WiI. Principles of SME Promotion

1. Principles of SME Promotion

Despite their high growth potential, SMEs in Viet Nam find it difficult to fulfill their potential under
various constraints of their current business cavironment. In addition to this domeslic problem, they
will shorlly be confronted with severe international competition with the progress of international
division of labor in the ASEAN regions. _

With the progress of market economy in perspective, it should be noted that the growth of SMEs in
Viet Nam signifies the development of the private sector. In other words, the SMFE sector will never
grow witheut the development of the public sector. From this point of view, it will be important to take
the characteristics of Viet Nam’s economy into consideration in formulating SME promolion measures.
For example, Viet Nam is in transition to market economy, and large private companies are still
undeveloped in Viet Nam.

2. Outlook on the Development of SMEs in Viet Nam

(1) Outlook on SME development

Taking into account the current stage of SME development in Viet Nam on one hand, and the
outside environment such as future economic development in the ASEAN economies on the other hand,
it is highly advisable for Viet Nam to promote SMEs on the following four lines.

1) Foster the development of the export-oriented consignment processing industry by making
the best use of the advantages of Viet Nam ‘ ,

SMEs in the consignment processing industry have achieved the highest level of growth in Viet Nam.
They undertake consignment processing for foreign manufactures in Japan, Taiwan, USA, Europe and
other countries in the ficlds of sewing (clothes), ceramics, furniture, woodworks, bamboo works,
rubber products and leather products (shoes). Manual dexterity and low wages of Vietnamese workers
are conducive to the competitiveness of their products in the foreign markets.

As the consignment processing industry has a high growth potential, it will be important for SMEs in
this calegory 1o establish strong management frameworks that would help them to achieve forther
growth. Equally important for them is to expand into other fields such as food processing as well as o
devetop high value-added manufacturing processes with upgraded technologies, It is advisable that they
should expand the basis and scope of their businesses so that they will be able to undertake product
planning and development.

One possible outcome of such development may be that they will eventually become manufaciurers
of their own private brand products in future by ulitizing their product development capability acquired
though the underfakings of consignment processing.

2) Develop a supporting industry to cater to the export indusfry
Another important path that Viet Nam should follow is to develop a parts industry that supplies paris
and components to foreign manufactures of autormobiles and household electrical products in Viet Nam.
Al present, the parts industry has slilf be undeveloped in Viet Nam. However, in addition that a
metalworking technology has been exploited by government enterprises in Viet Nam, the machine
mending indusiry for motorcycles has well developed thete.
The existing melalworking technology and machine mending skills can be utilized as the basis of
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technologics needed for developing supporting industrics. This is a particular advantage of Viet Nam
that allow the country 1o be competitive with the ncighbor ASEAN counlries.

Needless to say, for Viet Nam to develop the supposing industry requires an extensive innovation in
the existing metalworking technotogy. To this end, government support will be desired in many areas
such as technology transfer, human resource development and improvement of equipment. Particularly
in the automotive and household electrical products industrics, efforts 1o reorganize the manufacturing
frameworks have been moving forward in the ASEAN countries with the view of establishing a mutual
supplementary system for parts supply in the region as a whole. Viet Nam will also be expected to be
involved with the ongoing multilateral division of labor in the ASEAN region in the future when the
supporting industry in Viet Nam has fully grown. This possibility sigifies that the development of a
supporting industry will create new export opporlunities in Viet Nam.

J) lntegrate rural manufacturers into an export- -oriented industry

In the farm areas in Viet Nam, rurat manufacturers have been producing various products including
textile products, wood and bamboo works, stone products and lacquer ware. Especially in the areas
near big citics such as Hanoi and Ho Chi Minh City, the rural manufacturing industry has been growing
into an export-oriented consignment processing industry., The government initiative shoutd aiso be
geared to reorganize and consolidate the rural manufacturers in the other areas into an expost-oriented
industry. To this end, the government will be expected to help upgrade the rural manufactures and
¢stablish division of }abor in each production area.

Furthermore, it is to be desired that division of labor should be es{abhshed at the national {evel
through coordination between rural manufacteres and domestic SMEs that are growing inlo export-
orient industries.

In this way, rurat manufacturers should be m!egrated into an export-oriented consignment processing
industry, They should also aim at further export-led growth by establishing an effective brand image of
their production areas to promote the export of their craft-work.

4) Promote urban-type SMEs

With the development of Viet Nam’s economy, new type of businesses are emerging in big cities
such as Hanoi and Ho Chi Minh City in response to the expanding consumption demand. In Ho Chi
Minh City, for example, electronics manufacturers producing karecke equipment are 2rowing.

With the view to increase the responsiveness to the expanding urban consumplion demand, the
development of manufaclurmg techniques will be needed in various other industries such as processed
food, highly fashionable textile products, household electrical products, Icisure related goods, and toys.

Urban SMEs will be expected to evolve out of  the consignment processing industry. They can also
be newly established by means of spin-off. In any case, it will be important for urban-type SMEs to
improve their price competitiveness and 1o foster the skills and capability of product planning and
development so that they will be able to oompcle with imports.

The promotion of urban-type SMEs development will lead to further exporl- -led growth of Viet Nam

in the years ahead because there will be potential opportunities of meeting the consumption nceds of
the ASEAN countries.

(2) Outlook on progressive stages in SME development
The following table presents the oullook of progressive slages in SME development in the years
ahead on the above four lines.

As to the consignment processing industry, it is advisable that SMEs should be encouraged Lo

423



gradually shift to more highly valuc-added businesses while maintaining their current growlh potential.

In the supporting industry, the growth of SMEs should be steadily fostered through technology
transfer and human resource development,

Rural manufacturers should be encouraged to turn to export markets aver a middle/long range white
upgrading their level through coordination with the consignment processing industey.

The growth of urban-type SMEs should be promoted in accordance with the rising of the income
tevel of urban consumers. Their shift to the export-oriented industry should then be encouraged over a
medium/tong range.

3. Formutation of SME Promotion Policy in Viet Nam

(1) Basic point of view

Government support for SMEs in Vict Nam should be promoted with the following points in mind:
1) Correct the difference between government enterprises and SMEs in the business environment
and achicve the stability and growth of SMEs,

2) Implement SME promotion policies slep by step in accordance with the economic development
of Viet Nam as well as that of the ASEAN countries.

3) Secure coordination among govcmmem programs related to SME promouon Steps should then
be taken lo strategically promote SMEs on the basis of the following three pillars:

a) First, build up frameworks for SMEs’ business activities as soon as possible. To this end,
enacl the SMEs Basic Law underlying SME promotion policics, establish financial assistance
system for SMEs, and encourage SMES to organize commercial and industrial associations which
will be major recipients of SME supporl programs.

b) Utilize the SME commercial and industrial associations in order to foster the development of
a supporting industry in cooperation with advanced foreign countries and foreign companies in
Vigt Nam.

c) Promote export by utilizing the SME commercial and industrial associations.
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(2) Formulation of SME promotion programs

To put it briefly, government support for SMEs in Viet Nam should be promoted with the following
threc objectives on the basis of the above-stated views:

1) Tmprovement of the business environment of SMEs

2) Development of a supporting industey

3) Promotion of SMEs’ exporis

Specifically, the following measures are recommended to achieve the above objectives:

1) Imprevement of the business environment of SMEs
a) Enactment of SMEs Basic Law:
Establish a basic law for SMEs. The basic law has the objectives of clarifying the important role
that SMEs can play in improving Viet Nam’s economy, and of defining the necessily of promoting
the growth of SMEs and the framework of SME prometion policy.

b) Amalgamation of SMEs:

Promote the formation of SME industrial organizations and associations. It is advisable that SME
support programs should be aimed at the industrial organizations and associations to facilitate the
implementation of the programs on a full-scale.

¢) Improvement of SME financing:
Establish government financial institutions for SMEs and found a credit guarantee system and

other financial support programs designed to facititate SME’s borrowing from banks and private
financial institutions,

d) Modernization of manufacturing equipment:
Provide tax reduction incentives for ptant and equipment investments and ease the regulauon on
the impott of second-hand equipment to promote modernization of SMEs’ manufacturing equipment.

¢) Development of human resources: :
Provide seminars for SME managers, business administrators and manufacturing engmeers to

foster human resource development. Particularly, more opportunities of acquiring management skills
and know-how should be provided to SME managers.

2) Development of a supporting industry
a) Technology transfer and technical advice:
Promote the transfer of metalworking technology to SMEs and provide relevant technical advice
to upgrade their technical level so that they will be able to meet the needs of foreign companies.

b) Development of linkages between SMEs and foreign companies:

Promote linkages between SMEs and foreign manufactures of automobiles and household
electrical products in Viet Nam with the view of developing a supporting industry by means of
busincss transactions and technology transfer between the two parties.

c) prort promotion for the supporting industry:

Support exporl activilies in the supporting indusiry aimed at the ASEAN nations and other foreign
couniries by providing information services, trade fairs and other effective programs.
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3) Promotion of SMEs’ exports
a) Improvement of export regulations:
Improve the exporl license system and the export quota system, and case the restriclions on
SMEs’ export aclivities.

b) Improvement of (he expost credit system:
Improve the export ceedil system to cnable SMEs to secure funds for expot.

c) Strengthening and enhancement of trade fairs and exhibitions:
White improving and strengthening domestic trade fairs and exhibitions, provide support for the
participation by SMEs in overseas events.

d) Establishment of export promotion institutions:

Establish special institutions designed to promote export activilics of Vietnamese companies.
Tasks of such institutions are to collect and provide foreign market information, sponsor trade fairs
and exhibitions and offer various other export promotion services to SMEs,

£) Provision of information services:
Collect and provide information on foreign markets, technologies, products and other areas that
arc useful in promoting export.

f) Modernization of manufacturing equipment of export-oriented industrics:

Support plant and equipment investments of export-oriented SMEs through the provision of low-
interest loans and other measures to help them improve their manufacturing equipment so that they
will be able (o increase their international competitiveness in terms of product quality and prices.

The following table shows the development of SME promotion policies by stages.
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Table 8.2 Stages to promote SMEs

U (1997~2005)

T (2005~2010)

1 (2010~2015)

Building up
foundations
for SMEs
Deregutation
and
liberalization
of busingss
eaviroanment

Fstablish an SMEs Basic
Law

SMEs Credit
Supplementation system
Establish for Finaacial
{nstitutions for SMEs
Fogmation of SME Industrial
Associations

Promeote investment of SME
using by l¢asing companies

Provide information and foster
experts through SME Industdial
Assoctations

Promote Ventuie Capitals
System

Promote modeinization of
SME facilities and cquipment

Spread technologies by

Fostering Establish Technical Training Promote Patabase System for
suppoting Centers and foster trainers establishing Regional supporting industries
industries Promote establishment of Technology Development Promote modernization of
metal and machinery Centers supporling industries’ facilities
industries Supporting Iadustry and equipment
Development Program '
Promote Promote Export Credit Fstablish Export Promotion Enact financial laws to
export System Cenler and provide market and | promode facility
activitics of Improve exporl permission technology information modernization of exporting
SMEs system Spread technologies by induslries
establishing Regional Forther promotion of world
Technolopy Development network for Expont Promotion
Ceaters Center
Source  Compiled by NRI

(3) Case-study of foundations for SMEs’ business activities
1) Establishment of SMEs basic law

[Purposc]

It is very important to specify in a law who SMEs are and how important it is to promote SMEs
before a variety of SME promotion programs are lauached. The legal specification will justify your
decision on whether or not  to implement new SME promoticn programs.

Therefore, SMEs Basic Law should be established to elucidate the right path of SMEs through a
clear definition of the framework of SME promotion policy. The Law shoutd also specify the necessity

of promoting the growth of SMEs and the important role that SME:s can play in improving Viet Nam’s
economy.

(Proposat for the contents of the Law]

Chapter I: General Provisions
a) Goal of the Law
b) Definition of SMEs
¢} Legal measures
d} Regular assessment of SMEs
¢) Annual report on SMEs

Chapter 11: Structural advancement of the SME sector
) Modernization of equipment and facilities
b) Improvement of technology
¢) Modernization of business administration
d) Labor related measures
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Chapter 1ll: Rectification of disadvantages of SMEs
a) Proper business opporltunities for SMES
b) Prevention of excessive competition
¢) Fair subcontract dealings
d) Assurance of fair opporlunities for subcontracts from the government and othce major
corporations
¢) Adjustment of the compeltition between SMES” products and imports
Chapter IV: Export promotion
a) Promotion and encousagement of export
Chapter V: Financing and Taxation
a) Facilitation of financing SMEs
b) Capital replenishment
Chapter VI: Government agencies and SME industrial associations
a) Establishment and improvement of government agencies related to SMIE promotion
b) Establishment and improvement of SME industrial associations

2) Organization of SME financing system

(D SMEs credit supplement system

[Purpose]

Many SMEs find it difficult to borrow from financial institutions because of the shortage of
security for loans, This problem is particularly serious in Viet Nam, where financial insiilutions have
not been well organized yet. '

A credit guarantee system and a credil insurance system are provided with the aim of
supplementing SME’s security and to help them facililate borrowing from financial institutions.

[Mechanism] _

a) Credit Guarantee Association should be first established. SMEs who wish to borrow funds from
financial inslitutions will apply the Association for ils guarantee. The Association will assess the
financial needs of the applicants and decide whether it will provide guarantee or not. SMEs who are
accepled by the association will then borrow from financial institutions on the securily of the
guaranty,

b) If SMEs cannot pay the guaranteed loan, Credit Guarantee Association will reimburse it to
- financial institutions in place of the SMEs.
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Chart 8.1 Outline of the credit supplement system in Viet Nam

Source  Compiled by NR1

@ Establishment of financial institution for SMEs

{Purpose]

SMEs in Viet Nam are suffering chronic fund shorlage due to their difficulty in borrowing from
financial institutions. They especially find it difficult to obtain a long-term loan for more than six
months, which lcads to a serious problem in their equipment investment. The financial problems
facing SMEs will seriously impede not only the development of SMEs but the future growth and
stabitity of Viel Nam’s economy.

For this reason, the establishment of a financial institution for providing a long- lerm loan to SMEs
is indispensable for promoting the growth of SMEs.

[Function]

To provide a long-term loan to SMEs that need to raise funds for the followmg purposes:

a) Investment in equipment modernization {e.g, 1mprovemenl or replacement of existing
equipment, purchase of hi-tech equipment, etc.)

b) Equipment invesiment for business expansion with a view {o selling products to import/export
companies

c) Long-term working fund that is difficuit for SMEs to bormw from private financial institutions.

d) Equipment investment for human resource development

¢) Equipment investment for R&D

3) Formation of SME industrial associations
[Purpose]
In many cases, it is more effective to provide SME promotion programs to indusirial organizations

and associations than to individual SMEs. In facl, foreign assistance is normally provided to such
organizations.
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However, there are very few industrial associations in Viet Nam. Integration of SMEs into the
formation of associations is very important in developing SME promotion programs on a full scale.

{Function}

Industrial associations can provide the following services to their members:

a) To rationalize SME management and improve their trade terms and conditions through joint
production, processing and marketing white at the same lime assuring the autonomy of individual
members.

b) To work together en human resource development.

¢) To share information on markets, technology, etc.

d) To serve as a recipient of government and foreign assistance services.

¢) To help members raise funds by providing them with loans and ciedit guarantee.

[Supportive Measures]
a) Ease the qualifications for the establishment of industrial associalions.
b} Provide industrial associations with tax exemption programs as incentive measures.
¢) Define indusirial associations as recipients of SME promotion programs.
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IX. Supporting Industry Development Policy

1. Perspective on Supporting Industry Development in Viet Nam

(1) Basic point of view

A supporting industry has still been undeveloped to meet the nced of targe foreign manufaclurers of
clectric/electronic equipment and automobiles for the supply of paris and materials. Due to the lack of
domestic supply sources, the foreign manufacturers in Viet Nam need to import parts and materials
from forcign countries, If they continue to depend on imported patis and materials, the trade deficit of
Viet Nam will increase, and the benefit of the presence of foreign companics in Viet Nam will continue
to be limited to the small segment of the nation’s economy, :

The issuc of supporting industry development presents a challenge to Vict Nam in common with all
of the ASEAN countries. In spitc of their continued efforts to develop a supporiing industry through
technology transfer and other programs, it still looks difficult for them to make a good progress.

Some SMEs in Viet Nam have begun to produce industrial parts to cater to the need of local foreign
companies. Therc is also an accumulation of technological know-how related to melalworking in Viet
Nam exploited by government enterprises. However, their technological tevel is still tow and their
production equipment is out of date. Accordingly, it will be extremely difficult to develop a supporting
industry in Viet Nam if the efforts are to be made with the exisiing level of technology.

Apart from the unsatisfactory level of the technology and skills of engineers and workers from
government enterprises, the accumufation of metalworking technology and skills is one of the
advantages that Viet Nam have over any of the ASEAN countries. Therefore, it secems highly
worlhwhile that by utilizing this advantage, Vict Nam seek to upgrade the existing technology through
technology transfer from foreign companies in Viet Nam and from overseas countrics in order to
further the possibility of developing a supporting industry.

Specifically, it is advisable to promote the supporting industry development by the following three
stages:

1) The first stage (present - 2003):

a) The period between now and 2005 will be spent on preparing for the supporting industry
development.

b) During this period, a government support should be aimed al the establishment of new
businesses in the supporting industry, on the basis of the existing metalworking skills of the machine
repair/maintenance industry and of the government entesprise engincers and workers.

¢) To this end, special support measures including the provision of low-cost equipment rent will
be necded (o help the start-up businesses. '

d) In view of the full-scalc development after 2005, technical instructors in the metalworking field
should be fostered. N

¢) Furthermore, it is advisable to attract foreign suppliers of metalworking products, electronic
parts and automotive parts to Viet Nam because it can be expected that the foreign companies will
give orders to local businesses and that as a resull, technology transfer will be promoted.

2) The second stage (2005-2010):

a) The supporting industry development will be promoted on a full scale during the period
between 2005 and 2010,

b) On the assumption that the supporting industcy has developed 10 a certain degree, organization
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of indusirial associations of SMEs will be promoted to facilitate the provision of government supporl
services.
¢) Technology transfer will be actively promoted by utilizing the technical instructors fostered at
the fivst slage 1o upgrade (he technology of SMEs 1o an acceptable level for foreign companies,
SMEs will expand busincss opportunities with foreign supplicrs of elcctronic parls and
automolive parts and with forcign assembly companies in Viet Nam while promoting technology
transfer from them,

3) The third stage (2010 - 2020):

a) After 2010, SMEs in the supporting industry will aim to become an export industry by
developing the opportumllcs of supplying their parts to assembly companies in the ASEAN countries
in view of the full development of the AFTA.

b) In order to turn the supporting industry to an expost mdustry, it will be important for Viet Nam
to produce a vast number of nucleus companies with sufficient technical capability. This objective
will only be able to be achieved by providing effective support programs 1o foster the growth of the
nucleus companies and by actively promoting exports while encouraging their own efforls of R&D,

N Third Stage
« Supporting industry
formation for ASEAN
Second Stage + Development of
. _ — _ middle-class companies
" First Stage + Supporting industry ,
- - development through
» New business creation on hnol £
the basis of the existing technology transter

repair/maintenance skills to SMEs

* Attraction of foreign
manufactures of electronic
and automotive parts to
Vielnam

Present 200% 2010 2020

A A A

* Train technical expert + Assist industrial associations

+ Encourage new business * Promote the support industry
establishment development program

+ Attract foreign companies

Chart9.1 Three-stage development of supporting indus!ry in Viel Nam

Source Compiled by NR1
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(2) Supporting industry development policy by stages
‘Ythe supporting indusiry development policy should be implemented by stages as follows:

1) The first stage (present - 2005)

a) Support for new business creation in the supporting industry:

Provide assistance services to start-up businesses wilh poor financial resovrces by renting
sccond-hand equipment used by government enterprises at low costs while encouraging the import of
second-hand machines and equipment from foreign countries, and by promoting the establishment
and development of feasing companies of manufacturing equipment and machines.

b) Establishment of technical training centers: :

Set up technical training centers lo provide training programs for technical instructors who will be
expected to play an active role in technology transfer to the supporiing industry after 2005,

¢) Invitation of foreign companies in the supporting industry to Viet Nam:

Encourage foreign metalworking companies and suppliess of ¢lectronic and automotive parts to
shift their manufacturing facilities to Viet Nam.

2) The second stage (2005 - 2010):

a) Establishment of regional technology development centers to provide technical training service:

Set up regional lechnology development centers throughout the country to promote technology
transfer to SMEs. At the centers equipped with test and analysis equipment and training facilities,
technical instructors trained at the technical training centers will provide technical training service to
SMEs.

b) Promotion of the organization of SME industrial associations:

Encourage the formation of SME industrial associations that will be a direct recipient of

government SME support programs. Alse provide various programs to support the aclivities of the
associations.

¢) Formulation of supporting industsy developmém programs:

Formulate effective programs for suppoiling indusiry development to facilitate technology
transfer from foreign compaaies in Viet Nam to local SMEs.

3) The third stage (2010 - 2020):
a) Promotion of expart by the supporting industry: .
Pravide export promotion programs to the supporting indusiry including the provision of technical
advice and market information on the ASEAN countries and assembly companies there.
b) Further promotion of supporting indusiry development programs:

Advance the supporting industry development programs to foster nucleus companies in the
industry with cooperation wiih financial institutions and investment companies.

(2) Case-study of supporting industry development policy
1) Establishment of fechnical training centers
[Purpose]

In order to achieve smooth technology transfer that is required for the development of a
supporling industry, it is necessary to foster technical instructors who can provide technical training.
Technical training centers are designed to produce technical instructors with advanced level of
technology in cooperation with foreign companies in Viet Nam and overseas countries.

434



[Function}

a) Technical training centers are furnished with equipment for practicat teaining.

b) Training programs are provided in cooperation with foreign companics in Viet Nam by
utilizing the programs of foreign government agencics and industrial organizations.

2) Regional technology developnient centers
[Purpose)

The purpose of the cstablishment of Regional Technology Development Centers is to help SMEs
solve their technical problems and increase their compeliliveness in the export markels by upgrading
their technology. The Centers underlake testing of and research on SMEs’ products and their
production technology and to provide SMEs with relevant technical training.

{Services]

The Centers will provide the following services:

a) To provide SMEs with advice on their technical problems and send (echnical experts to help
solve the problems,

b) To set up technical training seminars for engineers from SMEs.

c)To up'derlake product/material testing and evaluation for SMEs when requested.

d) To let the test equipment of the Centers available to SMEs who want to conduct a product test.

¢) To conduct R&D in the areas of production techrology and production development techniques
necessary for upgrading regional industries and to disseminate the results of their R&D efforts
among local companies,

[Operation]

ODA »  (Government
{mgplementaiion
and financing
Consultation
.
Participation in seminars
. i
Technical Equipment utilization
Training “+ SMEs
Center Training Information service
for technical - :
Instroctors Visiting advisors
”

Technical training
Nisiting advisors

Regquest for oooperation

Universities/Local
Foreign Companies

Chart 22 Outiine of the regional technology development centers in Viet Nam

Source Compiled by NRI
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[Function]

a) Technical training centers are Turnished with equipment for practical trinna.

b) Training programs are provided in cooperation with foreign companices i Viet: Nam hy
utilizing the programs of forcign government agencics and indostrial organizations.

2) Regional techuolopy development centers
[Purposc]

The purpose of the establishment of Regional Technology Development Centers is 1o help SMES
solve their technical problems and increase their competitiveness in the expost markets by upgrading
their technology. The Centers undertake testing of and rescarch on SMEs™ products and their
production technology and to provide SMEs with relevant techmical training,

{Services]

The Centers will provide the following scrvices:

a) To provide SMEs with advice on their techaical problems and send technical experts o help
solve the problems.

1) To set up technical iraining seminars tor engineers from SMEs,

¢} To undertake product/material testing and evaluation for SMES when requested.

¢} To let the test equipment of the Centers available 1o SMUEs who want to conduct a product test.

¢) To conduct R&D in the arcas of praduction technology and production development tecliniques
necessary for upgrading regional indusirics and 10 disseminate the resulis of it R&D efforis
among lacal companies.

[Operation]

0oDA “*‘ir Government

Binpleoiontig m
and fsmeing

Conau e
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Technwal tramirs
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At ofvisors

Vinverstichsal

Jorernin Coipounes

Chart 9.2  Outline of the regional technology development centers in Viet Nam

Source  Comipiled by NRI
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a) People’s Committee in each province will be responsible for the establishment and management
of the Center,

b) Call on university professors and engincers of foreign companies in the region to serve as
technical advisors.

¢} Acquire second-hand test cquipment from research institules in Japan or other forcign countrics
at lower cost or without cost.

[Development by Stages)

a) Select certain regions at the beginning. Start with Hanoi and Ho Chi Minh.

b) Select particular industries in accordance with the regional situation. Such industries could
include textite, woodwork, ceramics as well as metalworking.

¢) Start a consulting service, send technical advisors and set up technical training seminars,

3) Supporting industry development program
[Purpose]
Although a number of foreign manufactures have operated their businesses in Viel Nam, very few
of them have purchased parts from local Victnamese suppliers due lo the underdevetopment of a
supporting industry in Viet Nam.

In the present situation, foreign companies operated in ‘Viet Nam are allowed few opportunities to
contribute 1o the economic growth of the counlry, and in a worse case, the gap betweea the foreign
companies and local Vietnamese firms might expand in various areas. On top of that, increasing
nceds of the foreign assembly companies for imported parts will affect the trade balance of Viet
Nam.

However, the existing local SMEs in Viet Nam arc far below the level of lechnology and
managerial skills that the foreign companies expecl theie part suppliers to achieve. Unless they can
achieve the expected level, it is difficult to foster a supporting industry in Viet Nam,

Therefore, the Supporling Industry Development Program in Viel Nam should be designed o

promote the transfer of technology and managerial skills from foreign companies in Viet Nam to
help upgrade the local SMEs.

[Program Qutline]

A compulter database on SMEs supplicrs will be established so that foreign companies can select
potential SMEs as their pariners through the database.

Foreign companics ate encouraged to form a partnership with selected local SMEs (in both public
and private sectors) and then transfer their advanced technology to their SME pariners,

Specifically, foreign companies are requested to sefect SMEs as their pariners when they establish

their business in Viet Nam. A technology transfer program will thea be formulated for two parties to
make a gradual transfer of:

a) Business management technology; and
b) Production Managemenl technology (including quality control skills).

[Way of Implementation]

a) The Supporting Industry Development Program should be integrated into the overall
Government policy for foreign company investment promotion.

b) Some incentive measures should be provided to involve foreign companies in this program.

¢) Financial and investment institutions should also be iavelved in this program when middle-
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class comnpanies develop in Viet Nam.,
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Chart 9.3 Outline of supporting industry development program in Viet Nam

Source  Compiled by NRI
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X. Measures for the Promotion of Exports to Viet Nam’s SMEs

1. Stages of Development for Contract Processing (the Case of Cotten Garments)

Xict MNanr's added value >

Joint ventures

Period of increasing use of
Vietnamese designs

Period of increasing use of raw materials
made in Viet Nam

Period of raw materials imports

>
Stage of development

Chart 10.1 Stages of development and Viet Nam's added value

Source  Compiled by NRI

Viet Nam’s Industrial Statistics (So Lieu Cong Nghiep Viet Nam 1989~1993) shows that the
industries in which the shares of non-states-run enterprises in the total value of praduction are large are
a} lumber processing (77%), b) textiles (67%), and c) metal processing (55%), with textiles occupying
the second position. And as indicated by the queslionnaire survey, many privalte SMEs engage in
textiles exports under the coniract processing scheme. However, there is an argument in Viet Nam that
processing under contract from foreign companies may be increasing the nation's imports. We will see
whal kind of progress is aniicipated in contract processing by taking the case of garment exporis to
Japan, Chart 10.1 and Table 10.1 show the format of contract processing by slage of development.
‘These stages are theoretical, and the real situation may not develop as indicated. However, Japanese
firms are placing orders for contract processing in anticipation of the following stages of development.

In the first present stage, because of insufficient domestic availability of raw materials and
equipment, companies must increase their dependence on foreign procurement, including that of raw
materials, when they engage in contract processing (the period of raw materiats imports). This is the
phase of increasing imports which is being pointed out at the moment. However, one should keep in
mind that becavse firms are engaged in contract pracessing, their work is naturally incteasing exports.
Specifically, textile exports from Japan to Viet Nam increased 4.1 times from 35 million dollars in
1992 1o 140 million dollars in 1995. During the same period, textile exporis from Viet Nam to Japan
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increased cven more sharply by 5.3 times from 110 million dolars to 560 million dollars (Table 10.2)

Table 10.1

Format of conltract processing {the case of cotton garments)

Items

The period of raw
materials imporis

‘The period of increasing
usc of raw matcrials made
in Viet Nam

The period of
increasing use of
Vicinamese designs

foint vontures

Raw materials

Woven fabrics and

Increasing use of woven

Increasing use of

Foreign and

yarns brought in by  |fabrics madc in Viet Nam |yarns made in Vict Domestic raw
forcign companics ' Nam materials
Design Foreign firms "|Foreign firms Viet Nam Viet Nam
Sales routes Sales to foreign firms|Sales to foreign firms Sales lo foreign firms | Exports
Technological Foreign firms Foreign firms Foreign firms Foreign {irms
guidance 0 ‘
Equipment Own equipment or  |Own equipment or on rent |Qwn equipment ot on [Imports
on rent from foreign |from fozeign firms reot from: foreign
firms firms
Production effects {Acquisition of Acquisition of technology, | Acquisition of Securing of
technology, Jab increase in the ratio of technology, increase  |technology and
increases locally procured raw in the ratio of locally |[capital

materials

procured raw
materials

Added value Processing fees only |Inciease in the ratio of Increase in the 1atio of | Increase in added
processing fees processing fees valug, including
profiis
Trade effects Increase inimports  yImprovement in import Improvement in Expansion of
dependence import dependence  |exporis

Source Compiled by NRI

- Table 10.2 Textile Trade between Viet Nam and Japan (US$1,000)

ftems Y1992 -¥1993 - Y1994 . ¥1995 Y1996
Exports from Japan 35427 . 59,413 82,835 116,939 143,500
Synthetic textiles 3,495 10,629 11,591 11,148 7,942
Raw yamns 2,677 3,129 2,492 3,385 4,725
Fabrics 21,766 31,672 45,881 68,904 89,682
Secondary textile products 7,490 13,983 22,865 33,489 41,151
Exporis to Japan 105,843 205,169 302,343 430,433 559,270
Secondary textile producits 105,523 204,741 299,987 425,657 555,077

Source  White Paper on International Trade, MIT{

In the second stage, technology transfer from Japan encourages an jmprovement of production
technology, standardization technology, and quality control in Viet Nam, which increases the use of
Viet Nam-made woven fabrics. This should check the increasing trend of imports (progress in the use
of raw materials made in Viet Nam}.

In the third stage, technology transfer from Japan makes further progress, increasing the produclion
of good-quality raw yarns in Viet Nam, and the design development capabilities of Vietnamese firms
rise based on the samples provided by foreign companies (progress in the use of Viclnamese designs).

In the fourth stage, Vietnamese firms learn designing, and the ratio of local procurement of raw
materials increascs, creating an environment in which joint ventures can operate. Foreign firms will
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provide technologics, capital, and marketing channels, enhancing export compelitiveness of garments
made in Vict Nam.

How long it will take to move up from stage 1 to stage 1V depends on the speed of the acquisition of
technologics by the Vietnamese. Japanese experience in manufacturing garments in China show that
this requires somewhere between five and scven years on average. After China opened up its economy
to other countries in 1979, Japancse firms started contract procession on a frial basis in the carly 1980s.
Entries through contract processing began in carnest in the latter half of the 1980s, and by 1992 most
operations developed into joint ventures, In 1996, there were more than 700 Sino-Japanese textiles
joint ventures, In addition, since 1993, Japanesc general trading companics have begun (o enter dyeing
process, which had been a bottleneck in China. They are also aggressively increasing investments in
China in the upstrcam and mid-stream sectors such as acrylic yarns and joint ventures for intcgrated
production of knitwear. In the downstream garment sector, it is well known that Chinese exporters to
Japan include many private provincial and rural firms as well as state-run enterprises. Therefore, the
government of Viet Nam should take into consideration these policies and behaviors of Japanese firms,
and come up with appropriate policies toward contract processing.

2. A Survey of Exports to Japan (the Case of Garments)

As the survey shows, the promotion Victnamese products in Japanese markets is an important task
for Viel Nam’s small and medium-sized textile firms, Therefore, we have studied trends of garment

exports o Japan from Viet Nam as a case study to discuss policy options for promoting exporis to
Japan.

As of 1996, the only Vietnamese products whose market shares among imports to Japan were among
the top five in terms of value, were clothing, bedding, and home textites. Between 1993 and 1996, the
value of Japan’s imports from Viet Nam increased at an average annual rate of around 20%
(approximately 10% in terms of unit volume) for clothing, approximately zeto (minus 5%) for bedding,
and approximately 10% (around 5%) for home textiles. In 1996, the size of markets for imports from
Viel Nam was approximately 2 trillion yen for clothing, approximately 50 billion yen for bedding, and
around 70 billion yen for home textiles. In this repont, in-depth analysis and recommendations are made
for clothing, which enjoys a large market as well as a strong prospect of further increases in the value

of imporis to Japan. For bedding and home texliles, only key poinis are brought to the readers’
attention.

Japan's garment imports have increased dramatically since the yen's appreciation in 1987, In 1996,
imports accounted for 37% of total domestic consumption. Table 10.3 shows that at present China has
an approximatcly 60% share among imports of clothing to Japan. The share in imports of Chinese and
Victnamese products have risen sharply, while that of South Korean products has declined and those of
ltalian and US products have remained steady. Although it is not inctuded in this Table, if we check the
top ten exporting countries in terms of value since 1990, we find shares of Thailand, Indonesia, and
Hong Kong have declined, while those of French and British products have remained steady. In any
event, the dramatic rise in Chinese and Vietnamese products is prominent. Stafistics on garment
imports to Japan from January to March 1997 show that in terms of value, Vietnamese products posted
a year-on-year increase of 42%, surpassing the year-on-year increase of 19% registered by Chinese
products. Viet Nam’s growth rate was the highest of all,
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Table 10.3 Major exporlers of garments lo Japan

{Top 5 couniries in teims of valug in 1996)

Soutccof  |Units Y1590 Y1991 Y1592 Y1993 Y1994 Y1995 Y1996
impoils
China Value | 330,594]  419,088] 595,251] 676,282] 816,624 972,067| 1,241,815
(Million yen) , .
Share of value 31.0% 37.71% 46.5% 520% 55.5% 57.8% 60.4%
Volume (lons) {  141,900] 187,881 260,520] 332,424] 410,303] 4634731 309,375
Italy Value 156,i24| 132,121 114,627 89,482 117,252 140,547 182,898
{Miilion yen) '
Shate of value 14.6% 11.9% 9.0% 6.9% 8.0% 8.3% 5.9%
. | Volume (tons) 5,698 4,455 3,906 4,420 7,795 10,024 10,271
S. Korea Value . 276,7611  254,540] 220,017] 189,731 180,831 160,099 140,179
(Million yen) _ _
Share of value 260%| 22.9% 17.2% 14.6% 12.3% 9.5% 6.8%
Volume (tons) 81,437 79,040 71,686 72,360 74,593 68,791 53,489
u.s. Value 37,383 55,118 65,748 90,563 88,037 97,971 109,983
{Million yen)}
Share of value 35% 50% 5.1% 7.0% 6.0% 5.8% 5.4%
Volume {tons) 8,849 13,844 15,609 25,581 25,300] 27137 24,212
Viet Nam  |Value 1,718 4,480 11,314 19,648 26,342 34,699 53,073
(Million yen) . ‘ _
Share of value 0.2% 0.42% 09% 1.5% 1.8% 2.1% 2.6%
Volume {tons) 853 2,085 4,781 8,804 12,531 16,120 21,276
World total |Value - 1,066313] 1,110,317] 1,279,546} 1,300,884| 1,471,454] 1,681,240 2,055,146
(Million yen)
Volume (tons) 193,560] 344,530] 422,325] 508,018] 599,941 663,0031 693,511

Source “Japan’s Appare) Market and Imports (April 1997)” The Japan Textiles Importers Association

Table 10.4 Unit Price per ton of garments imported to Japan

(Top 5 countries in terms of value in 1996, cify

Source of |Units Y1990 Y1991 Y1992 Y1993 Y1994 Y1995 Y1996

imports

China Million 233 223 2.28 2.03 1.9 2.10 244
yen/ton

Haly Miilion 27.40 29.65 29.34 20,24 15.04 14.01 17.81
yen/ton :

3.Korca Million 3.40 3.22 3.06 2.62 2.41 233 2.62
yen/tan

Us. Million 422 3.98 4.21 3.534 348 3.6t 4.54
yen/ton S

Viet Nam  |Million 2.01 2.14 237 224 2.10 2.15 249
yenfton

World tolal jMillion 4.45 3.22 3.03 2.56 245 2.54 2.94
yenjion

Source Compited by NRI

Garments imports to Japan can be classified into the following three categories in terms of product

attribultes.
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1) Fashionable garments
Garments imported from primarily Europe are of high quality in terms of color, patlern, product
quality, design and sewing. A charactetistic of European praducts is their subtle neutral colots, They
ar¢ also easy to wear, do not lose their shape easily, and have soft sithouettes. On the strength of these
qualitics, they enjoy stable demand in Japan. Although their unit import prices have been dectining,

they are still in the high price range. Ruropean products have high value added because of integrated
production starting with the yarns.

2) Products for which raw materials or manufacturing resources are not easily available in
Japan
Products made of animal wool, such as cashmere, angora, or mohair, are imported primarily from
South Korea and China. The sewing techniques of silk or similar products are regarded as features of
Chinese products and arc accepted as such in Japan.

3) Labor-intensive products :

Common featuccs of Asian imports are that they do not require complicated sewing specifications
and that they are labor-intensive, mass-produced goods. However, South Korea and Taiwan are losing
their price competitiveness in this area because of the appreciation of their currencies, and higher
wages. On the other hand, as indicated in Table 10.4, China and Viet Nam have markedly improved

their export competitiveness vis-a-vis other Asian countries, parlly because of their relatively low unit
import prices.

Table 10.5 Trends in the ratio of woven garments to Japan’s knitted garment imports
(developing nations only)

Woven garments (value) / Y1592 Yi993 Y1994 Y1995 Y1996
Knitted garments (value)

Viet Nam 2.08 1.96 1.83 1.7t 208
China 1.7% £.79 1.61 1.60 1.61
Taiwan 0.78 0.70 . 0.96 0.72 0.67
S. Korea 0.65 0.54 0.21 0.36 -0.31
World average 1.50 1.34 1.24 1.27 1.37

Source  Compiled by NRI

When we check Japan’s garment imports by major exporting countries, we find that the ratio of
woven garments to knitted garments is still very high for Vietnamese products {Table 10.5). This is
because Vietnamese firms’ technologies have not yet developed fully for manufacturing goods direcily
from yarns brought in by foreign companies under contract processing. The Victnamese firms mostly
make garments with fabrics brought in by foreign companies. The ratio of woven garments to knitted
garmenis for Chinese products is higher than that for Taiwanese and South Korean products, but the
ratio of knitted garments is on the increase. For Vizt Nam to shift iis product mix from low-priced to
medium-priced goods, it must quickly step up the introduction and establishment of fabrics
technologies which are necessary 10 raise the ratio of knitted garments.
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Table 10.6 Vielnamaese garments in Japan by product category

flem Units Y1993 Y1994 Y1995 Y1996
Knilted garments Value (Mitlion yen) 6,303 8,713 11,931 16,033
y-0-y inciease rate (+77%) | (+38%) (+31%) {(+34%)
Outer garments Value (Million yen) 5,684 8,005 10,320 13,663
y-0-y increass rate (+89%) {+41%) (+29%) {+32%)
Polo shitts, Value (Million yen) 2,868 3,881 5,018 6,411
sweal shirts y-0-y increase rate {(+77%) {+35%) {-+29%) (+28%)
Sweaters, Valug (Miltion yen) 1,975 2,293 2,460 4,091
cardigans y-0-y increase rale {+141%) (+16%) {(+7%) (+66%}
Undsr garments Value (Million yen) 619 708 1,611 2,70
y-0-y increase rate {(+13%) (+14%) {+118%) (+47%)
Woven garments Value (Million yen) 12,342 15,991 20,368 33,375
y-0-y increase rate (+67%) (+30 %) (+27%) {+64%)
Outer garments Value (Miltion yen) 11,378 14,581 18,466 30,381
y-0-y increase ralc (+69%) {+28%) (+27%) {+65%)
Jumpeis Value (Million yen) 5,825 6,357 6,476 11,778
y-0-y increase rate (+51%) (+10%) (+1%) (+82%)
Slacks Value (Million yen) 1,103 1,759 3,137 5,203
y-0-y increase rate - (+33%) (+59%) (+78%) (+66%)
Under garments Vatue (Million yen) 964 1,410 1,502 2,994
y-0-y increase rate (+46%) (+46%) {+35%) (+57%)

Source Japan International Trade Statistics Monthly

Characteristics of Japan’s garment markets are as follows.
First, there is bipolarization to low-end market that meets the consumer's needs for popularly-priced
goods and luxury market, which caters to the consumer’s desire for genuine and individualistic goods.
Second, while heavy garments including suits, coats and dresses are stagnating, light garments
including blouses and shists, sweaters, and skirls for casual wear are increasing.
Third, because of the prolonged economic stagnation, the Japanese consumer has become defensive.
They are buying lower-priced goods than before or holding down new purchases by coordinating what

they have.

At present, Viet Nam is capturing markets for low-priced, light and casual garments. More

specificaily, as indicated in Table 10.6, the increases in polo shirts, sweat shirls, sweaters, cardigans,
jumpers and slacks and under garments are providing the underpinnings to growth in garments made in
Viel Nam.

Table 10.7 Ratio of men’s garments to Japan's garmenl imports :(1 996, based on value)

Iems Viet Nam China France [taly Imports | Total Japanese
. average market
Ratio of men’s garments 80% 66% 44% 60% 69% 371%

Source  Compiled by NRI

In order to see the difference from Chinese products, we have checked the ratios of men’s garments
(in terms of value) for 1996 (Table 10.7). Whereas the ratio is 66% for Chinese products, it is high at
80% for Vietnamese producls Given the fact that men's garments account for only 37% of total
Japanese market, in the medium and long term, Vietnamese firms must draw up enlry strategies for
more fashionable and high value added women’s market.
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3. Policy Optiens for Promoting Exports to Japan

So far, fapan sales of garments made in Vict Nam have been successful, as their sales volume has
increascd sharply, while unit prices have risen gradually. However, we suggest the following policy
options to Viet Nam’s small and medium-sized textile fiems, so that they can further increase sales in
Japan.

Many major Japanese trading houses and apparel makers have already signed contract processing
agreements or formed joint ventures with large slate-run textile firms in Viet Nam. Therefore, it is
necessary for capital-strapped SMFs in Viet Nam to organize business alliances and consider entering
into business tic-ups with cooperatives of small and medium-sized Japanese garment manufacturing
plants. Japan's small and medium-sized garment manufacturers ar¢ more eager than larger companies fo
transfer garment-making technologies. ‘The experiences of Japanese companics operating in China
show that it is not large Japanese trading houses or apparel makers but rather small and medium-sized
Japancse garment makers that are playing key roles in factory management, work flow planning, and
technological guidance in doing business in China.

In order to bring small and mediym-sized Japancse garment manufaclurers to Viet Nam and to
encourage technology transfer to Viet Nam, the construction of textile industrial parks would be a very
effective means. Tn 1993, small and medium-sized garment manufacturers in Gifu Prefeciure, Japan,
adopted this scheme in the suburbs of Beijing, and they have been very successiul. In 1995, a Tokyo
garment manufacturer suggested that Viet Nam adopt this idea, _

A considerable number of Viet Nam’s small and medium-sized textile firms miss delivery dates
because of slow export procedures. In a countsy like Japan, where peaple are keenly aware of changes
of scasons, arrival of shipments after the sclling season drastically reduces product values. Production
efficiency and quality contro! are important for small and medinm-sized textile firms, but delivery
control is even more important. For this purpose, integrated physical distribution services are essential,
ranging from bonded warchouses, to transportation, customs clearance, disiribution processing, packing,
shipping agents, and forwarding agents. In order to provide such services, business tie-ups with foreign
transporting companies specializing in clothing would be necessary. S

Products made in conlract processing are usually sold uader the buyer’s brand names. Many of them
are sold at low prices. In order to shift the product mix from low-priced items to medium-priced items,
it would be effective if Viet Nam’s association of textile makers guarantees product quality based on
uniform standards and attaches a special mark to producis meeting these standards. It would be
effective (o introduce some insignias, or other instruments, that clearly indicate that the product meets
the uniform standard.

Sending commercial missions to Japan to promote exports imposes too much firancial burden on
SMEs in Viet Nam. Therefore, it is necessary to create exhibit spaces to display Vietnamese products
made under contract processing, and bring over prospective buyers to Viet Nam. These exhibits should
be updated constantly. _ _

In order to enhance compelitiveness of Vietnamese products in the international markets, designers
working at SMEs should be sent averseas to gain expericnce. Designers need to have an excellent sense
of shapes and techniques to transform visual concepts into actual products. They also need originality
and creativity that can be appreciated internationally. It is, therefore, necessary to Create a program lo
assist and enable designers in the areas of industrial design, interior design, graphic design and
packaging design to go overseas.

In order to support expost promotion by Viet Nam’s SMEs, the creation of an organization with the
following funclions will be necessary. (a) Conduct market research and draw up market strategies; (b)
Gather information and conduct research for product planning, designing, and design development; (c)
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Introduce pariners for contract processing and joint ventures; (d) Encourage overseas sales pronmolion;
and {e) Guarantec loans.

4, Studies of and Suggestions for Exporting to Japan : Cases of Bedding and Home
Textiles

Traditionally, Japanese pecople slept in cotlon bedding. Since acound 1975, however, reflecting
growing interest in health among the Japanese people, imports of down quills have increased sharply
because they are lighter, warmer, and let the air pass better than cotton futon, or Japanese bedding. In
around 1994, down quilts accounted for 50% of the Japanese markel for imported futon in terms of
value. Since then, the value of imports of down quilts has been declining. Futon other than down quilts
are not listed by category in Japan's international (rade statistics, making it impossible to find figures
by type of material. Industry sources eslimate, however, that the large pant of imports are cotton-blend
futon, woolen futon, and futon cases. tmports of futon other than down quilts have been increasing, as
low-priced imported cotton fulon are capluring the market away from domeslic colton futon (Table
10.8).

Table 10.8 Imports of bedding to Japan by type

ltemns Y1992 Y1993 Y1994 Y1995 Y1996
Down quilis :
Value (¥ million) 16,725 14,432 . 20,465 17,635 15,301
Unit volume (lons) 4,925 8,733 13,133 14,516 11,380
Other futon . .
Value (¥ million) 12,403 18,410 27,521 27,692 32,916
Unit volume {tons) 8,988 18,231 31,683 29,960 29,855
Total :
Value (¥ million) 23,127 32,842 47,986 45,327 48,216
Unit volume (lons) 13,914 26,964 44,816 44 476 41,235

Source Japan International Trade Statistics Mbnlhly

Table 10.9 shows the shares of countries in imports of futon other than down quilts. China's share in
this category is almost 80%, followed by Viet Nam, which accounts for 8%. Trends of imporis show
that Chinese and Vietnamese products have been increasing steadily and conspicuously. While the total
value of impots of futon other than down quilts has been increasing, the import volume has ceased to
increase. The market for such imports is regarded to have reached saturation. Therefore, alt exporting
nalions must come up with measures to win in the intensifying competition.

Table 10.8 Major sources of Japan's imports of futon other than down quilts
(In the order of the top 5 nations in 1996 in terms of value, ¥ mitlion)

Source of imports Y1992 Y1993 ©ox1994 - | - Y1995 Y1856
China 6,440 13,317 21,697 21,699 25,945
Viet Nam — 463 1,197 1,702 2,356
Thailand 942 1,761 1,711 5,156 1,193
U.8. 181 199 255 455 515
Germany 438 344 341 335 424

_Others 4,401 2,326 2,323 2,346 2,482
Total 12,403 18,410 27,521 21,692 32,916

Source Japan International Trade Stalistics Monthly
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Among the daily necessities, bedding is rather incxpensive but with low turnover. Therefore, from
now on it will become even more important for makers to increase value added and increase unit prices
by developing products that meet Japanese consumers’ demand for healthful goods and the needs for
health care products. For examptle, as the ratio of the elderly to the total population in Japan rises, the
development of Japanesc-type matiresses that are ¢asy on the backbones or those with magnets
embedded inside should help the manufacturer gain a dominant position in the market.

Home textiles include bed linen (bed shects and comforter cases), fable linen (lablecloth and
napkins), bathroom and kitchen tinen (towels, and dishcloth). As all of these linen markets in Japan are
mature, imporls are replacing domestic products, resulting in an increase in the vatue of impoits (Table
10.10) As there are no statistical data on the Japancse domestic markets for home textiles, it is
impossible to know the share of imports, but indusiry sovrces put it al around 30%. The term linen

originally meant hemp in Dutch, but in Japan most so-called linen is actually cotton, because the latter
is more water absorbent than hemp.

Table 10.10 Japan’s imports of home textites by type

Iteins Y1992 Y1993 Y1994 Y1995 Y1996
Bed tinen . :

Value (¥ million) 15,809 15,874 27,492 25,791 27,323

Unit volume (1,000 dozens) 1,293 3,922 6,876 6,193 5,690
Table linen ‘

Value (¥ niillion) 2,950 3,274 4,309 4,422 4,615

Unit volume (1,000 dozens) 1,479 2,229 3,225 3,192 2,932
Bathroom and kitchen linea : :

Value (¥ million) 13,673 14,294 20,048 25,924 - 30,661

Unit volume {1,080 dozens) 46,692 49,597 58,973 69,732 65,003
Others ‘

Value (¥ million) 4,102 4,641 4,589 5,839 6,550

Unit volume (1,000 dozens) 1,205 1,625 2,444 2,640 2,862
Total :

Value (¥ miltion) 36,534 38,083 56,438 61,975 69,149

Unit volume {1,000 dozens) 52,669 57,374 71,518 81,757 76,487

Source Japan International Trade Statistics Monthly

In the Japanese home textiles markets, low-priced imports from Asia are for commercial use, while
high-priced domestic products and American and European imports are for home use. Unit prices of
American and European imports are about len times higher than those of Asian imports. For both
commercial and home use, the Japanese prefer American or European products in table linen, because
they place importance on designs and interior coordination as these producis are seen by guests.

As a result, among the imporl markets, the categories in which Viet Nam holds large shares are
bathroom and kitchen linen, the unil prices of which are relatively tow (Table 10.11). Viet Nam holds a
particularly large share in small hand towels which are offered steaming hot in restaurants. In the
relatively high-pficcd bed linen category (Table 10.12), Viet Nam’s share is not very large. Vietnamese
products are hardly imported to Japan in the table linen category (Table 10.13).
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Table 10.11

Major sources of bathroom and kilchen linen impaorted to Japan

{in the order of the top 5 nations In 1996 in terms of value, ¥ million}

Soutcs of imports Y1992 Y1993 Y1994 Y1995 Y1996

__ China o 9,028 9361] 12,620 17,299 21,438
Viet Nam 1,370 1,726 2461 3184 3476
[ndonesia 45 455 626 1,128) 1415
U.S. 408 479 777 1,232 1,113
Taiwan 305 270 237 405 489
Others 2,517 2,003 3,327 2,675 2,730
Total 13,672 14,294 20,048 25,924 30,661

Source  Japan International Trade Statistics Monthly

Table 10.12  Major sources of bed linen imported to Japan
{in the order of the top & nations in 1996 in terms of value, ¥ million)

Source of imports Y1592 Y1993 Y1994 Y1995 Y19%
China 12,669 12,656 23,635 22,304 23,289
India 8310 1,013 1,540 1,152 1,085
Pakistan 395 246 392 270 604
Viet Nam 84 520 723 698 562
U.s. 152 92 110 201 322
Others 2,517 1,347 1,086 1,167 1,461
Total 15,809] 15,874 27,492 25,791 27,323

Source  Japan International Trade Statistics Menthly

Tahle 10.13  Major sources of table linen imports to Japan
(In the order of the top 5 nations in 1996 in terms of value, ¥ million}

Source of imporis Y1992 Y1993 Y1994 Y1995 Y1996
India 1,062 1,520 1,982 2,047 2,067
China 1,063 1,137 1,451 1,425 1,376
Ttaly 34 N 35 53 222
Germany 103 93 82 150 184
France 65 45 78 83 116
Others 624 447 681 664 649
Total 2,950 3,274 4,309 4,422 4,615

Scurce Japan International Trade Statistics Monthly

In the Japanese market, Vielnamese prbducls will face increasingly ficrce competition from products
from India and China, which have great capacily as they are cotion growing counlries. In order to win
in the competition, Viet Nam must further improve product qua!i{y; such as realizing good design and
soft touch to the skin, and increase its market shares in high vatue-added segments of the market, such
as bed linen and linen for home use. In order to achieve this, the association of SMEs in Viet Nam
should commission a Japanese company to monitor the Japanese market or permanently station
officials in Japan to enhance monitoring and cultivating the market. Following this first step, it will be
necessary for Viet Nam to create an organization for the promotion of exports (o Japan.
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Appendix 1

Questionnaire on SME Management Practices in Viet Nam
Prepared by Nomura Research Institute

January, 1997

Question 1: What are your name, your company’s name and address? Please fill in the
following blanks.

Company's Name

Address

[Phone

Your Name and Department

Question 2: What type of enterprise is your company?

1. Limited Company--->Capitalized at ___ 000,000 dong
2. Joint Stock--->Capitalizedat ___ 000,000 dong

3. Private Company

4. Houschold

5. Cooperative

Question 3: What type of industry does your company belong to?

1. Food stuff / Drinks 14, Plastic and rubber

2. Tobacco 15. Minerat Products

3. Texiile 16. Metal products _

4, Apparel 17. Computers, office machincry and supplies
5. Leathers producis 18. Machinery and allied products

6. Bamboo products 19. Electric parts

7. Lumber and wood products 20. Radio, TV and communication equipment
8. Pulp, paper and paper products 21. Medical machinery and equipment

9. Sione products 22. Meidcal machinery and equipment

10. Ceramic, brick and glass products 23. Other transportation equipment

11. Publishing / printing and allied industries 24, Furniture and fixiures

12. Petroleum products 25. Others

13. Chemicals

Question 4: When and how was your company established? Please answer the following
questions.

4-1: In what year was your company registered as its current enterprise type?
19 .
4-2: How was your company cstablished? (You can choose two answers and more if appropriate.)
1. Our president started an caterprise on the basis of his/her business idea.
2. Our president established a new enterprise on the basis of technology and know-how that
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he/she had acquired while working at another company in the same industry.
3. Our president established a new enterprise on the basis of technology and know-how that
he/she had acquired while working at a government enterprise.
4. Our president took aver a formerly government-owned enterprise.
5. Our president took over a cooperation.
6, Our president took over a private company.
7. Others.
4-3: 1f you chose Items 4, 5 or 6 above, in what year was the acquired organization originally
established? 19
4-4; What occupation had your president been engaged in before he/she became president.
1. Engaged in military service
2. Employed by Government enterprise
3. Employed by Government agency
4. Employed by Non-government eaterprise
5. Employed by Foreign company operated in Viet Nam
6. Engaged in another position in our company
7. Foreign fesidence
8. Others

Question 5;: Please answer the following queslions in regard to your company’s production and
sales.

5-1: What are your best-selling products? Specify the names of three products or less that sell well
at the present time and of those that sold well three years ago. Please also show the
approximate ratio of the sales of the products to the total sales of your company.

Piesent Three Years Ago
1 Se %
2 % %
3 b %

5-2: How much are the sales of your company? Indicate the figures over the past four years.
Show estimated figures for 1996 if actual figures are not available.

Fiscal Year _ Sales Amount
1693 000,000 dong
1994 000,000 dong|
1995 000,000 dong
1996

(estimated) 000,000 dong

5-3: Whal ratio is your company’s profil to its total sales? Show the latest approximate profit ratio.
%
S-4: How much has the net profit of your company increased or decreased over the past three
years?
1. Increased 200% or more.
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2. Increased 150-200%.
3. Increased 120-150%.
4. Increased 100-120%
5. Decreased
5-5: Who do you sell your products? (You can choose two answers and more if appropriate.)
1. Direct to consumers.
2. To consumers via retailers, wholesalers or brokers.
3. To other companies in the same industry.
4, To government enterprises.
5. To foreign companies operated in Viet Nam,
6, To private companies.
7. Direct to foreign countrics.
8. To foreign counirics via domestic companies.
9. Others
S-6: In which market have your sales increased most in recent years? Choose the best one from
above and write the number: o
5-7: In which market have your sales decreased most in recent years? Choose the worst one from
above and write the number:
5-8: What are the shares of your product sales by regions?

Hanoi %
Ho Chi Minh Gity %
Hai Phong %
Da Nang %
Other regions in the north of Viet Nam %
Other regions in the south of Viet Nam %
Foreign markets %
Total %

5-9: Do you have branches or sales offices that support sales activities in Vict Nam or in foreign
couniries?
1. Domestic 1} Yes. --->How many offices?
2) No.
2. Abroad 1) Yes. --->How many offices?
2) No.
5-10; Whom do you purchase eaw materials or components from? (You can choose two answers
and more if appropriate.)
1. From our company's own supply sources
2.From government enterprises
3. From domestic buyers
4. From buyers in foreign countries
5. From puschasers of our products
6. Others :
5-11: What problems are you faced with in purchasing raw malerials/components? (You can
choose two answers and more if appropriate.)
1. Increase in the prices of raw materials/components
2. Shortage of raw materials



3. Deterioration of raw materials components
4, Unstable supply of raw materials/componenis
S. Others

Question 6: Does your company vecelve a subcontract for production from other
manufactorers?

1, Yes. We undertake subcontracted production. ---> Answer the following questions.
2. No. We do not undertake subcontracted production. ---> Move to Question 7.

6-1: Who gives you a subcontract for production? (You can choose two answers and more if
appropriate.)
1. Government enterprises
2. Foreign companies
3. Other private companies
4, Others
6-2; What pereentage do the sates from the subcontracted production account for of your total
sales?
1. Less than 5%
2. Between 5% and 20%
3. Between 20% and 50%
4. Between 50% and 70%
S. Between 70% and 90%
6. 90% and above

Question 7: How many outside manufacturers do you regularly give an order? How much did
g
you pay for outside manufacture during last fiscal year?

The number of your outside manufacturers:
Amount paid for outside manufacture during last fiscal year: 000,000 dong

Question 8: Is your company a member of any of the following organizations? Choose all the
organizations that your company belongs to.

1. The Chamber of Commerce and Industey
2. A commerce and industrial association
3. Cooperative association

4. Other local business associations

5. Other trade associations

6. We do not belong to any organization,

8-1: Why does your company want to belong to such organization(s)? (You can choose two
answess and more if appropriate.)
1. Because we can negoliate with the government on favorable terms.
2. Because we can access various information easily.
3. Because we can purchase materials/components at lower prices through cooperative
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buying.

4. Because we can increase our marketing capacity through joint sales with other companics.
5. Because we can share production facilitics and equipment with other companies.
6. Because we can improve working conditions of our employecs.

7. Othess

Question 9: Please answer the following questions in regard to your employment and wage
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policies.

9-1: How many employees docs your company have (over the past four years)?

| Fiscal Year The Number of Employees
1993
1994
1995
1996

9-2: What is the composition of your personnel?
The ratio of the number of enginecrs: %
The ratio of the number of women: %
Average age: .
The number of people employed during last fiscal year:
9-3: What is your company’s wage level?
1) Average monthly wages (Basic pay)
Factory workers:
1, Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Between 750,000 and 1 million dong
5. 1 million dong and above
Engineers
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Between 750,000 ard 1 million dong
5. 1 million dong and above
Clerical staff
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 756,000 dong
4. Between 750,000 and 1 million dong
5.1 million dong and above
Management staff
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Between 750,000 and 1 million dong




S. 1 million dong and above

2) Bonus
Factory workers:
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3, Between 500,000 and 750,000 dong
4. Between 750,000 and 1 million dong
5. 1 million dong and above
Engincers
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4, Between 750,000 and 1 miltion dong
5. 1 mitlion dong and above
Cierical staff
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Belween 750,000 and 1 million dong
5. 1 million dong and above
Management staff
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Between 750,000 and 1 million dong
S. 1 million dong and above
3) Allowances (Company average)
1. Less than 300,000 dong
2. Between 300,000 and 500,000 dong
3. Between 500,000 and 750,000 dong
4. Between 750,000 and 1 miltion dong
5. 1 million dong and above

9-4: By whal percentage have your company’s wages increased? Show average increase rate per

year over the past three years.

Factory workers:
1. Less than 10%
2. Between 10% and 30%
3. Between 309% and 50%
4. Between 50% and 75%
5. 75% and above

Engincers

1. Less than 10%
2. Between 10% and 30%
3. Between 30% and 50%
4. Between 50% and 75%
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5. 75% and above

Clerical staff
1. Less than 10%
2. Between 10% and 30%
3. Between 30% and 50%
4. Between 50% and 75%
5.75% and above
Management staff
1. Less than 10%
2. Between 10% and 30%
3. Between 30% and 56%
4. Between 50% and 75%
5. 75% and above :
9.5: What ratio do wages and other compensations bear to the total sales of your company?
1. Less than 10%
2. Between 10% and 20%
3. Between 20% and 30%
4. Between 30% and 40%
S. Between 40% and 50%
6. Betweea 50% and 60%
7. Between 60% and 70%
8. 70% and above S
9-6: What problems are you faced with in recruiting and training employees? {You can choose
two answers and more if appropriate.)
1. Difficulty in recruiling factory workers
2. Difficully in recruiling engineers
3. Difficully in recruiting clerical workers
4. Difficulty in recruiting managers
5. Rise in wage level
6. Quick turnover of employees
7. Difficulty in training employees
8. Poor employees’ skills
9. Difficully in finding replacements
10. Othess

Question 10: Please answer the following questions in regard to your production facilities.

19-1: How big are your produclion facilities?
1. Size of site: m

2. Total ftoor space: m’

10-2: What problems do your production facilities have? (You can choose two answers and more
if appropriate.)
1. Too smalt facilities to improve production capacily
2. Environmental pollution problems around your factories
3. Difficuliies in transporting products



4, Difficulties in attracting workers and in securing commuting facilitics
5. Difficulties in securing electric power and water supply.
6. Increase in land rent
7. Others
10-3: Is your company faced with any of the following pollution problems around your factories?
Choose all the problems that you currently have.,
1. Noisc pollution
2. Vibration hazard
3. Air pollution caused by flue gas
4. Water poltution caused by waste water
5. Traffic congestion caused by trucks and other overland transportation
6. Others
7. No pollution problems
10-4: How do you obtain production equipment and, machincry? {(You can choose two answers
and more if appropriate.)
1. We acquire cquipment disposed of by government enterprises.
2. We import equipment from foreign countries,
3. We purchase brand-new equipment from domestic companies,
4, We purchase secondhand equipment from domestic companies.
5. We produce equlpmem ourselves.
6. Others
10-5: How much invesiment have you made in plant and equipment (e.g. in acquiring new
equipment and machinery) during the past year? Show the amount of investment.
1. We have made a plantand  equipment investment of 000,000 dong.
" 2. We have not made any plant and equipment investment.
10-6: If you have made a plant and equipment investment, how did you finance 1? (You can
choose two answers and more if appropriate.)
1. By increasing capital.
2. By borrowing from banks or other fi nancnal institutions.
3. By borrowing from someone’s family, relatives or friends.
4. By using reserved earnings of our company accumaulated over the past years.,
5. By using managers’ personal money.
6. By borrowing from companies that we have business relations with.
7. Others. '
10-7: What problems do you have in making a plant and equipment investment? (You can choose
two answers and more if appropriate.)
1. Shortage of funds
2. Difficulty in obtaining high quahly production equipment
3. Too small site to expand production facilities
4. license and validation system regulated by the government in regard to plant and
equipment investment,
5. Others
10-8: Is it necessary for your company to acquire new land for expansion of your production
facilities?
1. We have already acquired new land.
2. We are currently looking for new tand.
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3. It is very possible for us to require new land in acar fulure,
4. We will probably necd new land sometime in future.
5. We are in little need of new land,

Question 11: Please answer the following questions in regard to your R&D activities,

456

11-1; Are R&D projects implemented at your company?

1. Yes. We arc mainly engaged in production technology development.
2. Yes. We are mainly engaged in new product development.

3. Yes. We arc devetoping both production technology and new products.
4. No. We are nol engaged in any R&D activitics.

11-2: Who is engaged in R&D projecls at your company?

1. Technical personnel.

2. Production team in factories.
3. Qur president.

4. Others

11-3: How do you acquire technology that is required to make up for a deficiency in your in-house

technological capacity. (You can choose two answers and more if appropriale.)
1. We acquire technology from government enterprises.
2. We acquire technology from foreign companies in Viet Nam,
3. We acquire technology from other companies in the same industry.
4. We acquire technology from academic research institutes (such as universities).
5. We acquire technology from foreign countries.
6. We acquire technology from technical consultants.
7. It is difficult for us to acquire technology from outside sources a!though it is necessary for
s to do so.

8.We do not have (o acquire technology from autside sources.

11-4: How do you access technological information? (You can choose two answers and more if

appropriate.)

1. Through TV and radio.

2. Through domestic newspapers and magazines.
3. Through foreign newspapers and magazings.
4. Through technical journals.

5. Through people in the same industry.

6. Through business associations such as the Chamber of Commerce and Industry.
7. Through libraries.

8. Through exhibitions and trade shows.

9. Through companies that we have business relations with.
10. Through production equipment manufacturers.

11. Through our suppliers of materials/components.

12. Through government agencies.

13. Through academic research inslitutes.

14. Through government enterprises.

15. Through buyers in foreign countries.

16. Theough private technological information service firms and consultants.
17. Others



11-5: Is your company satisficd with the current level of availability of technological information?
1. Fully satisfied
2. Satisfied to some degree
3. Not quite satisfied
4, Dissatisfied
5. Hard to say whether we are satisfied or not.
11-6: How do you evaluate the technological level of your company compared with other
companies in the same indusiry.
1. Qutstanding
2. Better than the industry average
3. Average
4, A little below the avecage
5. Far below the average
11-7: What problems are you faced with in implementing R&D projects? (You can choose two
answers and more if appropriate.)
1. Shortage of technical staff
2. Shortage of funds required for R&D
3. Shortage of equipment required for R&D
4, Difficulty in accessing technological information
5. No one available to consult with about technological problems
6. No need of R&D
7. QOthers

Question 12: How do you finance your business activities. Please answer the following
questions.

12-1: How much is the outstanding balance of borrowings for funds?
o 000,000 qong.
12-2: What are the composition ratios of your debt terms?

Shost-term funds(Loan term is less than a year) %
Long-term funds(Loan term is a year and longer) %

12-3: Show the composition ratios of your creditors.

Goverment commercial bank %
Private banks %
Joint-stock banks %
Invesiment and development banks %
Foreign trade banks %
Other financial institutions %
Relatives friends %
Others %

12-4: What do you use the borrowings for? (You can choose two answers and more if
appropriate.)
1. Plant and equipment investment
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2. Working capital
3. Repayment of loans
4. QOthers

12-5: Is your company satisficd with the current level of its financing capacity?

1. Fully satisfied

2. Satisfied to some degree

3. Not quite satisfied

4. Dissatisfied

S. Hard to say whether we are satisfied or not.

Question 13: Answer the following questions in regard te your export business.
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13-1: How do you export your products? ('You can choose two answers and more if appropriate.)

1. Via government trading corporations.
2. Via buyers in foreign countries.

3. Direet to users in foreign countries.
4. Via domestic brokers.

5. By providing exporters firms with our products/components.
6. Others

13-2: How much are your export sales? Whal ratio do the export sales bear to your total sales?

Show the figures over the past four years.

Fiscal Year Amount of Export Ratio to the Total Sales
1593 %
1994 %
1995 %
1996 %

13-3: What countries are the major importers of your products. Chcose all the appropriate

countries and regions.
1. Thailand
2. Cambodia
3.Laos
4. China
5. Hong Kong
6. Taiwan
7. Japan
8. South Korea
9. Malaysia
10. Singapore
11. Indonesia
12, USA
13. Western Europe
14. Russia and Eastern Europe
15. Others

13-4: Which country or region bear the targest share of the impont of your products? Choose the

best two from above-mentioned countries and regions and specify what product they import



from your company.

First Second
Country/Region
Your Export Product

13-5: What factors pose restrictions on your exporl business? {You can choose (wo answers and

more if appropriate.}
1. Requirement of purchasing an export quatter from a governmenl enterprise.
2. No direct access to buyers in foreign countries
3. No availability of anyone who is proficient in English
4. No availability of anyone who is proficient in trade business
5. Government regulations on export
6. Difficulty in accessing foreign market information
7. The foreign exchange rate
8. Others

13-6: How do you access export market information? (You can choose two answers and more if

appropriate.)

1. Through TV and radio.

2. Through domeslic newspapers and magazines.

3. Through foreign newspapers and magazines.

4. Through technical journals.

5. Through people in the same indusiry.

6. Through business associations such as the Chamber of Commerce and Industry.
7. Through exhibitions and trade shows.

8. Through libraries.

9. Through domestic manufacturers of ¢xports.

10. Through our suppliers of materials/components.

11, Through government agencies.

12. Through government entezprises.

13. Through buyers in foreign countries.

14. Through domestic brokers.

15. ‘Through private information service firms and consultants.
16. Others '

13-7: Is ‘your company satisfied with the current level of availability of foreign market

information?

1. Fully satisfied

2. Satisfied to some degree

3. Not quite satisfied

4. Dissatisfied

5. Hard to say whether we are satisfied or not.
13-8: How do you evaluate the competitiveness of your company in the export market?

1. Highly competitive

2. Relatively competitive

3. Average

4. Weak

5. Very weak
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6. Not know

Question 14: How did your company acquire the know-how required for business

administrations. (You can choose two answers and more if appropriate.)

1. Our president acquired it at business school or college.

2. Graduates from business schools and colleges were employed.

3, Our president acquired it al management seminars and training institutes.

4. Your employees acquired it at managenient seminars and training instilutes.
5. It was acquired through our business partnets.

6. It is provided by outside management consultants.

7. It was acquired through our actual business experience.

8. We have not acquired any know-how in parlicular.

9. Qthers

Question 15: What is your competilive advantages? Choose not more than five answers.

1. Strong marketing capability

2. Strong business relationship with influential companies

3. Effective connections with government agencies and influential government enterprises.
4. Product quality

5. Processing skill in producing highly precisc products or those in complicated shape
6. Processing skill in producing a wide varicly of products

7. The best production equipment in the industry

8. Punctuality in product delivery

9. Low prices

10. Excellent product planning and design

11. Few competitors

12. Ample capital and funds

13. Powerful brand name

14, Others

Question 16: In what areas do you have problems in operating your business successfully?
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Choose not more than three answers.

1. Sales

2. Production

3. Technology development

4. Financing

5. Recruiting and employee training
6. Outside manufactlure

7. Raw material supply

8. Plant and equipment investment
9. Distribution

10. Information access

11. Export



12, Government regulations, legislations, administrative procedures
13. Tax
14. Others

15. No problems in particular

Question 17: What is your company’s management policy in future. (You can choose two
answers and more if appropriate.)

1. Keep the current policy.

2. Expand sales volume.

3. Increase profit rate,

4. Bxpand expor sales.

5. Promote further specialization in our business ficld
6. Reduce the business scale

7. Expand into other business fields

8. Establish cooperative relationship with other companigs in the industry
9. Establish a joint venture with foreign companies
10. Expand into foreign markets

11. Others

Question 18: What kind of SME support programs do you want the government to provide?
Choose not more than five answerts.

1. Develdpment of industrial parks to move in and to expaad our production facilities.
2. Deregulation in plant and equipment investment
3. Development and expansion of a Government grant fund in aid of investment
4. Expansion of bank financing
5. Financial support for export
~ 6. Deregulation in export licensing
- 7. Foreign market information service
8. Technological training and assistance
9. Establishment of training institutions for engineers
10. Technological information service
11. Management information service
12. Training services for business administration
13. Training services for technology development
14, Sales tax reduction or exemption
15. Improvement of taws
16. Simplification of administrative procedures
17. Improvement of traffic infrastructure including roads and harbor facilities
18. Stable supply of electsic power
19. Improvement of water supply and sewerage
20. Promotion of the establishment of industrial associations
21. Others
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Appendix 2

SMEs’ Problems |ldentified by Questionnaire Survey

1. Overview of Questionnaire Survey

Questionnaire survey was conducted in coordination with the Development Steategy Institute (DSI)
of the Vietnamese Government (o identify the management practices and problems of SMEs in Viel

Nam and the needs of SMEs for government supporl programs.

Survey Period:

Surveyed Companies:

Mid-February, 1997 to the beginning of March

SMEs who are currently exporting their products and those who are
interested in exporting in future. (251 companies in total)

Surveyed Arecas: Hanoi, Hai Phong, Da Nang, Dong Nai, Binh Duong, Ho Chi Minh City
and Can The.
Surveyed companies
Hanoi HaiPhong DaNang DongNai _BinhDuong HCMC CanThoj Total

Food/Drinking 3 3 10 0 1 8 13 38
Textile/Garment 9 5 7 2 2 52 0 37
Leathet 3 1 1 0 1 4 0 10
Wood/Bamboo 6 3 5 1 1 1 1 18
Pulp Paper 5 3 4 2 2 2 1 19
Ceramic 2 1 6 6 2 1 1 19
Rubber/Plastic 9 7 1 1 0 2 2 22
Mztal Products 13 7 6 0 0 7 2 35
Machine 3 2 0 0 0 5 2 12
Eleciric Machine i 0 2 0 1 1 2 13
Transporiation 2 5 3 0 "0 |} 0 11
Fueniture 11 3 5 0 2 5 0 21
Other i1 5 5 5 3 5 1 35
‘Totat 58 34 51 15 15 54 24 251

Note The indusiry types are based on the answers of respondents. The industry total does not correspond with
the area total because of multiple responses.

The survey was conducted by the coordinated efforts of Viet Nam and Japan through the following

procedures:

Preparation of questionnaire forms:
Selection of companies surveyed:

Distribution and coilection of the quastionnaire forms:
Tabulation and analysis of survey results:
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2, Findings

(1) An outline of enterprises covered in the survey

1) Type of organization (Q2)

Approximately two-thirds of the respondents are “limited companies” (35.1%) or “private
companies” (32.3%). “Cooperative” accounted for 16.3%. The percentages of “houscholds” (6.8%) and

“joint stocks” (2.8%) are small,

i ™

i Household n

Q2
Type of organization

Joint Stock  Others
N

Limited
358
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2) Type of business (Q3)

The percentages of “food processing” (12.9%), “textile products” (12.6%), and “furniture” (9.2%})
are large. Tncluding leather products and lumber, consumer-related industrics acconnt for 44.2%. The
pereentage of “metal products” (11.9%) is also relatively large. The materials industries account for
12.4%, including “rubber” (7.5%), “ceramics” (6.5%), and “paper producls” {6.5%). Overall, the
percentage of the machinery industries combined is small at 12.2%, consisting of “transport

caquipment” (3.7%), “electrical machinery” (4.4%) and “machinery” (4.1%).
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3) The year of registration (Q4-1)
Regardless of the size or lype of business, most enterprises are upstarts, having been established
between 1991 and 1995, More than 85% were established in or alter 1985, indicating robust cconomic
activities since Doi Moi implemented in the second half of the 1980s.

Q-1
When did your company register officially? !

1896~ -1980 A

5%

1985-19%0
12%

] 1831-1995
! 65%




4) Reasons for founding (Q4-2)

A greal majority, or 60.2%, of the enterprises were founded “based on the idea of the founder.” This
is followed by “based on the technologies and skilis acquired at another firm” (24.3%), “based on
technologies and skills acquired al a state enterprise” (13.1%), and “continuing the business of a
cooperative” (8.2%). The percentages of companies that are continuing the businesses of state-run or
private businesses are small at less than 3% each.

Q4-2.
Based on what did you establish your company?

Own business idea

Know-how acquired af another company
in sama industry

Know—how acquired at govermment B
enterprise

Took over cooperative

Took over private company

Took over govemment enterprisa 1

0 W 20 30 40 50 & 10
per cent




5) Former carcer of the presideat (Q4-4)

More than half of the presidents have previously worked at “state enterprises” (31.9%) or “other
non-state enterpriscs” (28.7%) and had management cxperiences before starting the present business.
On the other hand, former burcaucrats of the central government account for very small peccentages,
with “military” and “other governmenl agencies” accounting for less than 3% cach.

By type of business, in the leather goods and machinery industries, former employees of state-run
enterprises account for 50 to 60% of the presidents. On the other hand, former employees of slate
enterprises account for only 10 o 30% in the food processing, textiles, and ceramics industries. These
figures show that in the industries which require technologics to a certain extent, the presidents are
often former employees of state-run enterprises.

Q4-4:
What was the former career of tha president?

Governn?ent SRS
enterprise

Mon-government [k
enterprise

Mititary

Government agency

Foreign residence =

Another position in =
the company

Foreign company

Others

0 5 10 15 20 25 30 35
per cent
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Q4-4:
What was the career of the president? {by type of business)

o e

Electronics EZ
Machinery
Metal
Lumber

Pottery

] Non—government

Paper & pulp enterprise

Government

Furniture enterprise

Wood

L eather

Textile

Food processing

per cent
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(2) Production and sales activities
1) Increase in sates (QS-4)

Only 12% of the respondents saw sharp increascs in sales, with the incecase over the past three years
reaching “more than 100%” (2%), “50-100%" (2%), and “20-50%" (8%). A large number of firms saw
static sales with “0-20%” accounting for 29%. Only 41% of the enterprises saw salcs growth,
Businesses whete sales “decreased” accounted for 34%. These figures indicate thal while the economy
has grown sharply, growth of businesses has been tagging.

(15-4: How much has the profit increased or decreased over the past
thres years?

2009 50 ~ 200%
2% o
Unknown 120 ~ 150%

8%

100 ~ 120%
29%

Decreased
4%
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2) Customers (Q5-5: Multipte responses)

The largest percentage of the firms “sold to consumers through distributoss and brokers” (46. 6%)
This is followed by “direct salcs to consumers™ {45%). Many firms are also “selling to state
enterprises” (28.7%), lo take advantage of their markeling channels. This indicates that private
businesses’ marketing channels have not yet developed. Bxport sales are also very imporlant with
21.9% of firms “exporting via domestic firms” and 18.3% “selling directly to overseas customers.”

By type of business, exports account for targe percentages in textite products, furniture and ceramics,
for which overscas salcs account for approximately 60%. In contrast, in the metals and machinery
sectors, export sales acoount for only D to 15%. While “sales to state enterprises” account for less than
20% in textiles, furniture and ceramics, such sales accovnt for more than 50% in the melals and
machinery industrics, suggesting that the latter group of industries heavily depend on state enterprises.

Q5-5:
To whom do you sell products? (multiple answers)

Consumers thru retailers ERSCINES

Directly consumers

Government enterprises g 28.1

Abroad via domestic companies IEEE ;219
Private companies [ 3o 199

Direct to foreign countries &
Other companies in same industry |

Foreign companies in Viet Nam

Others

b J ] i

0 i0 20 30 40 50
per cent
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Q5-5;

To whom do you sell products? {multiple answers) {by type of business)

Transportation equipment

Electric machinery

Machinery

Metal
Lumber
Pottery

Paper & pulp
Furniture
Wood

Leather PEE: %

Epirect to foreign
countries

B Abroad via
domestic

companies
Government

enterprises

0 20 40 60 80

per cent

100

120
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3) Customers to whom sales have been increasing sharply (QS5-6)
The customess 1o whom sales have been inercasing sharply in recent years are more or less the same
as the present customers. “Direct sales 1o overseas” (9.6%) ranks third in this category.

Q5-6:
To whom did the sales increase most dramatically?

Consumers thru
retatlers

Directly consumears

Direct to foreign
countries

Abroad via domestic
companies

Government
enterprises

Private companies

Other companies in
same industry

Foreign companies in {7
Viet Nam D 1.2

Others l 04

Unknown

i ! H 1 L3 | )

0 5 10 15 20 25 30 35 40 45

per cent
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4) Share of overscas sales (05-8)

When we examine the shares of overseas sates of businesses exporting their products, we find thal
the shares are cither very large or very small. Few companies have export shares of less than 80%.
‘Those companies where export shares are “Between 81% and 100” account for 23%. Excluding the
companies which responded that “they did not know,” two-thirds of the exporling businesses are

exporting from 81 to 100% of their products overseas, indicating that these firms are specializing in
overseas salgs,

Q5-8:
Share of oversea sales out of total sales

0-20%

21-40%

41-60%

61-80%

81-100%

per cent
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5) Sales branches (Q5-9)
Thirty percent of businesscs have domestic sales offices, but only 4% have overseas sales offices.

We can, therefore, see that most exporting firms have yet to build overseas sales networks.
More than 40% of textile, leather, paper and electrical machinery producers have domestic sales
offices, but only about 20% of furnituse, metals, and transport equipment makers have such outlets.

Q5-9:
Do you have sales branches?

Yes (domestic) | .‘

Yes (abroad) 4

I} ] 1 i i 1

0 5 10 15 20 25 30 35
per cent
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45-9:
Do you have domestic sales branches? (by type of business)

Transportation equipment

Flectronics

Machinery

Metal
Lumber
Pottery

Paper & pulp
Fumiture
Wood

Leather

Textile

Food processing [atsis

Average

per cent

10
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6) Raw materials and parts procurement (Q5-10)
The largest percentage of firms responding to the survey answered that they were buying from
“domestic venders” (66.9%). There arc several other routes, including “slate enterprises” (30.7%), and
“overseas venders” (20.3%). There are no significant differences by type of business.

Q5-10
From whom do you purchase components?

Domestic buyers
Government enterprises fais

Foreign buyers

Purchasers of the products S

Own sources
per cent (%)

Others
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7) Problems in raw materials procurement (Q5-11: Multiple answers)
‘The major problems are “price increases” (49.4%) and “unstable supply” (39%). “Depletion of
malerials” {18.3%) and “decline in product quality” (8.8%) are nol scrious probleins.
By type of business, firms in the machinery and electrical machinery categorics pointed out more
problems than the averall average. Sccuring the supply of raw materials is a scrious problem for
managemaent,

Q5-11: What are the roblems with obtaining raw materials?
{multipfe answers)

Increasing price
Unstable supply e
Shortage of supply [
Low quality

Cthers

0 10 20 30 40 50 60

per cent
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Q5-11: What are the problems with purchasing raw materials?
(multiple answers) (by type of business)

e

\ . ey

_ow qualty § 1 Average ‘

B Machinery l

B Electric machinery!

Shortage 1= Electric machinery;

Rising price [

0.0 200 40.0 60.0 800

per cent

8) Subcontracting (Q6)
Approximately one-thicd of all businesses surveyed engage in production as a subconltractor.

However, there is a wide divergence by industry, ranging from 10% in the ceramics industry and
18% in food processing to 48% in furniture-making. The percentage of firms engaged in production as

a subcontractor is extremely high in the textile industry at 67.6%.

Q6b:
Do you produce for subsontract?

0 10 20 30 40 50 60

Gthers E= 4159 Per Cent (%)
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9} Firms using subcontractors {(Q6-1)
‘Twenly pereent of fiems responded thal they are receiving subcontract orders from “other private
enterprises.” ‘This is followed by “from state-run enterprises” (17%) and “foreign firms” (129).

G6-1:
Who gives you a subcontract?

0 5 10 15 20 25
Other pri}rate i £119.9
companias '
Govermnment

enterprises

Foreign
cempanies

Others Per Cent (%)
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10) Share of subcontracted work (Q6-2}

Among the businesses receiving subcontract works, the largest percentage (30%) responded 1hat
“more than 99%” of their production is subcontracted work. However, the share of subcontracted work
varies widely from company to company. The survey snows that there is no large group of firms
specializing in subcontracted work.

"There is no significant difference by type of business.

Q6-2:
What percentage the sales from subcontract account for the total?

Others Less than 5%

5% to 20%
22%

76% to 90%
13% 50% to 70%

8%

20% to 50%
16%
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(3) Membership in commerce and industry associations or vnions
1) Membeyship (Q8)

The share of businesses which are members of commerce and industry associations or unions is
generally low. Nearly hall (49%) of small and medium-sized firms do not participate in any
organization. The largest percentage (15.5%) are members of “Chambers of Commerce and Industey,”
followed by “cooperative unions” (14.3%). Only a smalt portion of firms are members of “Commerce
and Industsy Associations” (5.6%]) or “other induslty associations” (4%).

The membership in cooperative vnions is very low in food processing (2.6%) and the ceramics
industry (5.3%). By contrast, the membership rates are relatively high in the metal products and
machinery industries, in which nearly 30% of businesses are members, showing that there is a wide
divergence in the membership rates by type of business.

The membership rates by the size of business show thal while approxinmately 70% of small firms
(those employing less than 30 persons) have not joined cooperative unions, it is evident that the larger
the firm, the higher the membership rate.

Q8:
Company affiliation

0 i0 20 30 40 50 60

Chamber of Commerce & Industry } SR
Cooperative

Other local business association
Commerce and industrial association
Other trade association

No affiliation 8 40 4

Others Per Cent (%)
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Qs: '
Are you a member of any organizations? (by type of business)

Transportation equipment EESI
Electronics

Machinery

Metal

Lumber

Pottery

Paper & pulp
Fumniture PEEXSSTY

Wood @

Leather W
Textile M

Food processing F
Average
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Q8:
Do you have any affiliation? {by number of employees}
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2) Reasons for joining associations (Q8-1)
The factor most oflen cited as a reason for joining an association or organization is “the case in
obtaining information” {29.9%). 'This is followed by “to enhance sales capability” (16.3%), “helps
negotiations with the government” (7.6%) and “to improve working conditions of employces™ (7.2%).

Gs8-1:
Reasons for affiiation

Information

Increase in
marketing

Negotiation with
government

Improvement in
working conditions

Discount on
materials
Share facilities with |
0.4
others
Others
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{4) Employment and wages
1} The number of employees (Q9-1) :

The largest proportion (28%) employed “over 100 persons.” However, the numbers of employecs
varicd widely among the responding busincsses. Seventeen percent employed “between S0 and 99
persons,” 17% “between 30 and 49 persons,” 24% “between 10 and 29 persons,” and 13% “less than
10 persons,”

By type of business, the shares of companies employing more than 100 persons were large in (extiles,
leather products and paper products. These industries had very small percentages of firms with less
than 10 employccs. There were a large number of very small businesses in the metals and machinery
industries, in which there were few firms employing more than 100 persons.

Q%-1:
Number of employees {19596)

100~ 4%

10-29
24%

17% 30-49
17%
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Matrix (number of employees and type of business)

Transportation equipment

Electric machinery
Machinery

Metal

Rubber

Pottery

Paper

Fumiture

Wood

L eather .

Textile

Food

Average

Q9-1:

e

20% 40% 60%  80% 100%

|l-{)*l(] people 1
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I"ﬂ 30-49 people
UJ50-99 people

‘B 100 people +
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2) Share of engineers ((Q9-2)
In all companics, the shares of engincers were small ranging from “less than 5%” (54%) and “from 6
to 10%” (13%). Only 14% of the responding firms said the share of engineers in total work force was
10% or more.

Q8-2:
Share of_qui_qeg{s out of total employees

6-10% PSS 130

11-20%

21-40% [E

41%
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J) Wage levels (Q9-3)

The wage levels are the lowest for factory and clerical workers. Fifly-three percent of factory
workers and 34% of clerical workers get “more than 300,000 dong but less than 500,000 dong a
month.” (US 1 dollar is approximatcly 10,000 dong.) Approximately 30% of engincers and managerial
personnel receive “500,000-700,000 dong a month.”

However, wage levels vary widely, with 10% of factory workers carning “less than 300,000 dong” a
month, while 16.355 of managerial personnel ¢arn more than “ 1 million dong” a month.

Q9-3

Wage level (unit=dong)
i
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|
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4) 'The rate of wage increase (Q9-4) -
In all job calegories, the largest proportion of workers (35.4%) are receiving wage increases of “10-

30%.” Lighty percent of sesponding finms said the rate of wage increase was from zeio {o 30%. Only
10.6% of respondents expericnced wage increases of “30% or more.”

Q%-4:
Ratio of wage increase
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$) The ratio of wage costs to sales (Q9-5)
Generally speaking, the ratio of wage costs to sales is not very high. At 43% of the firms, the ratio of
wage costs o sales is less than 20%: “less than 10%” (16%) and “10-20%" (27%). We can, therefore,

sec that low wages are contributing to the international competitiveness of Vietnamese firms.

G9-5:
Share of wages over sales
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6) Problems associated with sccuring work force (Q9-6)

Many businesses are faced with the problems associated with vecruiting and training cmployc&s
More than 209 each of the responding firms cited “difliculties in training cimployees,” “high turnover
ratios,” and “difficulties in securing factory workers.” These are. the most serious problems for
management. Only a small number of firms (2.4%) experience “difficulty in recruiling clerical
workers.” However, more than 10% of the firms cited “difficulties in securing managerial personnel”
(17.9%), “low skill levels” (17.1%), “the absence of a successor” (129), “sharp wage increases”
(10.8%]), and “shortage of engineers”™ (30.4%). In order lo promote the development of small and
medivm-sized businesses, workes education and training are essential,

Q9-6:
What problems do you face with recruiting and training employees?
{(multiple answers)

Training

Quick turnover

Recruiting workers

Recruiling managers

Poor employees’ skili
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(%) Production facilities
1) Problems associated with production Facilitics (Q10-2)

There are some scrious problems associated with production facilities, Although there are some
divergence from industry to induslry, on average neary 40% of responding firms cited “lack of
space—small facilitics” as a problem. The second problem is “sharp increases in land rent” (23.5%).
Nearly 20 percent of firms respeclively cited problems associated with basic infrastructure, such as
“sharp increases in land rental charges” and “securing electric power and water supplics.” Solving
these problems will continue to be major prioritics in the future as well.

By size of business in terms of the number of employces, although the problems are not very sCrious
for very small businesses employing less than 10 persons, “the lack of factory space” (more than 35%)

and “sharp increases in land rental charges” (more than 20%) are serious problems for businesses
eniploying more than 10 persons,

Q10-2: Problems with production facility (multiple answers)
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Q10-2: Problems with production facility
_ (multipte answers) (by number of employees)

100 people +

50~98 people

O Rent

30-49 people

{J Electricity and waten
supply
B Inadequate facilities

i0-29 people

5-9 people

1-4 people

 IN——— W 1 { L]

0 20 40 60 80 100
per ¢cent

492



2) Environmental problems (Q10-3)
Among all the respondents, 47.8% replicd that there was “no cnvironmenltat problems.” This
suggests that in Viel Nam, cnvironmental problems have nol sutfaced or that awareness of
environmental issues among businessmen is very low. Fifteen percent of respondenis cited “noise” as a

problem, followed by “air pollution” and “water poliution” (approximately 10% ecach). Only 6% cach
cited “vibration” and “traffic congestion.”

Qt0-3:
Environmental problems
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3) Methods of procuring production equipment (Q10-4)
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“fmports from overseas” (40.8%) are an ovistanding means of procurmg production eqmpmcm
Domestic procurement also accounts for a large share with “ncw equipment from other domestic
enterprises” (32.7%) and “used equipment from other doniestic enterprises” (22.7%). Nearly
thirly percent (28.3%) “manufacture production equipment in-house.” These figures show that the
machinery industry in Viet Nam has not yet well developed.

By type of business, exporling sectors, such as textiles, leather products and furniture, depend
heavily on imports for production equipment, with nearly 50% or more of these firms doing so. In
the metals and machinesy industrics, the shares of “used equipment from state-ren enterprises”
and “in-house production” are higher than in other industries. We can assume that these sectors
are relying on state-run enterprises.

By size of business in terms of the number of cmployees, the larger the firm, the larger the
degree of dependence on imports. Conversely, the smaller the size, the higher the share of in-
house production of equipment, as indicated in the chart below.
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Q10-4:How do you obtain production equipment?
{multiple answers) (by type of business)
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Qi0-4:
How do you obtain production equipment? (multiple answers) (by number of employees)
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d4) Actoal capital investment (Q10-5)
Among all the responding firms, 74.5% are making capital investment,
Although there is some variance from industry to industry, furniture making (63%) and food
processing (66%) have the lowest percentage of firms making capital investment (in the 60s), while the
percentages are the highest in leather products (90%) and transport equipment (91%).

QiD-5:
Investment in plant or equipment

Invested

Not invested [l 163

No answer 92
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Q10-5:
Have you invested on facilities? (by type of business)
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5) Fund-raising methods for capital investment (Q10-6)

As to the method of raising funds for capital investmeat, the largest share of companies {43.3%)
responded that they used “accumulated savings of past ecarnings.” Yund raising through personal
contacts was also a major means with “borcowing from family, relatives, and friends” accounting for
28.7% and “personal funds of the president” accounting for 26.7%. Only 26.7% of firms uscd
“financial institutions,” indicating that financial institutions do not support businesses very much in

Viet Nam.

By size of business in terms of the number of employees, the smaller the business, the more frequent
the use of personal tics for fund raising. Conversely, the larger the business, the targer the shargs of

“capital increases” and “borrowing from financial institutions or money leaders.”

Q10-6:
Source of investment funds
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Q10-6:
How did you finance your investment? (multiple answers) (by number of employees)
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6) Problems associated with capital investment (Q10-7)
The most serious problem is “the shortage of funds for capital investment,” with more than 60% of
firms citing this factor. We believe that the fact that only a small share of firms responded that they
borrowed from financial institutions to the previous question is the cause of this problem. Other
problems cited are “cannot add facilities due to lack of land space” (35%), “it is difficult to purchase
high-performance production equipment™ (22%), and “difficultics in obtaining government approval
for plant and equipment investment” (19%). These responses show that there arc problems other than
those associated with funds procurement.
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7} Obtaining land for facilities expansion (Q10-8)

Only 10% of responding firms answered that “they have secured new mdustnal land.” However,
more than 60% of firms indicate that they need to obtain more land, with 33% responding that “they
are looking for land at present”, 10% saying that “there is a strong probability that they will nced more
land in the near future” and 20% saying “there is pessibility that they will need more land in the
future.” These figures indicatc that the development of industrial land is needed for further
development of Victnamese businesses.

By size of business, many companies employing more than 10 persons are currenily looking for new
tand, indicating thal they intend to expand their businesses. Very small firms with less than 10
employees do not feel thal they need additional land, perhaps because of their small scale of operations.

i Q10-8:
Necessity to acguire new land for expansion

Untikely to No answer Already acquired :
. 9% 10% |
acquire _ !
18% T a |

Currently
searching
33%

Likely to acquire

in future Very likely to
20% acquire in future
10%
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(6) R&D Aclivities
1) Execution of R &D (Q11-1)

A relatively large proportion of fiems, 37%, responded that “they are not engaged in R&D activities
at present.” Tirms engaged in “both the development of production technologies and new products™
accounted for 21.5%. Firms engaged in “mainly the development of new products” accounted for 10%,

while thosc engaged in “mainly the development of production technologies” accounted for 15%.

Engapement in R&D activities

Production technology development ;
New product development fifdiss
Both technology and new product FE

No R&D activities |EALEE

No answer
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AR Ky

Per Cent (Y4
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2) Whois engaged in R&D? (Q11-2)
Almost half of the responding firms did not have special R&D staff, with “the preszdent himself

engaged in R&D activity” at 35.5% of the firms, and “production staff is also engaged in R&D” at 10%
of the firms. Firms where “special lechnical staff is engaged in R&D” accounted for 29.1%.

Qil-2:
Who engages in R8D activities?
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3) Methods of acquiring technology (Q11-3)

A large proportion of firms responded that they obfained the technologics they lacked “from
overseas” (25%) or “from other firms in the industry” (24%). Only 10% of the respondents obtained
needed technologies from “state-tun enterprises.” However, a relatively large share of firms are not
acquiring technologies, because “it is difficull, though we want to introduce new technologies” (15%)
or “have no need” (149%). _

By type of busingss, approximatcly 20% of ficms in all sectors ar¢ acquiring technologies they lack
from “other firms in the industry.” Relatively ltarge shares (approximately 30%) of firms in the food
processing, clectrical machinety, and transport cquipment industries are obtaining lechnologies from
“state-run cnterprises.” In the leather product industry, which is exporting a large share of products,
“from foreign companies in Viet Nam” accounts for 60%, indicating that they have access to foreign
technologics,

Q11-3:
How to acquire technology for improvement

Foreign countries L2

Companies in same
industry

Government
enterprises

Technical
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Academic institutes ¥

Foreign companies in B
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No need to acquire ;
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Q-3
How do you obtain technological information? {by type of business)

Transportation equipment JiieaiZaaa
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4) Methods of acquiring technological Information (Qi1-4)

A predominantly large share of firms (60.29%) obtain techaological information “from other firms in
the industry.” “At fairs and exhibits,” “from foreign buycrs,” and “(rom machinery makers,”
respeclively account for 20%. It appears that businesses are oblaining information by various means.

Qii-4:
How do you obtain technologica! information? {multiple answers)

People in same industry e 23602
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5) The degree of satisfaction with availability of technological information (Q11-5)

Only 4% of the responding firms are “very satisficd,” while a high 37% responded that they are
“fairly satisficd.” FEvea so, a farge portion of firms responded “lairly dissatisficd” (20%) or “very
dissatisfied” (20%). There is a large variance in the degree of satisfaction among the firms,

There are no outstanding characteristics due to business category. However, in the leather product
industry, “fairly satisficd” (60%) account for a lasge share. Their access to overseas information {se¢
Q11-4) appears 1o be contributing to this facl.

Q11-5:
Are you satisfied with current level of technological information availability?

Very satisfied

Harg to say No answer 4%
13% g -
' Somewhat
satisfied
3%

Dissatisfied @
20%

Not quite
satisfied
20%
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Q11-5:
How much are you satisfied with current level of information availability?
(by type of business)

Transportation equipment T ks
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6) Evaluation of the fivin’s own technological level (Q11-6)
Half of the responding firms said that (heir technological level is “average for the industry.” More
than 30% are very bullish, responding “very superior” (8%) or “superior” (23%). Oaly a small
proporlion of the firms are pessimistic: “inferior” (9.6%) and “far inferior” (3.6%).

Q11-6:
Technological level of your company

Far below
average No answer Outstanding
Below average 4y 5% 8% Better than

10%

average
23%

Average
50%

510



7) Problems associated with technology development (Q1%-7)

The most serious problem is financial, with 36.7% of firms responding “lack of funds for technology
development.” Firms citing “shortage of equipment necessary for technology development” and
“shortage of technological staff” each accounted for 25.5%. Some firms appear to place no emphasis
on technology development, as 7.6% of the firms responded “no nced for technology development.”

QUi-T:
Problems with R&D (multiple answers)
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(7) Financing
1) financial resources (Q12-3) .
“Friends and relatives” is the most frequent answer, which mcans that people obtain finances fro
personal resources ralher than financial institutions. The second most frequenl answer is “National
bank;” however, other types of bank finances score ten per cent of less. Therefore, the use of
commercial banks has not been yet popular in Vict Nam.

Q12-3: From whom do you obtain your financial resources?
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Others
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2) Application of horrowed funds (Q12-4)
There are two major categories, with 34% responding “for plant and cquipment investment” and

38% responding “for operating funds.” There is no significant difference by type of business in this
trend.

Q12-4:
For what do you use the borrowings?

) Unknown Plant

23% investment
34%
i Others
; 2%
| Repayment
: 3%
: Working capital
» 38% _
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3) Degree of satisfaction with fund avaitability (Q12-5)

Approximately half of respondents expressed dissatisfaction with the current fund availability, with
“fairly dissatisfied” accounting for 21% and “very dissatisficd” accounting for 29%. On the other hand,
31% responded that they were “rather satisfied,” indicating wide variance in the levels of fund
availability among businesscs.

| Qi2-5:
Are you satisfied with current level of fund availability?

Not quite

satisfied

3%

Satisfied to some
degree  |)aknown Dissatisfied

3k 4% Hard to say 23% !
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(8) Export behavior

Among (he 251 firms that responded o the survey, 60 percent replied that these questions did not
apply to them, indicating a majority of fitms covered in the survey were not involved in export
aclivitics.

By type of business, while more than 80 percent of leather product makers are exporters, only a very
small pereenlage, 10%, of metals and machinery makers engaged in export business.

1} Manner of export (Q13-1)

The manner of export that was cited most frequently was “through overseas buyers” (17.9%),
followed by “supply parts and products to exporters” (14.7%). “Through state-run Trade Corporations”
and “ditect expori to overseas users” each accounted for approximately 10%.

The manner of exports varied depending on the type of business. In the textiles, leather products,
lumber, furniture, paper products and transporl cquipment industries, the percentages of firms
responding “through overseas buyers” and “direct exports (o overseas users” were large, with firms
adopting one or both of these means accounting for more than 209%. On the other hand, many firms in
the ceramics, rubber, metals, machinery, electrical machinery and food processing industrics were not
exporting at al, The ratio of these firms using buycrs and brokers for exports is also very low.

Q13-1:
How to export products

15 20
Via foreign buyers vestiiidnl79
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2) Ratio of exports to total sales (Q13-2)
Companies exporting 90-100% of their tolat production accounted for 22.3%, with very few
companics exporting less than 90% of their production. This means firms ate either specializing in
exports or in domestic sales.

Q13-2:
~_Share of export over sales
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3) Major export destinations (Q13-3)

The most frequently cited destination of exports is “Taiwan” (17%), followed by “Europe” (15%)
and “Japan” (12%). “Russia and Eastern Europe” (8.8%), “The U.S.” (4.4%), and the ASEAN

countrics are also export destinations.

Q13-3:
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4) Constraints on export (Q13-5)
‘Fhere are four major constraints. They are “difficullics in oblaining overseas market information”
(12%), “lack of direct access to overseas buyers” (11.6%), “goveroment rcpulations on exporls”
(11.29), and “the requirement to purchase export quotas from state-run enterprises” (8%).

Q135
Problems with exporting {multiple answers)

Unavailability of foreign market
information

Unable to access foreign buyers

Regulation on exporting

Requirerment to purchase an export
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5) Access to overscas markel information (Q13-6)

Companies are acquiring overscas market information through various means, with 22.7% doing so
through “overseas buyers,” 14.7% from “the firms in the same industry,” and 10.4% from “domestic
makers engaged in exports.” Most firms secin to obtain information from private sources. “Libraries”
were cited by 11.2% of respondents, On the other hand, “state-run enterprises” and “government
agencies” cach accounted for less than 5%, indicating that they are not used very much.

Q13-6:
Access to export market information
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6) The degree of satisfaction with overseas market information {Q13-7)
“Fairly satisfied” accounted for 31%, while “rather dissatisficd” accounted for 32%, indicating that
the balance between the satisfied and dissatisficd firms is about even and that a majority of firms are
neither “very satisfied” nor “very dissatisfied,” which respectively accounted for less than 4%,

QI3-7;
Are you satisfied with current leve! of foreign information availability?

Hard to say Very ;;ttsﬁed

21%

Quite satished

31%
Dissatisfied
11%
Not quite
satisfied
32%
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7) Assessment of competitiveness in export markets (Q13-8)
The most frequent response was “average level” (45%). Eight percent responded “very strong” and

31% “strong,” indicating that a large percentage of firms are very confident of their compelitiveness.

Qi3-8:
How do you evaluate your export competitiveness?
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competitive
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(9) Management
1) Means of acquiring management know-how (Q14)

OJT is predominant with 80.9% acquiring management know-how “through actml business
operations” and 33.9% “through business pariners.” The percentages of “president has learned from
atiending seminars and training sessions” (17.9%) and “employees have learned from atlending
semninars and leaining sessions” (9.2%) wcre small compared with other responses, It appears that the

altendance at training sessions and seminars is still very low or that these opportunilics aré not
provided very often.

Q14: How do you obtain business know-how? (multiple answers)
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2) Business’s strength (Q15)

More than 80 percent of respondents answered “high product quality,” followed by “always meel
detivery date” (57%). Although it had been assumed that many firms would cite “low product prices,”
this factor was mentioned by only 45%, ranking third among the factors conlributing to comparative
advantage of Viet Nam. Other factors ace “capacily to process a large variety of products” (32%) and
“brand-name power” (219). Overall, the firms that arc confident of their product quality and
technological steength stand oul.

Q15:
Competitive advantage {(multiple answer possible)
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3) Management priovities (Q16)

It is evident that financial matters are major priorilies with 519 of firms citing “fund procurement”
and 32% “taxes.” “Capital investment” (27%) and “technology development” (209%) indicate that
improvement of production and techrology development capabilities will be major priorities as the
national cconomy develops further.

Qi6:
Problems with business operation (multiple answers)
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The following is the data collected and categorized according to types of business. “Financing,”
“Tax,” and “Production investment” are the top three issues for cvery type of business. For leather
industry, “Financing” is remarkably high as it scores 90%.

Raw data of Q16: What kind of problems do you have? {multiple answers} (by type of business) (%)

Type of Industry
Problems Avg.| Fo [Tex| Le { W [ Fu [ Pa | Po ] lujMe)Ma|] E | Tr
1 Sales 17.5]1 2631 8.1| 20.0f 33.3] 11.1] 15.8] 15.8] 22.7] 229 79 9.1
2 Production 92| 26 108 5.6 111 53] 10.5] 9.1 143 23.1 N
3 |Technology 203 13.2) 10.8] 40.0] 16.7] 22.21 21.1f 31.6] 229 22.8] 33.3] 15.4] 364
development
4 Financing 51.01 474 48.6] 90.0] 44.41 59.3] 42.1] 684 54.5] 54.3| 33.3] 46.2] 63.6
5 Recruiting 17.9{ s.3] 37.8] 30.0] 11.1] 185 10.5] 15.8] 13.6] 143 16.7) 30.8] 27.3
6 Qutside 20 8.0 110
manufacture ) :
7 Raw malterial 16.7] 18.4] 13.5] 10.0] 27.8] 29.6] 26.3] 2631 9.1} 114 23.1] 273
supply
8 Production 26.7] 10.5] 40.5] 30.0] 16.7] 2591 36.8] 26.3] 27.3] 25.7] 41.7] 23.1] 45.5
investment
& iDistribution 36| 11.0] 30! 1001 6.0 8.0 4.0
10 Ioformation access| 4.8] 3.01 5.0{ 10.0 S0 5.0 90| 60 90| 4.0
1t |Export 7.6 53{ 216 14.8] 53] 53] 9t 29 383
12 {Regulations 13.5t 79] 216 16.7] 14.8| 10.5] 263] 9.1 8.6} 164 30.5| 182
13 |Tax 32.3] 47.4] 29.7] 50.00 33.3) 11.3} 15.8] 52.6] 31.8] 20.0] 33.3] 30.8; 18.2

Note 1) The abbreviations in type of business stand as follows:

Avg. Average

Fo Food processing
Tex Textile

1e Leather

W Wood

Fu Fumniture

Pa Paper & pulp
Po Pottery

Lu Lumber

Me Metal

Ma Machinery

B Electronics

Tt Transportalion equipment

Note 2) A blank means that no company fitled {o the question.
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4) Future management policy (Q17)

‘The most frequent response was “to seek quantitative increases in orders” (62%), which is always
the most basic policy in business management. Many firms are also paying close atteation (o
“jmproving the profit ratio,” which was cited by 32.7% of the respondents,

The second most frequent response was “to seek exporl increases” cited by 35%. However, there is a
large variance in the proportion of this tesponse {rom industry to industry. In the exporting jndustties,
such as textiles and leather products, this factor was cited by more than 70% of the finms, but in the
metals and machinery industries less than 10% of the firms responded in this way. For the laiter group
of industrics, the immediate objective appears to be lo cnhance domestic sales. With respect to
“cooperation wilh other firms in the industry,” the machinery and other heavy industries appear to be
OIS ageressive.

atrn
What is your future managemaent policy? (multiple answers)
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Inceease profit rale
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Reduce busingss scale
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Looking by type of busingss, there are remarkable differerces among different industries. First, four
industrics, food processing, paper, poltery, and clectronics, actively plan to “Expand sales volume,”
which suggest that they expect the markets of these four industries to expand substantially in the near
future. Meanwhile, the textile industry, 45.9%, docs not expect to expand as much as other industrizs.
Secondly, the textile and leather industries, which have already been involved in exporting, prefer to
“Bxpand exporl sales” (over 70%). Thicd, the shout-term strategy of the metal and machinery industries
is perhaps to expand domestic sales as they show fittle interest for “Expand into forcign markets” (less
than 10%). Heavy industries, such as machinerics, tend to “Establish cooperative relationship.”
Finally, the management policy of the leather industry to “Promote specialization” (50%) is highly
recognized than that of the whole industry (29.1%).

Raw data of Q17: What is your management policy in future? (multiple answeis) (by type of business)(%)

Type of Industry

Policy Avg.| Fo [Tex | Le | W [ Fu|lPal Po | Lu [ Mc|Mal| B | Tr

1 |Keepcurrent policy | 10.8] 15.8] 2.7 10.0 110l 50} t6.0] 50] 14.0f 17.0 9.0

2 |Expand sales 61.8] 71.t] 45.9] 500} 61.1f 63.0] 73.7| 73.7] 68.2] 62.9] 66.7| 92.3] 54.5
volume

3 |increase profitrate | 32.7] 26.3| 37.8f 20.0] 38.9| 37.0| 42.1] 47.4] 36.4] 20.0( 16.7( 46.2 43.5

4 [Bxpand exporl sales | 35.1) 263 73.0 70.0] 38.9] 48.1} 42.1; 47.4| 364] 114 3080 18.2

5 [Promote 29.1] 13.2] 35.1] 50.0] 167] 18.5] 31.6] 21.1] 36.4] 40.0| 33.3] 23.1| 364
speciatization " :
6 {Reduce business 1.2y 26] 26 5.6 2.9
scale
7 |Establish 21.11 13.2| 24.3] 30.0] 16.7 25.9( 26.3] 26.3] 27.3} 314} 16.7| 23.1f 455
cooperative
- {relationship

8 |Establish a joint 25.5] 13.2} 40.51 40.0] 16.7| 33.3} 36.8| 26.3] 36.4] 17.1] 16.7} 38.5] 543
venlure with foreign
companies

9 |Expand into other 23.1f 130l 41.0] 40.0] 17.0] 33.0] 37.0] 26.0] 36.0] 17.0| 17.0| 380} 550
fields '

10 [Expand into foreign | 21.1} 10.5] 40.5] 50.0| 27.8| 29.6] 36.8] 26.3j 22.7| 2.9 7.7 %1
markels

Notes
1) The abbreviations in type of business stand as in Question 15.
2) A blank means that no company fitted to the questian.
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(10) Policy needs

I) Support desired to help small and medium-sized businesses (Q18)
The top three responses were “oxpansion of bank credit” (47%), “preferential trcatment on or
exemption from sales taxes” (45%), and “cnhancement of government’s investment promotion funds”
(37%), indicating that financial support is the most desired type of assistance. Almost 25% of firms
expressed the desire for “stable electric power supply,” “development of industrial parks 1o allow
busincss relocation and cxpansion” and olher improvement in infrastructure. The government will have
to actively solve the problems related to regulations, as “streamlining of red tape” and “easing of

regulations on export approval” were cited by 35% and 13.5%, respectively.,

528
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Q18:

What kind of SME programs do you expect? {multiple answers) (by type of business)
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Looking by types of business, the questionnairc tells that leather industry strongly expects
“Expansion of bank financing.” It should be noted thal pottery industry expects “Financial support for
export.”

For further anatysis, a new indusirial classification is introduced; a heavy industry includes steel and
machinery industries, and light industry covers living-related and material industries, The light industry
more expects “Foreign information service,” “Deregulation of export licensing,” and “Financial
support for export.” Meanwhile, the heavy industry tends to expect “Technological assistance.”

By size of business, the bigger a company is, the more it expects “Financial support for expost,” and
“Deregulation of export licensing” because a company of more than 50 eniployees produce for exports
rather than a company with fewer workers.
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Raw data of Q18: What kind of SME support do you expect in fulure? b
(multiple answers; according to type of business} (%)
Type of business

Expected Support Avg.jFo |Tex| ie | W | Fu fPa|Pojlu | Mc|Ma| E | Tr

1 |Development of 235 15.8! 35.1) 30.0] 16.7] 11.1] 26.3] 10.5] 272.3] 17.1] 50.0] 30.8} 364
industrial parks

2 |Dercgulation in 68| 537 81 ity 3.7 105] 9.1 8.6] 83| 154] 92
production investment

3 [Development of aid for | 36.7] 15.8] 37.8] 60.0} 44.4} 40.7{ 47.4] 52.6] 31.8] 42.9] 50.0) 385} 45.5
investment

4 |Expansion of bank 46.6] 39.5] 514 80.0] 33.3] 50.9] 36.8) 52.6] 40.9] 60.0| 33.3] 61.5] 63.6
financing : :

5 |Financial support for 18.3] 10.5] 35.1] 30.0] 22.20 44.4} 26.3| 52.6] 13.6] 8.6 171 9.1
cxport

6 |Dereguiation of cxport | 13.5| 7.9] 37.8] 10.0] 11.1] 33.3] 105 15.8] 13.6] 114 154 9.1
licensing

7 |Foreign information 12.4] 18.4] 189} 30.0] 56| 14.8| 10.5; 10.5] 4.5] 114 9.1
service ‘

8 |Technological assistance| 25.1| 13.2] 18.9] 10.0] 22.2| 11.1} 31.6] 26.3] 18.2] 54.3] 33.3] 23.1] 27.3

9 {Establishment of 36 8.1 53 8.6 83 91
institutions for enginecrs .

10 |Technological 841 105 10.0] 11.1] 7.4] 10.5] 105 9.1 171 9.1
information service = :

11 |Management 201 26 56 74 4.5 29 9.1
information service g

12 {Training services for 481 26| 54 11.1 9.1} 29t 83| 1.7
business administration ' :

13 | Training services for 6.4 53] 27] 10.0] 56f 3.7 105 9.1 2.9 250] 1.7
technology ‘ :

14 | Sales tax reduction 454! 421| 432] 60.0] 16.7] 51.9] 42.1| 36.8] 45.5] 48.6] 58.3] 46.2| 364

153 Improvement of laws 108t 5.3 10.8| 30.0] 11.1y 3.7} 10.5] t10.5] 4.5 B.6] 83 7.7

16 |Simplification of 35.1] 21.t] 5951 50.0] 38.9] 40.7{ 31.6] 42.1|] 227} 25.7] 33.3] 385| 63.6
adminislrative
rocedures

i'?ﬁmpmvementoftmfﬁc 64| 79| 27 167 37 s3] 9.1 29| 83| 154] 182
infrastructure : :

18 |Stable supply of 25.1| 23.7| 37.8] 30.0} 16.7] 25.9] 15.8] 21.1] 27.3] 20} 33.3] 23,1} 455
electricity :

191tmprovement of waler 9.2] 21.1} 108 11.1}] 7.4§ 2117 15.8] 2.1] 5.7 154 9.1

_tsupply

20 {Promotion of industrial B8 7.9 162 56] 3.7 10.5] 1821 5.7 771 9.1

* lassociations :

Notes

1) The abbreviations in type of business stand as in Question 16.

2) A blank means that no company fitted to the question.
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Raw data of Q18: What kind of SME support do you expect in future?

{multiple answers: according o size of company) (%)

. Size of Company (Number of Employee) Exporling
Ave] 14 [ 59 [10—39]30—49[50—-99] 100+ | [Non-Ex| Ex

Expeccted Support :

i Development of 235 18.2 4.2 2501 286 25.6) 26.1 26.8] 220
industrial parks

2 Deregulation in 6.8 10.0 4.8 70 837 7.2 7.0

| |production investment

3 Development of aid for | 36.7 1821 292 417 35.7 49| 406 384 390
investment

4 t2xpansion of bank 46.6 45.5 333 51.7 40.5 4881 507 514 460
financing '

5 Financial support for 183 6.7 14.3 25.6 6.2 sg 410
cxport :

6 Deregulation of export | 13.5 8.3 33 48 186 290 431 280
licensing

7 Foreign information 124 16.7 6.1 7.1 163 18.8 89 200
service ‘ )

8 Technological assistance| 25.1 132 12.5 319 357 233 20.3 3L2 200

9 Establishment of 3.6 4.2 24 70, 58 3.6 4.0
institutions for enginecrs ' '

10 |Technological 8.4 18.2 4.2 16.7 7.1 7.0 29 123 4.0
information service : ‘

11 Management 2.0 33 438 23 3.6
information scrvice :

12 |Training services for 4.8 33 163 43 4.3 6.0
business administiation _ b

13 [Training scrvices for 6.4 432 11.7 2.4 7.0 58 8.0 50
technology : . : -

14 [Sales tax reduction 45.4 72.17 62.5 4.0 47.6 512 362 55.8] 370

15 !mprovement of laws 10.8 20.8 6.7 11.9] 4.7 159 11.6 11.0

16  |Simplification of 351 18.2 333 233 452 419 391 34.1] 410
administrative
procedures .

17 {lmprovement of traffic | 6.4 4.2 33 71 47 11.6 5.8 8.0
infrastructure :

18  |Stable supply of 251 273 250 300 14.3 16.3 333 254] 280
electricily ' ' : .‘

19 |Improvement of water g.2 2.1 12.5 83 4.8 23 15.9 8.7 ilg
supply : : '

20 {Promotion of industrial | 8.8 9.1 472 1.7 9.5 11.6 58 10.9 7.0
associations

Note A blank means that no company fitted to the guestion.
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