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1 —B: Strong Export Oriented Industrial Development
in Viet Nam

Pham Quang Ham

Development Strategy {nstitute
Ministry of Planning and Investment

1.Performance of Industrial Exports by Viet Nam over the Past Years
(1991-1995)

(1) During the period 1991-1995, Viet Nam has recorded a high annual export earning growth rate of
24.6%, reaching USD. 17 billion in five years. In 1996 alone, its export earnings were USD 7.1 billion,
up by 35% over that in 1995 and accounting for nearly 32% of GDP.

A rapid increase in exports has contributed to the foreign exchange balance for importing materials,
equipment and essential consumer goods for economic development.

Viet Nam has had ten exports with an annual export earnings value of over USD 100 million each,
namely: crude oil, rice, fishery products, forest products, textiles-garments, shoes, coffee, rubber, pepper,
groundnuts. Of these, the following have the largest export earnings:

»  Crude oil: USD 1 biltion accounting for 23.6% of total export value

= Textiles-garments: USD 0.8 billion; 16% total export value

»  Fishery products: USD 0.6 billion; 13.7% of total export value

= Cofee: USD 0.6 billion; 1.37% of total export value

= Rice: USD 0.56 billion; 12.3% of total export valug

Industry has greatly comribu'ted. to ¢xport earning value, and its share in total export value has been
increasing, accounting for about 50% of total export value, of which light industrial exports represent
209, and heavy and mincral ones occupy neatly 30%.

(2) However, there have still been problems in exporting industrial products:

Structure of exports have slowly improved. A]though exporl structure has been positively changed
towards the direction of gradual increase in the share of processing and manufactured goods, it has been
slow. To date, materials (by SITC definition) have still been dominant and accounted for 70% of export
earnings. _ _

This is a big problem in exporting industrial products from Viet Nam. Viet Nam has limited resources
and raw material-based exports can not bring about an efficient and sustainable growthrate. This type of
export fails to exploit the country’s abundant human resources. : . -

Foreign capital has been rapidly attracted to industries over the past several years, reaching over USD
4 billion and accounting for 33% of foreign invesiment capital in the economy as a whole {excluding oil
and gas). However, export in the industry sector has not yet been proportional.

Contribution to export by joint ventures has stil} remained small and products by these joint ventures
have been mainly directed to domestic consumption in Viet Nam.

11



Table 1 Economic, industrial and export growth rate during 1991-1985 (%)

L 1991-1992 1992-1993 1993-1994 19941995 1991-1995
GDP 8.6 8.1 8.8 8.7 82
Industry 146 12.1 12.9 13.2 12.5
Export 23.6 15.6 35.8 282 24.6

Source  MPI

Table 2 Structure of exports during 1991-1995 (%)

1991 1992 1993 1994 1995
Agro-products 52 49 48 5t 46
Heavy industrial and mineral products 33 37 34 29 29
Light and handicraft industrial products 14 14 18 20 25
Total 100 100 100 100 100

Source DS

Such a sitvation of foreign invesiment atlraction leads to an observation that, in fact, Viet Nam has
been implementing an import substitution-oriented industrial policy.

Competitiveness of industrial exports has still been limited due (o the following:

= Processing technology remains obsolete and subject (o slow renovation, leading (o limited quality,
thus making producis less competitive in the market. Technology attracted through foreign direct
investment by joint ventures, as well as equipment imported over the past time are, in general, not
advanced, resulting in unquahf:cd EXpOTLS.

»  Export scale has still remained small, with no major exports of large earnings, and intensively
processing industrial exports occupied a negligible share. Garments and shoes have brought
about high export earnings, but they have been mainly produced by subcontracts with foreign
pariners, thus having low added value, and failed to take initiatives in production and doing
business.

»  Under the condition that world market has been already divided and international labor force
division established in a stable manner, the participation by Viet Nam’s enterprises will meet
with difficulties. _

Viet Nam’s young enterprises have accepted competition with commercial groups who have had a lot
of experience in the market. Viet Nam’s enterprises have still been subject to poor qualification in
management, regulation of export activitics, and marketing.

With regard 1o its integration into regional foreign trade, Viet Nam has made appropnate and timely
decisions, but a tot of problems have remained. A path for integration so that mechanisms and policies
can be adjusted to being suitable to each stage of development, thus bringing into full play the
competitive edge of industry, has been stowly worked out. Viet Nam has nat yet done the forecast of
structural adjustment trends in industrics after its full participation into AFTA as well as other free trade
areas. Al the same time, Viet Nam has not yet prepared an adequate contingent of officials for efficient
parlicipation as a member of the World Trade Organization.

2.Export-oriented Industrial Development

(1) The Eight Party Congress had affirmed “to build up an open economy integrating into regional and
world economy, strongly orienting to exports and at the same substituting imports for efficiently
domestic-made products” (page 85 in the Eight Party Congress document).

As such, export promotion is both an important objective of industrial development and a condition
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for high GDP growth rate. At the same lime, it is also an important precondition for the counury’s
industrialization and modernization. Demand for importing equipment, machines and technology, with an
aim to renovate technology in industrial production can only be secured by export promotion.

However, with the country’s population of over 100 million by early next century, and with its
increasing purchasing power, Viet Nam will be a targe market. Many industries ¢an casily obtain theic
efficient production scale for meeting only domestic consumption. This is one of the atiractive factors 1o
domestic and foreign investors which need to be taken advantage of and brought into full play.

As a result, building up a strong export-otiented economy and import substitution for that which can
be produced efficiently within the couniry is not dividing the market for Viet Nam’s commodities, but in
fact puiting indusiry in the process of product adjustment structure for ensuring that products made must
be competitive in regional and world markets, as well as in the domestic markel under the conditions of
an open economy in which trade will be gradually liberalized.

(2) Measures for structural renovation, and improvement of export’s competitivencss should be

worked out soon; policy mechanism for encouraging industrial exports issued:

Formulation of strategy for building up major exports:

«  Tmprovement and maintenance of competitivencss of one nation depends on accurate selection of
industrics which have comparative advantages. To accelerate economic structural adjustment
according to selected the direction, in turn, depends on a dynamic policy system, including an
industrial protection policy. Policies which have impacts on industry, like financial, credil and
export promotion policies, and other trade policics, aim at strengthening the competitiveness of
national industry in the international market.

= Effective policics by the government should intervene in the development of the following
industries: _

a) Export-oriented industries.

b) Basic industries, not only with impact on accelerating the growth of many industries in the
economy, but also with impact on strong export-oricnted industries.

¢) New industrics which need to be fostered and developed for maintaining comparative
advantages for the country in the future. During the period up to the year 2000 and after the year
2000, attention will be given to accelerating the exports of labour-intensive industries with low
invensiment rates for one employment and quick investment return, like textiles, garments, shoes,
electronic assembling, agro-processing industries, and other light industries.

In the period after the year 2010, when economic potential is relatively strong and domestically
atiracted investment capitals considerably increased, the scale of economic industrialization and
modernization can be expanded. By this time, in addition to further development of the already developed
industries in the previous period, it will be necessary to develop production and export industries with
intensive processing technology for creating high value products like mechanical-electronic products,
components for export, chemical and petro-chemical producis, etc.

Protection poticies the Government are very necessary in the process of the economy’s integration into
the world. However, the setection of industries for protection is very important. Massive proteciion must
be avoided because the past lesson of excessive protection had created a less dynamic industry and no
competition in the market.

General protection principles are as follows:
«  Protection is only given to domestically-made products which can meet domestic demand and
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have potential for development.

s Protection principles are applied in a unified manner (0 all economic sectors, including
enterprises with foreign funded capital, for creating ¢qual condition for economic competition.

*  Protection is stipulated for some industsies in a specific duration, rather than for any industry
forever. That is the time required for one industry to renovate technology, and improve the
competitiveness of its products in the market.

= Protection must be suitable to the process of commercial liberalization and international
agreements signed by the Government.

Based on the requirements for protection level, a tariff reduction schedule for items in the temporary
list will be appropriately formulated. 1tems required the highest protection level will be included in the
list in the final stage, and the items required less protection will be subject to early tariff reduction.

At present, ilems in the temporary exclusion list account for 36% of all items in the import tariff
table. They ar¢ as follows:

s All kind of cars, motorcycles (excluding the 16-seat car, which is included in the full exclusion

list}

«  Bicycles, children’s toys; they are items with a hlgh tax rate and can be made in abundance

within the country-require protection through the import tarift,

*  Home appliances {washing machines, air conditioners, electric fans, ¢tc.)

= All of the making-up products and non- essential products

s All of the fabrics or textiles, and several of garments

«  All types of iron and steel

*  Generally used mechanical products

Flexible and appropriate combination of tax reductions with etimination of non-trade barriers should
be done so that protection can be maintained for production industries when necessary.

Modern technology should be promoted for producing processed commodities for export. At present,
some ilems produced by Viet Nam are less competitive in comparison with those by other countries in
the region, because they are inferior in guality, type, and quantity. Thus, technological renovation for
producing high-quality products which are of competitive with products made by other countries is a
measure of decisiveness.

The development of small and medivm enterprises should be promoted for contribulmg efficienily to
the process of industrialization and export promotion. The advantages of small and medium enterprises
in using less capital will be made use of for attracting capital from the private sector for development
investment. Referring to their performance, small and medium enterprises are flexible and dynamic in
using appropriate technology and very sensitive 1o meetling the market demand. The role of the
Government is to support in organization of creating industrial linkages among small and medium
enterprises themselves and between small and medivm enterprises and large enterprises, and in
establishment of a subcontracting network between large enterprises and small and medium ones in
assembling and component industries.

Competitive power of the national indusiry is not simply the addition of the compemwe power of each
individual enterprise. It is the chaos competition to weaken the competitiveness of the national industry.
Compatible coordination of industries from the service system to the consulting system, as well policy
support by the Government for creating a favourable environment for enterprises to develop towards
export orieniation, is very important. Those compatible factors will promote and multiply the
competitiveness of each enterprise in the country.

(3) Investment capital attraction from countries within and outside AFTA should be promoted for
exploiling the existing advantages of Viet Nam in natural resources, labour force, and new markets. A
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more favourable investment environment over that of other countrics in ASEAN, with stable and clear
preferential policics, should be ereated for attracting foreign investment.

Further attention should be focused on improvement of infrastructure related to foreign investment
attraction, like power, water, transport network, ports, and telecommunications. ¥ndustrial parks and
export processing zones, especially the focal economic arcas, should be promoted in the areas where
infrastructure is in favourable condilions, especially where big porls with favourable conditions for
export are available. The development master plan for industrial parks must be compatible with the
development of a master plan for infrastructure and urban areas.

Administrative procedures, like procedures for granting investment, import and export licenses,
procedures for land allocation and for granting construction permits, custom office procedures, tax
payment, etc,, should be improved for facilitating foreign investment activities,

Specific lists of occupations and industries requiring priorities for FDI promotion, especially export-
oriented industrics, and for appropriate modern technology should be formulated.

In addition to direct foreign investment, attention and support should be given to domeslic investment
by introducing appropriate policies on export encouragement.

(4) Preconditions, especially human resources and institutional framework, should be actively
prepared for maintaining and bringing into full play comparative advantages.

Viet Nam has had very important advantages in human resources over other countries in Southeast
Asia. At present, 50% of the country’s population are under 20. They will be a Jabour force of full
vitality in the next two decades. This potential only becomes true when they are equipped with
krowledge suitable to the development trend. They need to be trained in the appropriate vocations, skills
and management, which are suitable to modern production. As such, initial advantages in cheap labour
costs in a low-income country wilt become a more competitive advantage with an increasingly high skill
level at a relatively attractive wage rate. This, in combination with renovated investment environment,
will certainly attract investment and technotogy inflow and the market will be open to both within and
outside the country.

In short, international context, as well as practices in Viet Nam’s industry, show thai there is no other
way than working out the strategy for export-oriented industrial development. We will fail o be
successful if we integrate into the world economy with an industrial strategy which places emphasis
mainly on import substitution. Export-oricnted industsial development must be the main axis in industrial
development policy and be considered as the most important direction.

To encourage export-ariented industrial development, it is necessary to strengthen our already gained
position and further expand commercial relations in the region and in the world following multi-
lateralization and diversification policy in exicrnal relations. Compatible policies on capital, technology,
market, and tax preferences, should be formulated. A favourable and competitive environment over other
couniries in the region should be created for strongly attracting foreign investment. Economic sectors are
encouraged to produce for export and can directly export. Effective measures should be taken for
strengthening competitiveness of domestic industry, thus gradually taking the initiative in integrating into
regional and world markets.
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