degree of modernization
In the immediate future; to focus on the production of complete equipment for
farm-produce processing, various types of transport means, ccment furnaces,
hrick and tile production, and spare parts and accessories production
To promote vigorous development of ship-building and ship-repair industries,
car and motorcycle assembly, and the building and manufacturing of low- and
medium-voltage power equipment
To begin manufacturing high-voltage cquipment, high-power engines and
engines for high-sca vessels
To meet demands in hand tools

Major balances of the 1996-2000 Five-Year Plan

Financial balances

Accumulation-consumption balances

Average per capita consumption is expected to register an annual increase of about
6% in the five years to come, nearly double that of the previous five years and, by
the year 2000, to be 1.5 times over that of 1990.  Accumutation and development
investment will increase by 15% per annum on average. The total aggregate
assets accumulation of the five years will be about 33% of GDP (as against 24.6%
in the 1991-1995 period) comprising: fixed assets accumulation making up the
main part (about 90%}; current assets accumulation; and an increase in the precious
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and rarc property reserve.

{2) Forcign currencies
‘Table 1-4 summarizes the forcign currencics inflows and spending for 1996-2000.

Table 1-4  Foreign currencies inflow and spending for 1996-2000

Item L USS$ billion

Inflow of forcign curtencies 88-9()

Export’ 58-60

ODAAcans 7-8

FDI, overseas VN’s remittances, ctc. 2223

Import 75

Air transport/postalftourist services 2

Debt payment, repatriation of JV, etc. 9-10

*: US$64.5-67 billion including in-country exports
Source: Villth National Congress Documents

The inflow of forcign currencies is estimated at about US$88-90 billion, of which
US$58-60 billion will come from exports, and if in-country exports (both
commoditics and services) are included, lotal foreign exchange earnings from
exports will reach about US$64.5-67 billion; about US$7-8 billion will come from
loans and aid; and the rest from foreign direct investment, overseas Victnamese’
remiltances.

Total foreign currencies spending in the five years is estimated at US$86-87 billion,
of which US$7S billion is for imports; US$2 billion for air transport services,
postal scrvices, tourist services; and the rest for debt payment, repatriation of joint
venture profits, etc.,

Thus, according to initial forecasts, in the five years 1996-2000 there will be a
sharp increase in the foreign currencies inflow.  Although import continues to

exceed by far exports, the internationat balance of payment may still bring about a
surplus.
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24,2 Investment planning
‘fable 1-5 shows (he investment structuse planning for 1996-2000. The total
investment is planned to be US$41-42 billion. The investment in industry is
planned to be US$18 billion or 43% of the total investment. Hceavy industsy,
which accounts for 70% of the total investment in industry, is planned to get
investment of US$13 billion which is cquivalent to the investment of US$ 2.6
billion annually.

Table 1-5  Investnent structure planning for 1996-2000

% US$hillion*
Agriculture, forestry & fishery and 20 8
walcr Conservancy
Industry 43 (100%) 18
Light industry 13 (30%) 5
Heavy industry 30 (70%) 13
]COmmunicalions and posts infrastructure 18 7
Social infrastructures, education, 14 6
public health, culture,
environment, science and technology
Others 5 2
Total 100 41-42

*: round figures calculated from the total investment planning (US$41-42 billion)
Source: VIlth National Congress Documents

Table 1-6 summarizes the capital mobilization planning for 1996-2000. Domestic
investment is planned to slightly exceed fhe foreign investment (ODA+FDI).
Among the domestic investment, however, the investment from the population is as
small as 33%.

Name of Project: Final Report
Master Plan Study on the Development of Steel Industry in the Socialist Republic of Viet Nam

JICA/Nippon Steel Chaptes Pant Section Page
Date: Feb 17,1998 Rev.: I 5 ] 7




JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

Table 1-6  Capital mobilization planning for 1996-2000

US$biltion
Forgign
% |USS$billion| ODA | FDI | Total | Domestic

National budget 21 8.7 33 - | 33(16%) | 5.4(25%)
State credit capital 7 3.0 - - 3.0(14%)
Self-invested capital | 24 10.0 40 4.0(20%) | 6.0(28%)

by slale enterprises
invesiment capital 17 7.1 - - 7.1 (33%)

from the population
FDI 31 12.9 - 129 [ 129(64%) | -()

Total 100 | 4142 | 73 | 129 |202(100%)]21.5 (100%)
Investment rate 100% - (17%) | (31%)| 48% 52%

Note: figures in USShillion calculated by percentages which are given by the source below
Source: VIIth National Congress Documents (percentage and total capital)

2.4.3 Statc budget balances

Table 1-7 shows the State budget planning for 1996-2000.

Table 1-7  State budget planning for 1996-2000

% of GDP
State budget (A) 21-22
Revenues from laxes and fees 20-21
State budget expenditures (B) 24-25
Current expenditures 14
Debl payments 3.5
Development investments 6.5-7
Budget deficit (B-A)* 3-3.5

*:to be balanced at over 50% by domestic loans and nearly 50% by long-term overseas loans.
Seurce: VIith National Congress Documents
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Tota! revenucs of the National budget in the five years 1996-2000 will account for
21-22% of GDP, with revenues from faxes and fees making up about 20-21% of
GDP (the corresponding figures were 20% in the 1991-1995 period and 21.6% in
1995, respectively).

State budget expenditures will total about 24-25% of GDP (25.5% in 1991-1995),
comprising of current expenditures about 14% of GDP, debt payments about 3.5%
of GDP, development investments about 6.5-7% of GDP (6.4% in 1991-1995) or
about 26% of the total state budget expenditures.  Budget deficits will amount to
3-3.5% of GDP and are planned to be balanced out with over 50% from domestic
toans and nearly 50% from long-tcrm overseas loans,

Implementation policies and measures are stated in the Five-Year Plan as follows:

“To continue with the second phase of the tax reform, meeting the requirements of
economic renewal and conforming to international practices without reducing
budget revenues.

In the guidance and management work, apart from full collection of taxes and fees
as stipulated by the law, it is necessary lo foster and increase sources of taxation
while tapping thoroughly other sources of revenues (land, natural resources, houses,
offices...y in order to increasc budget revenues, better meeting the ever growing
demands for State spending. At the same lime, to gradually realize social equity,
it is necessary to revise and amend taxes, thus effectively regulating the incomes of
the different population strata.

To ensure current expenditures at a necessary, rational and economical level, with
priority given to the training of human resources, heightening of the people’s
intellectual standard, acquisition of modern technologies, public health care,
national defense and security, and settlement of urgent secial problems.

To rapidly increase investment funds for capital construction on the basis of
boosting production and strictly praclicing thrift in production and consumption.
Capital sources from abroad should be used in such a way as to ensurc efficiency
and debt payment capacity.

Incteases in current expenditures should be at a lower pace than those of
investment expenditures and budgetary expenditures.

To have miore initiative in management, the yearly budget should have adequate
reserves and a financial reserve fund for the nexi year.
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

To gradually reduce budgetary deficit, and to avoid filling the deficit by issuing
more money in any form. Careful calculation should be made while borrowing
from the population or from foreign countries to ensure uliltization efficiency; in
particularty a quick end should be put to high-interest short-term loans which
increase the debt payment burden on the budget.”

3.  Present situation of industrial sub-scetor

3.1

32

332

Gengeral

The development of industry greatly influences steel consumption in Viet Nam.
Industrial sub-sectors which have a big impact on stee! consumption are deseribed
here.  The development of these industries is of vital importance in the
development of the steel industry in the country.

Steel indus!ry

The present situation of steel industry is described in Chapter 11.

Construction material manufacturing (steel)

Steel structures N

Steel structures are used in factory buildings, industrial plams, warchouses, etc.
The total demand of steel structures is estimated to be 60,000 tons in 1996 and it
will increase 1o 110,000 tons in 2000.  Pre-engincered steel buildings, all of which
are imported now, are used in quality factory buildings etc. Such demand is
estimated to be 30,000 tons at prescnt, of which Zamil Steel provides about 70%.
Zamil Steel plans to construct a factory to produce pre-engincered steel buildings
with an initial capacity of 20,000 vy in 1998 in Hanoi. It will be expanded to

50,000 vy by 2000. About 40% of the producis will be exported to neighboring
countries,

Steel sheet processing

Stecl sheet processing includes corrugated GI, galvanneal and fosmed color sheet,
whosc present demand is estimated at 120,000 (/y in total.

There are 3 big joint ventures and 9 small private manufacturers, having annual
production capacity of 200,000t in total. All cold roll coils for galvanizing are
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34

3.5

3.6

imported. CGL with a capacity of 50,000 t/y is under construction and will be
operational in 1997,

Cement

The demand of cement has been growing rapidly along with the construciion of
many buildings (hotels, officc buitdings and factory buildings) and infrastructures.
The cement demand was estimated at 9 million tons in 1995, of which 7.5 miltion
tons were produced domestically and the remaining 1.5 million tons were imported.
According to the Ministry of Construction, the cement requircments will cxpand to
12.5 million tons in 1998 and 20 million tons by the year 2000.

There arc 4 large cement factories producing more than 4 million tons of cement in
total, and some arc under construction. In addition, there are many small plants,
most of which may stop operation in the future because of inefficient operation as
well as the low quality of the product.  The steel consumption is closely related to
the cement consumption; for high rise buildings, 90-100kg of steel rods are used in
lin® of reinforced concrete which contains about 300kg of cement (steel/cement=30%
by weight).

Heavy industry

Despite the strong emphasis given to the development of a heavy industsial seclor,
the industry remains relatively small. Most factories arc operated by outdated
machinery with a low level of technology in general. The products therefore often
fal well short of maximum capacily and is usvally of low qualily against
international standards.

The circumslance of heavy industry is such in Viet Nam; however, there are several
companies which have potential 1o manufacture rather sophisticated equipment.
HAMECO is one such company. It now produces equipment for sugar plants and
other plant equipment in addition to machine tools.

Shipbuilding and repair

The shipbu.ildin'g industry has not been well developed in Viet Nam, having ship
building capabilities of less than 10,060 DWT of ship and barges. There are more
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3.7

3.8

than 30 large and medium size ship repairing companies.  One of the largest ones is
BASON SHIPYARD at Saigon Port in HCMC, which receives 200 repair contracts
annually. The maximum weight ship that can be repaired in the shipyard is 35,000
DWT. The company uses 4,000-5,000 tons of steel annually, of which 70% are
stecl plate and the rest consists of sections, pipes and bars. It plans to expand its
capacily by up to 300% by 2000.

A joint venture with Hyundai Corp. and Victnam Shipping indusliy' Co. gels licenses

to build and repair ships in Khanh Hoa with an investment capital of US$95.4
million.

Automobiles

There are about 300 thousand cats registered in Viet Nam including 90 thousand
trucks, 70 thousand buses, 50 thousand cars for military vse and some 90 thousand
cars of passenger class. At present, 14 car manufacturers get licenses or have
applied for licenses, among which 6 manufacturers have already started production.
The total production capacity will be 240,000 unitsfy when all of the announced
capacities are on stream as scheduled, while the aggregated domestic demand is
cstimated to be 40,000 and 80,000 units in 1996 and 2000, respectively.

Home appliances

Along with the improvement of living standards, the purchasing power for home
appliances will become stronger, especially for color TVs, refrigeraioss and washing
machines.  Present demand (1996) of home appliances is estimated as follows:

- Color TV 600,000 units/y
- Refrigerator 50,000 units/y
- Washing machine 70,000 units/y
- Air conditioning 70,000 units/y

Source: estimated by interview survey

Several manufaclurers (SONY, SAMSUNG, ete.) produce color TVs in the country;
one manufacturer (SANYO) will start production of washing machines in 1997,
while a couple of companics are considering it; one manufacturer (DAEWOO)
produces refrigerators and some will produce them in the near future.
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3.9 Metal processing

3.9.1

Can with lin plaling

There are two manufacturers for producing tin plated cans.  The biggest user of
tin plated cans is a condensed mitk producer which also produces them by itselfl.
Other users are canned food producers which process pineapples, straw mushtooms,
etc. for export.  The total demand of tin plated cans is about 40,000 tons/y.

Freight containers

The first steel container manufactorers will be operational with a capacity of
28,000-29,000 TEU/ycar in Da Nang in August 1997. Containers of 4,000 TEU
will be produced for the first year of operation and 20,000 TEU containers are
expected to be manufactured by 2000.  1f there is enough demand, the preduction
will be expanded to 126,000 TEU.

3.10 Plant construction

Plant construction will greatly influence the stecl consumption, if a significant
volume of planl equipment can be produced domestically. There are the following
plant construction plans in the country:

- Thermal power plants
- Hydro power plants

- Refineries

- Gas pipelines

- Petrochemical plants
- Fertilizer plants

- Cement planis

- Stcel plants

- Sugar plants

- Paper plants

- Water treatment plants
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Section 2 Importance of Development of Steel Industry
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Importance of stect industry in national economy

Figure 2-1 illustrates the relation of stect with investment and industry.  The steel
industry is closely related to capital investment and the manufacturing industry.
Capital investment supported by economic growth not only requires farge amounts of
stecel but also provides manufacturing facilities to produce automobiles, home
appliances, ships, etc. which usc a lot of steel. Steel is also used in buildings and
infrastructures.  Steel is indispensable in the development of the economy of a
country.

Bridges

Public investment Roads
Ports
Water treatment
Others

Building construction Hotels

; Olfﬁcc buildings
Housing
[ Others

Construction equipment manufacturers

Heavy industry

Machine manufacturers

Plant equipment manufacturers

Steel Others Power plant
Gas pipeline
Qil iefincry
. Cement plant

Capital investment Sugar plant
Others
Automobiles

3 Home appliances

Manufacturing industry >|Ships
Can/drum/container
Othess

Figure 2-1  Relation of steel, invesiment and industry
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Table 2-1 shows the dependence of crude steel demand to final consumption in Japan
(1985).  Excluding export which accounts for about 40% of total crude stecl
dependence, its dependence on private capital investment and public investment was
44% and 26%, tespectively; domestic crude steel demand depended heavily on these
two types of investment (70% in total}. In other words, investment in plant and
equipment (mainly by the private sector) as well as investment in infrastructures
(mainly by the public sector) plays a quite important role in the development of the
steel industry; only with these vital investments can the steel industry survive.

Table 2-1  Degree of dependence of crude stee! demand to final consumption

in Japan (1985)
(Unit: %)
ltem Degree of dependence

Expenditure by private sector consumption 85 144
Housing investment by private sector 6.7 114
Private capital investment 26.0 44.1
Public investment 15.5 263
Others 23 38

Sub-total (59.0) 100.0
Export 41.0 -
Total 1000 -

Source: Inter-industry Relations Projection 1987-1992, Japan Management Association (JMA)

Table 2-2 summarizes the stimulation factors of crude steel demand in Japan (1985).
The stimulation factor can be interpreted as follows: if the investment (or cxpenditure)
was one billion yen (US$5 million in 1985), the crude steel demand would be
stimulated by 1,019 tons (1.019 x 1,000t) as in the case of private capital investment,
for instance. Both privale capital investment and public investinent showed
stimulation factors over one, which provided the biggest impact on crude steel

demand.
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Table 2-2  Stimulalion factor of crude steel demand in Japan (1985)
{Unit: 1,000t per billion yen or 1,000t per ca. US%TS million)

ftem
Expenditure by private sector consumplion 0.099
Expenditure by government consumption 0.042
Housing investment by private sector 0.713
Private capital investment 1019
Public investment 1.079
Investment for stocks 0.673
Export elc. 1.670
Import etc. 0.362
Expenditurc by consumption except family budget 0.092

Source: Inter-industry Relations Projection 1987-1992, Japan Management Association (JMA)
Neote: USSt= ca. 200 yen (1985)

The above is the situation in Japan, and a similar tcndency can be applied to Vict Nam,
In order for the development of the steel industry, growth of private investment as weli
as public investment is of great importance.

Table 2-3 summarizes the projection for iron and stecl demand stimulation in Japan
(projeciion for 1987 made in 1985).  Although the final products given were limited,
the product which gave the highest stimelation factor of crude steel was the ship,
followed by the power generator and the clectric motor.

Passcnger cars gave a relatively small stimulation factor; however, the production
volume was large, resulting in a big consumption of crude steel in total.

Table 2-4 summarizes the composition of carbon steel consumption by the industrial
sub-sector. The indusirics listed in the table are important for the steel industry.
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JAPAN INTERNATIONAL. COOPERATION AGENCY (JICA)
Table 2-3  Projection {or iron & stecl demand stimulation in Japan
(projection for 1987 made in {985)
(Unit: 1,000t per 100 billion yen or 1,0001 per ca. US$500 million)
Pigiron |Crudesteel} HRsteel | Stectpipe | CRstecl | Coated | Forged | Cast steel | Cast pipe
seel slect
Building/constuction
Wooden house 32.5 41.5 3813 7.0 192 16.7 0.1 0.1 0.0
Noa-wooden house 98.4 1306 1225 71 211 9.7 02 0z 19
Wooden building 284 LYR 347 19 230 240 0.1 0.1 02
Noa-wooden 1224 1655 1556 6.1 233 93 0z 03 1.1
building
Road construction 70.7 96.7 91.3 03 52 0.9 0.1 0.1 t
(Public works)
Water-related works 919 1196 1130 1.1 6.5 12 01 0.1 5.7
{Public works)
Agrvforest works 56.8 760 nA4a 25 4.0 19 01 01 09
{Public works)
Raitway tracks 95.5 1288 1204 82 80 13 02 02 1.2
Construction
Eleatric Facility 2085 2815 270.7 129 120 1.9 03 03 6.1
Coastruction
Teleowmmunication 49.4 629 559 24.4 70 17 03 0.2 23
Facility condtruction
Final prodocts
Powee generator 1494 919 1379 13 831 0.7 130 122 00
Power fransmission 896 1124 954 20 62.6 08 33 30 00
Equipnent
Fledric motor 1257 1526 1004 0.2 64.9 1.6 170 93 0.1
Ship 165.2 2304 2150 71 306 | B 12 06 00
Raitway vehicle 1102 1434 1274 63 163 22 1.8 26 04
Passenger car 824 56.0 719 28 41.6 110 1.2 03 01
Truck 949 | 1032 { 943 27 | 294 60 12 0.3 00

Source: Inter-industry Relations Projection 1987-1992, Japan Management Association (IMA)
Note: US$1= ¢a.200 yen (1985)
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Table 2-4  Composition of carbon steel consumption by industrial sub-scctor

(Unit: %)
Industrial sub-sector 1960 1965 ]
Shipbuilding 7.6 11.0
Automobiles 7.7 2.0
Industrial machinery 8.0 79
Electric machinery 6.4 338
Home & oflice appliances 2.4 20
Containers 4.8 34
Construction 46.8 477
Engincering (21.6) (21.9)
Building (25.2) (26.3)
Secondary production 127 12.6
Others 3.6 2.0
Total 160 100
Total consumption (million 1) 14.1 22.6

Source: Japan’s Steel Indusiry, T. Kawasaki

Present industrial policies for the stecl industry by Viet Nam government

The government gives a sleet industry development plan in the 1996-2000 Five-Year

Plan as follows:

“To make imvestment to complete existing steel production lincs and siarl censtruction
of a number of steel mills, paying special attention to the production of steel products.
Steel output is 1o reach 2 million tones in 2000. To prepare for the construction of
the Thach Khe iron ore mine and of a large-scale stecl complex.”

In relation to the above, the following construction plans are under investigation:

- Three billet centers in the north, central and south with an annual production
capacity at 300-500 thousand t each

- A scrap based integrated sleel plant with the initial capacity at 1 million t/y
(final capacity: 2 million t/y) as a short-term program

- An iron ore based integrated stecl plant as a medivin-and long-term program

- Development of Tack Khe iron ore minc and maximum use of iron ore at the

above integrated steel plant

Import of iron ore before Thak Khe iron ore is availablc and import of
necessary tonnage of iron ore depending on the utilization rate of Thak Khe ore

after the development
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JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

after the development
- A natural gas based DR plant with a capacity at 1 million t/y

There scems few industrial policies specific to the steel industry at present; however,
general industrial policy has been applied to jt. The general industrial policy
encompasses the importance of FDI, protection of domestic products, elc. The
quality of steel products is indispensable in the development of stecl industry.  The
problems are the lack of national guidance on it and little concern about it by state
cnterprises.

3. Japanese industrial policies for the steel industry

3.1 Industrial policies for the stcel industry for 20 years after World War 11

The Japanesc steel industry resumed its activities from the disastrous conditions left
after World War 11, In the late 1940s when Japan came back to the society of
international economies, the Japanese steel industry not only suffered from a sharp
decline of production but also tost its international competitiveness, and it could only
export limited amounts of steel products depending on subsidies given in various
forms from the government,

In 1949, in accordance with an order by the relevant occupation authorities, a seties
of policies was put into force to transform its economy from a controlted system to a
market system, aiming at elimination of the budget deficit, designation of a unified
(single) cxchange rate, abolition of subsidies and economic control, etc. as main
subjects.

In these processes, the steel industry was given the main targets of industrial policies
s¢t by the government and authorilies concerned, resulting in the industry getting
various protection and promotion measures. Especially, the Ministiy of
International Trade and Industry (MITI) put into force various palicies which
enabled the promotion of strategic resource distribution to the stc'el indusiry as the
nucleus of heavy and chemical industries and, at the same lime, promoted the inter-
enterprise coordination aiming at a controlled investment as well as a stable price
and production.

The various policies were put inte force in the steel industry from the early 1950s to
the early 1960s. It is considered that the policies wete prepared aiming specifically
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at;

- industrial rationalization/modcrnization

- strengthening of international competitiveness based on-pcrformancc of
growth in macro-economy

- balance of enhanced international balance of payments; and

- full employment.

As mentioned above, the Japancse economy was tcansformed from controlled
economy 1o market economy after 1949.  The steel production was aboul 2 million
and 3 million in 1948 and 1949, respectively. These Japanese situations have some
similarities to Viet Nam’s prescat steel industry in that:

- The Japanese economy was just transformed from a controlled cconomy to a
marketl economy;

- Steel production volume was relatively small, say 2 and 3 million t in 1948
and 1949, respectively;

- Equipment was obsolescent and technology was outdated;

- Productivity was low (e.g.: 1/7 of that in the U.S. for blast furnace);

- Hourly wage was low {about 20% of U.S. wage); and

- The Japanese steel industry lost international competitiveness.

Such Japanese experiences are considered to be of some help for the preparation and
enforcement of Viet Nam’s industrial policies for the steel industzy to be
modernized.

For the purpose of achieving the immediate recovery of the steel industry from the
carly 1950s, the First Rationalization Program was put into practice under the
General Plan on Rationalization Policy based on the report by the Industry
Rationalization Council organized within MITI. Threec Rationalization Programs
were implemented as shown in Table 2-5.
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Table 2-5  Outline of steel indusiry fationatization program

Preparation aru]
implementation
of the programs

ist Rationalization
___Program (1951-1955)

2nd Ralionalization
Program (1956-1960)

31d Rationalization
Program (1961-1963) |

- Palicy making by the
Council for Industrial
Rationalization

- Implementation by direct
invalvement of
government

- Coordination and
guidance by MITI

Fecatures of the

- Giving importance lo

- Coordination by private
steel mills

Modermzanon of roi]mg

- Conlinuous

programs modernization of rolling facilities modernization of steel
facilities - Focus on constiuclion/ plants
- Introduction of strip mill ¢xpansion of BFs and LD | - Construction of integral
operalion lechnology converiers steelworks at coastal
from ARMCO - Introduction of plant industrial zones
e | __operation lechnology e
Investment 128 billion yen (US$ 360 546 billion yen (US$ 151 |89 billion yen (US$ 2.38
| o milliony billion) billion) L
Financiag - Japan Development Bank | - World Bank - Main (private} banks
spuICeS - Main (private) banks - Main {private) banks - EXIM Bank
- EXIM Bank

Developmeot of
infrastructures

Resulis of the
| rationalization

Poor infrastructures, but
small impact on the
rationalization

Poor infrastructuzes; big
impact on the
rationalization {dcsipnation
of “special harbors™ and
harbor development bascd
on il)

Relief from bottle neck of
infrastruclures

Inferior to US productivity

Catching up with US

| productivily

Ahead of US productivily

In order to surely realize the modernization of the stcel industry during the program
periods, the following laws and regulations were promulgated in the early stage of
the First Rationalization Program:

Supply of modernization capital by the government invesiment and loan
program, ¢specially loans of capital investment through Japan Development
Bank (JDB)

Application of a special depreciation system to specificd machmc facility
(50% increase of depreciation for 3 years): 1951

Exemption of import duties for important machines: 1951
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- Special depreciation at 50% f{or the first ycar and exemption/reduction of
property tax: 1952

- Deduction of export income in tax calculation: 1953

- Approval system for foreign technology license and allocation of foreign
cxchange to imports (practically imposing an import quota)

The objcctives of the above policics included the following:

- Promotion of capital investment through the supply of strategic capital and
tax reduction

- Promotion of export and upgrading of technology by tax reduction

- Introduction of strategic technology

- Protection from international competition

3.2 Preparation of industrial policy and industrial vision in Japan

3.2.1

Preparation of industrial policy

In Japan the Ministry of Internationa! Trade and Industry (MITH) has becn deeply
involved in Japan’s industrial policy from its preparalion to execution. The
industrial policy by MITD’s view can be summarized as follows:

The industrial policy, based on the principle of market economy, not only provides
supplementary measures 10 solve the uncertainty of changing market situations
such as pollution problems, trade conflicts, difficulties in promoting large-scale
R&Ds and instability of energy supply, but also assis{s in the smooth transition of
industry and transformation of tabor by avoiding potential social conflicts.

The following measures are included in MIT{’s industrial policy:

- Regulation by law

- Supply of information {o show future industrial vision and guidance

- Indirect actions to induce an advantagcous tax system, and favorable
financing and credits by governmental financing institutions

- Advice and guidance by MITI

The following should be taken into consideration for the successful industrial
policies:

- Adoplion of consistent standards for selection of industry to be promoted

Name of Project: Final Repost
Master Plan Study on the Development of Steel Industry in the Socialisl Republic of Viet Nam

JICA/Nippon Steel Chapter Pargt Seclion Page

Pate; Feb 17, 1998 Rev.: il 5 2 g




JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)

- Establishment of targets to be accomplished by industry during the period
of industrial policies

- Introduction of appropriatc protcction measures (specified duration)

- Introduction of appropriate promotion measures (specified duration)

- Protection and development of supporting industry

- Adoption of appropriate price for foreign exchange stability to keep or
enhance competitiveness in international market

3.2.2 Prcparation of industrial vision
Of importance for industrial policy making is the existence of a long-term
industrial vision which can provide a basis for it. The industrial vision must have
content which can give consensus of opinion of not only the people concerned but
also of most people in the country.  The industrial vision must dcclare a “common
principal target” and state an “intrcoductive guideline” to realize il.

In the past, the common principal target of Japanese MITI was “economical and
industrial improvement to the levels of advanced counlries in Burope and America”.
After its accomplishment now, a new industrial vision titled “Industrial and Trade
Policy in the Year 19XXs” is now prepared cvery 10 years. The process for
preparation of this industrial vision (sce Figure 2-2) includes not only councils and
study commitiees being held bui also various studies and investigations with
modern analytical methods being carried out to support them. It is reported that
for more than two years over S00 staff were involved in the preparation of the
recent industrial vision. A vast amount of data was collected and analyzed, and
the knowledge and know-how accumulated during the pracess is of importance as
well. 1t is indispensable for the preparation of an industrial vision to build up an
information infrastzucture by rationalizing the nalion-wide statistics network.
Since the industrial vision has been made based on a variety of data in cooperation
with many pecople, it is cvaluated to be realistic and effective.
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* Various studies/surveys e Stallsworking | |Hearing of opinions
* Data oollection/analysis commillecs + Academic circles
l * Persons interested
* Overseas
(Draft reports) * Local residents
l * Others
(Subcommittees) :xl::cr S
ectures
(Feedback) (Report/s
Subcommittee reports)
1 -
Detiberative Council s Poblications
l * Explanatory
(Final Report) | meetings
* | ectures
* Othcrs

Figure 2-2  Process for preparation of industrial vision

The final target for Viet Nam’s industrial vision is stated in “Goals for the Periods
to 2020 and 2000 in 1996 - 2000 Five-year Plan as follows:

“From now to the year 2020, we will strive strenuously to turn ours basically into
an industrialized country,”

Of importance is how the above principal target was planned. The positioning of
the steel induslty in the national economy as well as a stalement of a steel
industrial vision should have been discusscd in it. The problem is that the
reliability of statistics is sometimes questionable and rationalization of information
networks is far behind the level necessary, causing difficullies to make a competent
industrial vision. It is recommended that the authorities concerned should
establish a system for making a comprehensive industrial vision.
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4. Industrial policies of Korea and Taiwan

Table 2-6 makes comparison of the industrial policies between Japan, Korea and
Taiwan befare the 1980s.  The industrial policies employed by Korea and Taiwan are
outlined as follows:

1) Designated industries and industrial sub-sectors to be developed,
2) Provided various favorable treatments intensively within a limited time
period,
3) Canceled or relicved regulations for assistance when they were not necessary,
4) Supporled R&D, and
S) Specified the future industrial visions. !

However, there were differences in the industrial policies between Korea and Taiwan:
the former aimed at industrialization of heavy and chemical indusiries, while the latter
utilized the vitality of private sectors.

Tablc 2-6  Industrial policies of Japan, Korea and Taiwan
Japan | Korea ~ {  Taiwan

Leadership of government Middle High Low
and cooperation of private
seclors ! ]
Main mcasures taken by Favorable Favorable Favorable
industrial policics™ trcatments in trealments in treatments for state

financing and financing enterpriscs

taxation
Degree of favorable Low High Low l
treatments =
Source of industrial Private savings Foreign loan FDI
capital* . I IO
Export-oriented behavior' __Middle High High
Industrialization of heavy Active, successful Active, successful Not active, not
and chemical industries™® successlul
Liberalization of trade and 1960s-1970s 1980s 1980s
forcign capital - -

Source: TCl's in-house study paper (lecturer: S. Wakiyama)
*1 (Leadership of government and cooperation of privale sectors):
(1} Korea
- Since there were a lot of officers in the upper level of the government uniil the late 1960s, the
goverinmental leadership was taken by the power of the state.
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- The president usually made a top-down decision.

- Limited resources had to be effectively used under the control of the centratization of power.

- Dialogue and discussion between the government and the private sectors were casy hecause of
{he close retationship between the goverament and the zaibatsu (financial combine) which
dominaled the economy.

(2) Taiwan

- Since the economy was mainly led by the small and medium companies and they tended to
behave independently, it was difficult for the government to control them.

+2 (Main measures taken by industrial policies):

(1) Korea
- The political financing share was high in corporate financing (1963:85%, 1980. 1%, 1990:
68%).

- There was a big difference in intcrest between the political finance and the general finance. It
was 10% al maximum for the domeslic finance and higher for the export finance (1966-72:
17.1%). It was reduced to the order of 1% afier the 1980s.

(2) 'Taiwan

. Since the small and mecdium cnterprises dominated the economy and the overseas Chinese were
teluctant to invest in long-term projects, basic industrics had (o be operated by state cnlerprises.

. There was only a small difference in inierest belween the political finance and the general
finance. Bt was 3-5% belween the export finance and the general finance, and 0.7-2.5%
betwcen domestic political finance and the gencral finance in the 1970s-80s.

*3 (Degree of favorable {reatments);
(1) Korea

- There was an export compensalion system by which the loss from export could be compensated
by the government.  The compensation rates were 12-19% in 1961; however, it was abolished.

- A subsidy rate for bonded processing was about 20% in 1970s-80s, which was reduced
afterwards.

(2) Taiwan
- Main political measures were direct investment in state enterprises and the degree of favorable
trealments was not so big.
*4 (Source of industrial capital):
{1) Korea
- The ratio of foreign capital was high.
1} ‘The rate of foreign financing

1960s - 29%
1970s --- 13%
1980s --- 5%

2) The rate of foreign investment (1962-91---22% ave.)
1962-66 --- 53%
1967-71 --- 39%
1972-76 --- 23%
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1977-81 --- 18%
1982-84 --- 11%
1985-91 --- 6%
The government guaraniecd the issue of foreign bonds of private enterprises,

(2) Taiwan

Direct forcign investment (FD1) was actively intreduced.

*5 (Export-oriented behavior):

Both couniries were active in promotion of exporis, since their domeslic markets are small.

6 (Industrialization of heavy and chemical industries):
(1) Koreca

(2

POSCO started its construction with Japanesc assistance in 1969 and completed it in 1973,
The official anncuncement of industrialization of hcavy and chemical industrics was in 1973,
Four hcavy industrial development projecis {special steel, shipbuilding, casting and machine
tools) were planned to use products from POSCO in 1969.

It was decided in 1973 that the priority for industrial development was placed on 6 indusirial
sub-sectors: iron and steel, petrochemical, non-ferrous metal, machine tools, shipbuilding and
electronics.

it was an up-stream-oriented program (from steel to machines).

The initial fargets were almost accomplished by the early 1980s.

‘The share of heavy and chemical indusiries in tolal industty:

1970 ---  Production 29.5%
Exporl 20.6%
1980 --- Production 51.6%
Exporl 52.1%
Taiwan

The decision for industrialization of heavy and chemical indusiries was several years behind the
Korean decision.  Since the adverse impact of the oil shock was great and the cooperation of
private scciors was passive, Taiwan succeeded in the industrialization less than Korea did.
However, the clectronics industry was successful because of the active involvement of small and
medivm enterprises.  Development of the steel industey was given up and that of the exporlt-
oricnted car industry failed.
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Section3 Recommendation
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Necessity of industrial policies

Free competition is the basis of a market cconomy; however, it can only be applicd to
an industry which has alrcady reached to a level of having cnough capability to deal
with frce competition.  If an industry which has not reached to such a level comes to
face free competition, it is obvious that it will surcly suffer from destructive damages.
As for such an indusiy, it will need some reasonable measures of protection and
promolion bascd on national industrial policics. It is noted that as indusirial
circumstances are changing dynamically, industrial policies have to change
dynamically to cope with them. In addition, excessive protection measures for a
long-term period tend to become vested rights, leading to interruplion of healthy
industrial devetopment, and thus toss of inlernational competitivencss. Therefore,
industrial policies should specify the period valid for its application, and industrial
policics which no longer meet the actual citcumstances should be abolished or
modified. It is ncedless to say that the targel of industrial policics is to upgrade the
industry to a level which enables free competition in a period as short as possible.

The outline of present Japanese industrial policics is cited previously, which is
considered to be of help for Viet Nam.

The condilions for establishment of an integrated steelworks is illustrated in Figure 3-
1. Various conditions in various ficlds are necessary for it. It is considered that
many of them have not reached to the required levels in Viet Nam, and it is neccssary
to upgrade them by implementing appropriate industrial policics.

Since the steel industry is related to various industries, the industrial policies for it
will involve measures to promote these industries. Therefore, of importance is not
only indusirial policies for steel but also those of other related industry in general.

The following are nccessary for planning industrial policies: (i) grasp of basic
structures by industrial sub-sector, (ii) preparation of reliable statistics, and (iii)
creation of inslitutional framework 1o be applied and a system to analyze the cifects,
cte. It is necessary lo establish a system for preparation of industrial policies as well
as develop human resources for it by the assistance from developed countries and/or
international institutions.
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Source: Nippon Steel Corp.

Figure 3-1  Conditions for establishment of integrated steclworks
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2.

International division of labor (vertical division of labor)

ASEAN countries try to promote the international division of labor within the ASEAN
economic zone, aiming at cfficient economic dcvelopment within the zone.
International division of labor consists of: (i) horizontal division of labor which
enables production sharing for parts and components, and (ii) vertical division of labor
which entircly relies on a certain product or major components 1o other countries.
The former is considered to have a significant advantage, because it can supplement
the production at each other; howcver, the latter might result in the loss of the
corresponding industry. A thorough consideration is, therefore, necessary for such
an international division of labor (vertical division of labor) taking into account the
comparative advantage of the courtry, the national interesls, etc.

In general, a certain industry can not ¢xist by itself, but often correlates closely to
another. It can be applicd 1o technology as well.  If a country fully relies on anoiher
country for some production, the technology related to the industry can no longer be
accumulated in the country, resulting in the hampered devclopment of not only the
indusiry itself but also the related technology of other industrics. Thercfore, to gel
rid of this setback, an ideal is that all industry can be developed within the country.

However, in order to promotc industrial developroent with limited capilal and
resources in such a country as Viet Nam, specific industries should be firstly selected
for strategic development. In considering the international division of tabor in
ASEAN countries under these circumsiances, it is advisable that a deliberative council
consisting of officers of MPI and MOI (in charge), related private enterprises, and
academic circles be organized to make a future industrial vision, and then {based on i)
to discuss and investigate the international division of labor which is considered to
give the least adverse effect to the national economy.

Since the sleel industry has been ranked as a strategic industry, it can not be
considered at present that it will cease to exist,
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3. Crealion of stecl demand

3.1

321

322

Encouragement of capital investment

The concrete targets for industrial development are provided by the 1996-2000 Five-
Ycar Plan.  Basically large capital investment will be guided based on them.

Viet Nam’s domestic savings are so smatll that they cannot afford most of the
required capital investment.  While public investment can utilize not only
government funds but also the finance of ODA and World Bank, capital invesiment
will be mainly made by FDI. Therefore, further improvement of laws and
regulations as well as speedy action with formalitics is required.

Promotion of manufaclurers’ development and enforcement of local contents

Steel demand for construction is expecled to keep growing because of the exislence
of requircements for the development of the infrasiruclures, urbanization and
renovation of cities; however, of importance for the development of the steel
industry is to enhance a new steel demand by development of industries which are
rot well established in Viet Nam.

In order to make the above possible, the following industries should be established in
the country.  Especially for the construction of integrated steel plants, the
cstablishment of industrial sub-sectors which use flat products is indispensable.
Application of industrial policy is necessary to increasc {ocal contents of parts and
equipment for plant construction and machine assembly step by step by observation
of development of manufacturers.

Heavy industry/plant equipment manufacturing industry

Since there are many plans to construct not only power plants but also
pctrochemical plants, fertilizer planis and cement plants in Viet Nam, large demand
for plant equipment is expected. It is important to promote development of hecavy
industry to enablc domeslic production of atmospheric pressure tanks/equipment,
general plant equipment, structures, piping, etc.  These products not only can sell
domestically but also could be shipped 1o neighboring countrics for exporl to carn
foreign exchange.

Shipbuilding
Along with development in Viet Nam, the maritime industry will become more
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323

3.25

326

important.  With regards to steel, the integrated steel plant provides opporlunitics
for shipping steel products by sea, resubting in the requirement of more ships which
can be built in Viet Nam.

Press processing industry

Press processing companies should be developed (o make domestic production of
paris for home appliances and automobiie.

Machining industry

Machining industry should be developed to manufacturc machine paris.

Casting and forging industry

Cast and forged products as well as machined scmi-finished products are used in
machine parts. Since the cast technology exists in Viet Nam, it is important to
further develop it. The introduction of forging technology is important as well.
As cast and forged products can be expotted to ASEAN countries, the promotion of
the indusiry is important.

Supporting industries for the steel industry
Supporling industries, which docs not always consume steel, include fircbrick
manufacturers, relining companics, etc.

4. Plan for capilal investment in steel plants

Along with the increase of steel demand, a new steel plants will be required.  The
capital invesiment in steel plants can be divided into the following: (i) relatively small
investment in EAF etc., and (ii) large investment in integral steclworks.

4.1

Present plan of capital investment

- It is important to make and exccute consistent steel industrial policy taking
into account the steel supply and demand forecast of steel for the short- and
middle/long terms.  Especially, FDI licensing should be fully investigated to
avoid double investments in similar plants which sccm unnecessary so that
potential double failures can be climinated and limited capital can be
effectively used.

- The capacities of existing EAFs are small, causing problems in term of
inefficient raw matesial consumption, productivity, cnergy consumption, etc.
Plant integration should be investigated, and promoted in the future.
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4.2  Capital investment in integratcd steelworks

- It is nccessary that an integrated stectworks be established in the form of
either a sole state cwned cnterprise or a joint venture with VSC and private
company(s). _

- The timing of integrated steelworks conslruction should be decided taking
into account the stecl supply and demand. It should be considered to firstly
invest in downstream equipment such as rolling facilities etc, as have been
expericnced in other ASEAN countries.

5. Financing for intcgrated steelworks

it is essential to know how to finance the integrated steelworks proposed in the study,
because its investment cost is estimated to be as large as half of Viet Nam’s state
budget or more.

5.1 Government capital

In Japan there is a governmental investment angd financing system whose source of
finance is based on various public funds such as postal savings and welfare pension
plans collected through the governmental credit system to invest in or finance certain
projects, according to a certain plan in order to accomplish the objective of national
policy. During the rehabilitation and high growth periods after the War, much
governmental funds were invested almost exclusively in modcernization of basic
industries such as stecl making, eleciricily and coal mining to make up for the scarce
private funds.

It is considered that there is no similar system to the Japanese one to support the
governmental investment and financing, It is supported by a part of the slate
budget as well as ODA loans and WB loans through the government. It is
advisable to establish a similar system (o the Japanese one in Vict Nam in the future.

5.2 Application of ODA funds and WB loans

It is a subject 1o be discussed whether ODA funds/WB loans can be applied (o steel
plant projects; however, it is highly probable that they can be applicd to dcveiopmém
of infrastructures around the steel plant. It is recommended to raise the priority of
steel plant construction among planned projects within ministries concerned so that
the ODA fund/WB loans can be applicd to il.  The credibitity of the project will be
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cnhanced by the above application, resulting in possible cofinancing with private
banks.

5.3 Issue of corporate bond and stocks

In casc of the construction of intcgrated steclwarks by 3V, it is reccommended that a
syslem cnabling issue of corporate bond and stocks of JV be cstablished so as to
raisc construclion capital by preparation of relaled laws and regulations.  Especially
as for stocks, it is necessary (o investigate mcasures to enable opening of stocks
before the plant operation, and therefore get profit by increased (somelimes
decreased) value of stocks which can make up the investment cost.

6. Governmental assistance to support steel industry

6.1 Favorable trealments of taxation ¢tc.

A vast amount of capilal is required for construction of integrated steelworks. [t
greatly impacls not only on its finance but alse on its manufacturing cost.  Capital
costs, including depreciation costs and interest payments which are necessary after
the commencement of operation, will rebound on the product prices in the form of
higher prices.

On the other hand, there are many overseas stecl plants whose depreciation are
almost over and interest payments are far smaller. It is estimated that such plants
can provide products at cheaper prices than Viet Nam’s plant, even adding occan
freight.  Supposing lower labor cost become available in Viet Nam, the higher
prices of products will continue 10 years o so afier the commencement of operation.

Therefore, it is recommended that such advantageous (reatment as specified in the
present Foreign Invesiment Law etc. should be applied as much as possible to reduce
the manufacturing cost.

6.1.1 Tax sysltem
New Foreign Investment Law stipulates the following advantagcous treatment
which should be applicd to the integrated steelworks project:
(1) Corporate tax
- Tax rate: 10%
- Tax reduction: 100% exemption (1-4 ycars)
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(3

50% reduction (5-8 years)
- Applicable period: 15 yecars
Import duties
- Capital goods: exempled
- Raw matcrial: cxempted
Reduction of property tax

Electricity price
It is recommended that the electricity price be applied equal to or lower than the
price for statc owned enterprises {US$0.08/kWh).

6.2 Moderate protection and promotion for the time being

6.2.1

6.2.2

Improvement of present status

The present sleel market is in an excessive over-supply siluation, caused by
ignoring the actual demand and allowing the uncontrolled import of steel
(including smuggling). As a resull, domestic steel factories including JV
factories are suffering from low operation rates as well as a decline in products
price and increase of stocks. Especially, the increase of stocks of raw malerials
and products including imporlcd ones leads lo an incfficient use of foreign
currency as well as the degradation of stocks in qualily caused by generation of rust
ete., resulting in significant losses.  For example, the stocks in 1996 are estimated
to be 600 - 800 thousand tons including imported billets, whose value is estimated
at more than US$200 million and which is not yet mobilized in the national
cconomy. It is advisable to take cffective measures (o enable the import guota
syslem to become reasonably functional.

Maintenance of competitivencss of producis in integrated steciworks

As stated before, the products of integrated steelworks are considered to have a
lack of interpational competiliveness al an initial stage of the operation.
Introduction of policics might be necessary by taking some measurcs which could
be accepted in ASEAN countries ete. for a limited period until the time when the
domestic products come to be able to compete.  Viet Nam is now in a position
where it must respect AFTA's free trade concept by affiliation with ASEAN
members; however, il is nccessary that allowable protection and promotion
measures should be investigated, thus considering a right balance between the
industrial promotion by the national interests and AFTA’s obligation.
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Development of infrasiructures for integrated steelworks

An integrated steelworks requires infrastructures of not only access measures on land
{road and railway siding) but also port, electricity and indusitial water supplics which
will cost an enormous amount of money. Bearing all of this cost by a company
mcans that the project itself will not be feasible.

The development costs for infrastructures should be independently considered and
covered by the budget of the government and loans arranged by the government.
Introduction of advanced technology

Steel companies under VSC have maintained a far less advanced level in produclivity,
enecrgy efficicncy and unit consumption of raw material than steel companies in
advanced countries.  This means the waste of natural resources, leading to toss in the
national cconomy. Especially for those countries which have scarce resources and
encrgy like Viet Nam, it is of importance to take necessary measures to develop
technology for the establishment of energy conservation processcs.

In Japan, the Japan Productivity Center (Japan Productivity Center for Socio-
cconomic Development at present) was established in 1955 to improve productivity
for industry. It greatly contributed to the improvement of produciivily, the
introduction of a modern administration system, ctc. for the steel industry through
overseas visils and obscrvation of foreign technologics cte.

it is rccommended that Viet Nam’s government should take aclions to improve ils
technology by reviewing the past experience of Japan and other countries. At the
same time, it is necessary to take steps for promoting the introduction of foreign
technology as well as collection of technical information and public access to il.
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10.

Improvement of quality

Improvement of quality cannot be ignored if they want to enhance international
competitiveness. |t secms that steel companies under VSC consider the quality less
important. However, there is a possibility that they will lose compelition to not only
forcign companies but also to a joint venture in the country whick has already started
manufacturing competitive qualily products.  The competition with foreign products
could be avoided by some protection measures implemcented by the government for a
certain periad; however, the competition can not be avoided for domestically produced
products which should compete in a free competitive market.

It is recommended that national quality standards should be established and measures
shoutd be taken for quality assurance such as enforcement of milt sheet attachments to
any products. The equipment cost to deal with it should be financially supported by
donations or subsidies.

Reform of state owned enterprise

The reform of slale owned enterprise is a crucial problem; however, there have been
various study reports concerning its reform, and much attention need not be given in
this report. It is necessary to achieve reformation of the following issues:

- Modernization of equipment and technology
- Production management

- Quality management

- Cost control

- Corporale planning

- Market development

- Rescarch and development (R&D)

The accomplishment of the above reforms is an urgent matter for TISCO and SSC to
compete with a joint venturc such as VINAKYOEIL In addition, the rchabilitation
plan proposed in the sludy report should be implemented as a part of the reform
program.
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11. Environmental prescrvation

It is a matter of course that any integrated steelworks should be controlied by
environment laws and regulations in Viet Nam. In the construction of intcgrated
steclworks, obligations should be given for undertaking of environmental assessment
prior to the project implementation, and cnvironmental guidances which conform to
the steel plant should be designed.
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