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| wmizar  Brak | BIaOE  BEOE | DIZIE  BEOR
GNP 4,364 7,953 16,382
(&)

B it 12.2 23.5 11.9 15,5 11.4 117
> e 37.1 12.1 31.2 1.4 21.3 108
e 50.8 64.4 56.9 13.1 61.3 1.5
2R B R 33.8 n.a. 39.0 na. 29.8 n.a.
#®abh B R 13.1 n.a. 11.8 n.a. 12.1 n.a.
z o f#] 38 na. - 6.2 n.a. 19.3 n.a.
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Industrial Promotion in the New International Economic Environment

Kenichi Ohno
Asian Development Bank Institute

Pham Quang Ham
Ministry of Planning and Investment

I. New Environment Surrounding Viet Nam

The international linkages resulted from achievement of the Viet Nam's renovation (which
includes the economic opening) have largely contributed into the high growth during 1993-
97. The important source of growth was massive capital inf lows relative to GDP in the forms
of ODA and FDIL. While these foreign factors led to remarkable macroeconomic achievements
and great transformation of the national economy, creation of “domestic capacity” (skills,
technology and organizations on the Vietnamese side) lagged far behind. But this situation

was inevitable for a latecomer country that had just joined the global economic system.

In the first half of the 1990s, international economic environment was favorable for Viet
Nam's development. ODA began to flow in and “Viet Nam investment boom” occurred among
foreign investors. Since around 1996, however, integralion with the global economy began
to produce not only desirable stimuli but also constraints. The following three events are

particularly noteworthy.

First, the Viet Nam investment boom had ended. FDI slowdown and property market crash

were becoming apparent even before the Asian crisis (next paragraph). Early optimism
about Viet Nam's investment opportunities had gradually been deflated by reality such as
ambiguous laws and inadequate infrastructure. This does not mean that Viet Nam will no
longer receive large amounts of FDL. But it is certain that FDI growth in the future will be
more modest than previously expected in the 1996-2000 five-year plan. (However, ODA inflow

is likely to continue without a significant drop.)

Second, economic activity has further been impaired by the Asian crisis. As the Viet Nam

boom came to an inevitable end, the national economy was doubly hit by the onset of the
regional crisis in 1997. Unlike Thailand, Korea or Indonesia, Viet Nam’s currency was not
directly attacked and no collapse in output occurred. Even so, exports, tourism and FDI
have all been adversely affected. For a small developing country like Viet Nam, global
financial instability was an “exogenous” shock and cannot be prevented by Viet Nam's efforts
alone.'Pmsumab]y; deep economic depression in the region is a temporary phenomenon.

However, at present it is not clear how quickly or robustly the regional economy will recover.
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Third, Viet Nam has accepled, or is about to accept, multiple free trade obligations. Viet

Nam is already a member of AFTA and APEC and has been beginning the integrating process
into WTO. These trade commitments are an important step towards fully reinserting Viet
Nam into the global economy, but they also carry the risk of premature integration without
due preparation. Increased foreign competition will accelerate enterprise reformand eliminate
inefficient units, which is desirable. But Viet Nam is at a very early stage of economic
development, and sudden and uncontrolted foreign exposure may hinder the emergence of
newindustries, cause unemployment and socialinstability, or lead to theloss of macroeconomic

control.

To reduce poverty through industrialization and modernization, Viet Nam must grow
rapidly for a long time, Up to now, high growth was achieved by opening the economy to
foreign donors and investors. But this kind of growth is temporary and cannot lead the
nation into long-term prosperity. Now the momeéntum for foreign-driven growth has waned

and external conditions are turning less favorable.

II. Reorientation of Growth Poliey

Although the high growth has gained in the last years, the started point of Viet Nam’s
economy are still very low, the industrial competitiveness and linkages in industries are
weak, -while the resources of the economy are not still fully mobilized. Thus, in light of the
newly emerging external conditions, Viet Nam's growth policy must be adjusted in the

following ways.

1. Improving domestic capacity

To sustain growth in the future, Viet Nam must improve domestic capacity. While
improvements must be made in a large number of areas, the most crucial tasks for Viet
Nam's industrialization are (i} ability to localize imported technology and improve quality;
(i) mobilization of domestic saving for productive investment; (iii)continuing development
of apparent policy environment and building the policy agility, that is, ability to introduce
or modify policies promptly as circqm:stances change; and (iv) developing the human resource
with high quality for requirement of high development, especially the businessman, and the

officials researching and developing policies to consult for the Government.

Domestic capacity is also the key to maintaining control (or “ownership”) of thedevelopment
process under external integration. In a very unstable or competitive global economy, both
the government and private businesses must have the knowledge, tools and financial resources

to cope with new challenges, Otherwise, external shocks may derail the development process.
This is not to deny the impbrtance of foreign capital and technology; these will be needed
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for a considerable time to come. But growth must be sustained by a proper combination of
domestic efforts and external impetus. In the 1990s the foreign impact was overwhelming in
reshaping the national economy whereas the contribution of improved domestic capacity
was relatively small. These proportions must be reversed. Domestic initiatives should become
the main driving force for growth white ODA and FDI, though extremely important, should

play a supporting role.

2. A comprechensive and concrete long-term development strategy

In order to strengthen domestic capacity, use limited financial sources efficiently and
orchestrate the entire growth process, a comprehensive and concrete long-term development

strategy is needed. Such a strategy is particularly important for:

(i) Extending the scope of growth policies to long term beyond annual plans or even the

" five-year plan to further more than ten-years;

(ii) Fulfilling free trade commitments effectively by maximizing merits and minimizing
demerits, and secizing opportunities for temporary protection of infant industries while
avoiding political capture of such protection; it is necessary to study industrial structure

in a long-term vision for identifying the infant industries to foster in the future;

(iii) Ensuring consistent linkage and sequencing among different policies-including trade
liberalization, industrial promotion, SOE reform, tax reform, financial sector reform,

creation of securities markets, and fiscal, monetary and exchange rate policies.

The existing five-year plan is useful in painting the overall picture and indicating targets
for all sectors (including agriculture and services). The proposed long-term development
strategy will provide more detailed action plans for a few key industrial sectors to achieve
the goals of the five-year plan. Different levels and ministries of the government should
participate in its drafting process. After approval, the entire government should support its
implementation as a national goal. Such strategic policy thinking was often lacking in the

past.

The private sector must of course be the main engine of long—term.industrial development.
But at a very early sta'ge of development, private effort must be supported by proper official
visions and guidance. Whiie bad official intervention is extremely harmful, laissez-faire policy
will not lead to best outcome, either. Economic liberalization and good legal environment
are important, but that alone will not ensure high-quality growth; some transitional economies
have fully embraced free market principles but remain stagnant and unstable. In addition
to legal and ownership reforms, the Victnamese tc-;overnment should confemplate active
promotion of key industries and improve management of the external integration process.

The pi'oposed development strategy can serve as an important official document for that
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purpose. It should be necessary to develop an institution to help the government to deploy,
to adjust and direct the implementation of strategy. The strategy needs to set the stages
and the implementing steps that should be concrete to mobilize resources concentrating for

cconomic growth in coming stages.

3. Re-focussing of target industries

In the 1990s Viet Nam’s industrial base moved gradually from primary commodity
production to labor-intensive industries. However, this process is not yet complete. Domestic

technology and capital accumulation remain very weak,

Viet Nam’s industrialization strategy should be modified to reflect the prospects of less-
than-expected FDI and increased foreign compelition. Three types of industry should be
distinguished (seé¢ below) and appropriate policies should be implemented for each type.
Specifically, Viet Nam should move more slowly towards capital-intensive import-substituting
industries than previously planned. Immediate national effort should be concentrated on
building a broader and better light industry base-particularly in textile and garmentindustries

and primary commodity processing.
Let us consider three generations of industiries that Viet Nam is likely Lo have over time.

(1) First-generation industries;: Raw primary commodities such as oil, rice, coffeec and

marine products occupy the largest share of exports today. Virtually all latecomer
countries go through this stage of development (including 19th-century Japan which
depended on silk exports). In addition, contract manufacturing of garments and footwear
has also taken root in Viet Nam. These are first-generation industries which depend
heavily on natural resource endowments or foreign technology, or both. They are easy
to establish but contain little local effort or creativity. Nevertheless, primary commodity
exports can generate precious foreign exchange for industrial investment; this resource
should not be frittered away or captured by secloral intervests. Moreover, contract
manufacturing can become a basis for the next stage of industrialization if foreign

technology is successfully transferred and internalized.

(i) Second-generation industries: Currently Viet Nam has no export industries which

successfully combine the skills of Vietnamese managers, engineers and workers. Creating
such homemade “second-generation” industries should be the principal goal of
development strategy in the near future. Localization of skills will also strengthen Viet
Nam’s ability to cope with external shocks, (In the development procesé of Japan, cotton
textile industry became a newly localized indush‘y which dominated world markets for

several decades.)

Second-generation industries must be created on the basis of already existing first-
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genecration industries. Newly  emerging industries should contribute significantly to
absorbing labor (abundant resource) and-to the extent possible-using domestically
available natural resources. They should also serve as a vehicle for transferring foreign
technology. And they must be fostered under budget constraints and increasing

international competition,

Viet Nam's dynamic comparative advantage lies in labor- and skill-intensive works
that cannot be easily replaced by machinery. Dexterity and seriousness of Vietnamese
workers is well known and cannat be matched by any other developing country-whether
China, Thailand or Indonesia. This poinls to the possibility of high-value-added, made-
to-order, high-quality precision manufacturing. If this domestic potentiality is combined
with foreign capital and latest technology, Viet Nam can become a world’s top-class
producer in textile and garment, primary commodity processing, electronic parts

assembly, and other light industries.

(iii) Third-generation industries: If Viet Nam succeeds in industrialization and raising

living standards, the time will come when capital-intensive materials (such as paper,
chemicals, steel and nonferrous metals) and industrial machinery, which are now mostly
imported, will become the next target of industrial promotion. However, given the new
international environment, it may take a considerable time to shift to these import-
substituting industries. At present, only planning, research and pilot projects should be
conducted for these industries without committing a large amount of scarce financial
resources. Large-scale investment in these industries can commence when the country
has accumulated sufficient capital and technology and domestic demand has become
substantial. The clarification of three industrial generations for researching reflects the

strategic ideas of industrial structure changes suitable to the trends as follows:

(i) Changing industrial structure from industries based on the advantages of the labor
force and natural resources ( especially in agriculture and fishery ) to the deeper
processing industries;

(ii) Developing the downstream industries to the up-stream industries in the closely
and sustainable linkages;

(i) Improving technology of industry from low level to the high level; linking closely

industrial development with technological development.

However, these changes are sequence or parallel according to the concrete conditions that

the economy can provide the industries to develop.

In the coming years it is necessary to concentrate to develop strongly the light industries
such as garmernts, leather and footwear, and the processing industries. At the same time, it
is also necessary to prepare conditions for developing the second and third generation

industries, especially the mechanical engineering sector and electronic industries and
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information technology. These industries are able to attract more the skill labor {orces and

also create high value-added, and very important to increase the social labor productivity.

The study group has proposed seven criteria for assessing the selected industries and priority

projects:

(i) Attracting more employment; at the same time it is certainly to pay attention on the
increasing labor productivity.

(i) Itis able to find the input and output markets including domestic and international
market; and also to favor the export strongly;

(iii) To create the industrial linkages in the global and regional integration;

(iv) To provide the effectiveness of costs;

(v) To create the technology transferring, attracting the new technology; improving
the competitiveness of industry;

(vi) Securing environmental conditions, providing the sustainable development,

(vii) To have strongly impact to solve the social issues such as employment, poverty,

reducing the differences in development of regions.
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Industrial Development of Viet Nam
in the Context of Integration

Pham Quang Ham
Development Strategy Institute
Ministry of Planning and Investment

1. Recent Industrial Development Environment of Viet Nam

% The achisvements during innovation process were gradually affecting the development of
Industry. The annual growth rate of industries counting by the production value is higher
than 139% in average for the period from 1995-1998. Although industrial sector in the one,
which is directly, affected by the monetary crisis, during 1998 the development growth was
11.5% (while this figure in 1996 and 1997 are respectively 14.1 and 13.296). The export value
is increased for the last year. By the export value the major industrial products are; crude
oil, garment; leather products; some of agricultural processed products such as coffee,

rubbery, tea, marine and aquaculture products.

The major industrial products, which experienced remarkable increase, are crude oil,

cement, some of agricultural manufactured products, garment and leather products.

% The share of manufacturing subsection compared with the total industrial value added is

more than 80%. The manufacturing subsections maybe classified by some of the criteria’s:

1. The using agricultural, forestry, aquaculture material industries has high ratio,
approximate by 35% of the product value of industry. Some of exported products have

developed with relatively high competitiveness: rice, coffee, marine products, and tea...

2. The labor-intensive industry (only garment and leather products occupied 12% of the
industrial production value. If including the other labor-intensive subsections (food

_ processing industry) this figure is more than 409%.

The garment and leather industries were developed by the export-oriented direction.
For the last year these branches quickly developed and became the branches having

+ highest exports value. (Having the value of 2.3 bill. USD for 1998.) In the same time
create new jobs for labor throughout the localities including both urban and rural areas.
The other labor-intensive industries such as car, motorbike, electronic assembly

industry, (using high-tech) are on the track of development.

However, for the initial period of development the linkage between assembly industry

and the manufacturing industry producing the inlanded details, had enough capacity for
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participating regional production network.

3. Step by step founding the high-tech indusiries such as electronics, informatics, and
mechanics. Formulate the high tech areas in order to link the production process with R&D

and human resource development.

4. The medium and small scale enterprises have relatively high contribution in the production
value of the manufaclure. Those are mainly private, the share of the production value of th
ese enterprises is 30% of total industrial product value, So it plays important role in the in
dustrial development. Government has implemented the development promoting policies. Ca
rrying out the research on promoting private industrial enterprises and creation of the org

anization supporting dévelopment of private seclor,

* However the industrial competitiveness is still limited, some of the products can not sold
even in the domestic markel due to that the production cost is higher than the import price.
“In some of the branches, the technical capability is not fully exploited either due to insuffici
ent of the material input or due to slow realization of the product. The process of producti
on reorganization occurred slowly; the serious industrial reform for the loss enterprise has
not been undertaken. The regional monetary crisis was affected obviously on the export of
many products because of the decrease of the price. Generally talking the efficiency of the
production, labor productivity are not high that is the reason of low competitiveness of ind

ustry.’

* Viet Nam has been joined in AFTA and signed Agreement on the implementation of tax
privilege general validity CEPT up to 2006 (Decrease the tax rate to 5%). And it nowadays
is on the way of commitment for joining the WTO, APEC, and the Trade Agreement between
Viet Nam and USA. In this context Viet Nam has a lot of challenges. Although the tax
decreasing itinerary has been preparved by the agreement with AFTA, the enterprises are li
kely to wait for the state subsidy. Recently, the occasional measures are being implémented
in order to protect domestic product; to adjust the phases in the trade. Liberalization which
is not in contraction with the Agreement AFTA and coming to join WTO. The government i
s also concerning the policies and measurements promoting the development of enterprises

in the competitive environment in order to reduce their reliance on government protection.

I[. Industrial Development Orientation

* The prerequisite condition {or mitigating the development risk and making use of all the
advantages in the integration increases the industrial competitiveness. At the same time it i
s the most important measurement for efficient use of the industrial potenlials, assisting th
em in upgrading the productivity and efficiency of the industry and enterprises. There are t

hree related factors for improving productivity quality and competitiveness:
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— The sustainable macroeconomic environment with the adequate institutional
framework.
— Quality of the business environment.

— Enterprises policy and capability of the enterprises acting in the market.

Regarding business environment in Viet Nam, the major issues of concern are the trade a
nd investment policy, financial policy, enterprise reform, and private sector development. T
he policy on business environment improvement and creation of the environment for investment
was identified. The Enterprises law has been approved by the National Assembly making th

e competitiveness environment used equitable for the economic sectors.

Regarding some protection measurement, the Government has identified the occasional m
casures and emphasized that those measures are being implemented for certain period only.
The environment for enterprises development have to be improved in order to inerease their

competiliveness, and avoid the reliance on the government protection.

The quality of the business environment has steadily improved. However in order to have
the competitive industry, the most important issue is to improve the quality of the aclivilies
and enterprises policy, based on the innovative capability of the enterprises it comparative
advantages. The continued innovation of the managial mechanism, adjustment and increasi
ng the efficiency at the enterprises, particularly the state-owned enterprises are highly app
reciated. The accounting activities of the state owned enterprises in order to assess their pr
oduction efficiency have to be organized. The equalization has to be encouraged. Make use
of all the conditions for the enterprises to act independently and their own development cap

acity.

# Medium and small-scale enterprises play important role in both shori-term and long-
term economic development. Recently, according to the statistics, the medium small scales
(the industrial enterprises having the capital up o 5 bill. VND and the number of labor less
-than 200) consists of 90% of the total. The industries which have biggest share of medium a
nd small scale industries arve food processing industry, garment and leather industry. The
next to those are the rhechanics, electronics, mainly the one which produce details, and ass
embly industry. So devélop medium and small-scale enterprises means to exploit the flexibil
ity of the enterprises, to enclose the industrial competitive to create the appropriate enviro
nment for FDI to develop industry. In comparison with development of large scale enterpri

ses, deveiopment of the medium and small-scale one has less risk.

Within rural industry, one of the most important sectors to be developed is medium ands
mall-scale enterprises which are located in the rural area and uses the agricultural products

and local labor force as a production resources. Therefore, rural industry is very much aff
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ecting and play pivotal role for rural industrialization as well as for structural adjustment

of labor, mainly shifting from agriculture to industrial and services sectors.

Recently, the government has issued number of the policies encouraging development of t
he medium and small-scale enterprises. However there are some issues, which need to be de
eply studied and founded in order to formulate the institutional framework for the develop

ment.

1. Study on the law encouraging development of medium and small scale enlerprises.

9. TFormulate the organization supporting development of medium and small-scale
enterprises, particularly-ihe Government body responsibility for development of medium
and small-scale enterprises.

3. Build up the credit network to support medium and small-scale enterprises in obtaining

the necessary fund for their development.

* Remarkably, it is very important to have long term view on the industrial development
strategy choice. Selection of the industrial strategy has the meaning of identification of the
objectives and assessment of the factors influencing implementation of the strategy including

the general context and policy environment.
The industrial development objectives are proposed as follows:

1. High development growth. Industry haveto contributeimportantrolein industrialization,
modernization, speeding up the structural changes.
2. Speed up the rural industrialization and modernization process and by which gradually
change the economic and labor structure, increasing the labor productivity ‘and economic
competitiveness.
3. Making use of the comparative advantages of the country, first of all, thelabor resource.
4. Contribute the important role in economic modernization, to shorten the “gap” with
the advanced countries. Upgrade the living standard; reduce the disparities between the r
egions. i

One of the important development directions of the industry identified in the industrial de
velopment stra'tegy is to develop export oricnted industries with regional and international

integration in the conneclion with efficient import.

In order to meet the requirement of industrialization modernization, the integration process
have to be widened with higher capacity; identifying the position in the international marke
t, making use of the financial flows, transferring new technology, to widen the market for
our products. Integration itself will encourage the development of the domesticenterprises,
adopting to the international competitive conditions to overcome the limitation of the dome

stic market relating to the low level of purchase power. In order to guarantee successful in
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tegration is to keep independence, bringing in to play maximum internal force, in closely lin
king with the increasing the competitiveness of the whole economy and of industry and ente
rprises in particular. Efficiently relate the endogenous potentials and absorption of the exo

genous resources.

% One of the important contents of the general integration strategy is recognition and
relocation of the focus of the industry. On the basis of those, determining the agreement wi
th WTO. The difficulties for definition of the agreement is recognized as the definition of th
e sectors to be developed or maybe appear in the future in accordance with the national ind
ustrialization strategy. According to the results of our study, 3 generations of the industrial
sub-sectors have heen developed. The classification of the industrial subsectors into 3 grou
ps which reflect the strategic idea on industrial structure adjustment by different directions

are as follows:

1. Startling from the labor intensive and natural resources (agriculture, forestry,) use
to manufacturing sub-industries.

9. Shifting from backward linked non-capital intensive industries to the forward linked
in the framework of sustainable industrial development.

3. Upgrading the technology applied in the industries, linking the industrial development

to the development of technology.

However, the structural adjustment may occur either in order or simultancously in

accordance with detail opportunities.

For the coming period, it should be focused on the development of such industries as

" garment, leather; the export oriented manufacturing industries. Simultaneously to prepare
the development of the second generation’s and third generation’s industries especially the i
ndustries such as mechanics, electronics, informatics, the importance for the industrial

structure in the perspectives.

The Industrial Policy Research group would like to suggest 7 criterion for selection of the

priorily industries.

1. Labor intensive.

9. Marketable for both input and output in terms of domestical and international, strong
promotes export,

3. Creating the industrial linkages, influencing the other industrial subsector both
qualitatively and quantitatively, being the important contribution in upgrading the labor
productivity.

4. Having the investment sources, without government subsidy.

5. New technology transfer supporting, increasing industrial competiliveness.

6. Sustainable ecologically and environmentally.
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7. Positively influencing on the social issues such as job creation, poverty alleviation, and

regional equity.

To development some of the selected material production industries, first of all based on
the available resources in order tosupply the materialinput, to create the bases for development

of the other industries.

Viet Nam has some of the natural resources such as oil, mineral resources with concentrated
reserves serving the foundalion for development of some material producing manufactures.
Development of the material producing; manufactures will reduce the import, but the more i
mportant fact is that the internal linkages of the industry will be created, the industrial pol
icics may be objectively adjusted in order to upgrade industrial competitiveness. However it
requires large capital investment and high level technology. Therefore, it required being wel
I prepared in many aspects, reducing the inefficient of the backward linked technology. The
first and important criteria for decision making is the quality and efficiency while up to no
w, il is impossible to base on the closed conceptions, although these industries are mainly i

mport substitute oriented.

The developrent of the heavy industries in the production material area is necessary in
the industrialization and modernization. However at the beginning stage, with the limitation
of capital resource the selection and preparation of the appropriate stages is one of the mo

st challenges.
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Analysis of Tariff Policies
and the Path of Integration to AFTA, APEC
and WTO-Obligations of Commitments
to Trade Liberalization

Nguyen Van Chi

Ministry of Finance

T. Viet Nam’s Existing Tariff System

1. Process of Formulation and Development of the Viet Nam's Tariff System

Viet Nam's tariff system was formulated in 1987 in connection with the issuing of the Law
on Export - Import Tariff, Tariff on Commercial Goods. This Law is characterized by its
only application to trade between Viet Nam and the Council of Mutual Economic Assistance
(CMEA), the list of goods was issued in accordance with CMEA list rather thanin conformity
with list of Harmonized System (HS) of the World Customs Organization{(WCO).

However, in 1990, the world situation changed and Viet Nam started the implementation
of the opening economic policy. In parallel with theexpansionof traderelations, the application
of the Law on Export - Import Tariff and Tariff on Commercial Goods become inappropriate
and therefore, in December 1991 the National Assembly approved new Law on Export and
Import Tariff which changed substantially in comparison with the old one. New Tariff Law

_is applicable not only to trade commercial goods, but to all forms of exports and imports,
including official exports, cross-border exports, non-commercial export and imports, goods
from visits of relatives abroad. Although, Tariff rates are also changed largely by applying
the Harmonized System, some groups and sub-groups are still not exactly followed the HS.
State Council (presently called Standing Committee of the National Assembly) is responsible
for issuing Tariff Table for commodity groups which subject to tariff (four digit level) and

' tariff rate span for each commodity group; Council of Ministers (the Government at present)

_ is'resp'onsible for issuing detailed Tariff Table, including concrete tariff rates for each

commodity and are responsible for revision of tariff rates within the span decided by Standing

Committee of the National Assembly.

Because the Tariff is new, it has been changed, revised and amended frequently. The
changes are related to tariff rates as well as commodity codes, so that it can fit to the actual
development of domestic production.as well as economic policies for each period. Revision
and amendment of the tariff rates follow the following procedures: if revision and amendment
of tariff rates within the frame approved earlier by the Standing Committee of the National

Assembly, the Government will authorize Ministry of Finance to consult with and gather
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commenls from related agencies (usually Ministry of Planning and Investment, Ministry of
Trade, General Department of Customs, GeneralStatistics Office and concerned line ministries)
on the issue. After getting agrecments {rom concerned agencies, Ministry of Finance issues
the Decision on Revision and Amendment. If revision and amendment concerns the tariff
rates outside of the frame approved by Standing Committee of the National Assembly, the
Government has to submit the clarification to the Standing Committee of the National

Assembly for approval of revision of the tariff range, which contains related commoditics.

Until 1 January 1996, Viet Nam had still included revenue tax and special sale tax in
import tariff. Therefore, the imporl tariff rates during this period were rather high, specifically
n the Tariff Table there were 50 coramodity items with tariff rates of over 60 percent. Highesl
tariff rate was 200 percent. Since 1 January 1996, in finplementation of commitments to
IMF, Viet Nam excluded special sale tax from import tariff. After excluding special sale tax
from import tariff, the import tariff rates of import goods that applied the special sale tax
reduced tremendously, the highest import tax in the Tariff Table reduced to 60 percent.

Further, since 1 January 1999, the Law on Export and Import Tariff was revised. Main
vevision is the shift from application of one tariff rate system to three tariff rate system,
including general tariff rate, MFN tariff rates and special privilege rales, which is more
suitable to international praclices and which facilitates the process of international economic
integration of Viet Nam. At the same time, the Tariff Table also changes from the List of
3,100 tax lines to 6,400 tax lines (detailed to 8 digits) and in general, up to 6 digits it already
follows the Harmonized System of the WCO. With revision of the export, import tariff law,
VAT has been applied since 1 January 1999 (applicable also to import goods) in order to

replace revenue tax.

2, Existing Tariff from Integration Aspect

The assessment of Existing tariff system under integralion aspect shows that the
existing tarilf system is just formed and developed, so some policies have temporarily
characters for solving the requirements arising in the present economy.'It still does not reach
to the stable period and can not meet the long-term requirements of industrialization, and
in general, it still does not take into account international integration direction for the

following reasons:

* Tariff policies are formulated on the principle of protecting domestic production, specifically
machines, equipment and important materials for production, which can not be produced
domestically or can be produced only in a small quantity, are subject to low tariff rates
and the produets which can be produced domestically are subject to higher tariff. Therefore,

almost all domestic produclion sectors are equally protected, meaning that if product can
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be produced domestically then the tariff in higher. In general, at present there have not

yet been clearly trade and industrial policies expressed in tariff policies,

-

From integration aspect, because only the products that can be produced domestically are
subject to high tariff for protection. This means that it is difficuit for the sectors emerging
in the future to adjust or reduce tariff rates if Viet Nam has to make commitment with
WTO on the low ceiling tariff. At present, however, there is not adequate basis for
identification of exact and needed levels of obligations for these sectors because there is

not clear industrialization direction for those sectors in the medium and long term future.

From the above facts, although maximum tax rates are rather high, but the tax lines with
low tariff rates (below 10 percent) account for major part regarding to tariff structure.
At the same time, import foreign exchange of goods subject to tariff exemption, sub-
contracting products, especially goods with tariff rates of 0 percent account for a large
part. These make the weighted average of the tariff rates by trade foreign exchange of
Viet Nam rather low in comparison with those of other countries in the region and not
adequately reflecting the current protection of the Tariff Table. In addition to the tariff
system, it must be emphasized on non-tariff measures, especially import quota, that are
applied as the protection tools. This fact is difficult to Viet Nam, if Viet Nam wants to
introduce a ceiling tariff rate higher than the present one and if there is no solution for

transferving from non-tariff barriers to tariff barriers.

Most of the production sectors of Viet Nam's economy have been still in the peridd of
formulation and development under the context of dramatic changes in regional economy
and increased competition in export-import and investment markets. This is the reason
why the Tariff Table has to be adjusted frequently and it can not be stable for a long
period to come. Tariff rates have to be adjusted to be suitable to the sector development.
"Fherefore, if sectional development strategy is not in time formulated and the roles of
different sectors are not clearly clarified and negotiations on commitments are done based
‘on the current tarif f level in the Tariff Table, its tariff rates are only suitable to the current

situation, then it might lead to disadvantage to the future development.

I[. Path of Integration to AFTA, APEC, WTO and Obligations of
Commitments to Trade Liberalization

1, Commitments in the Framework of AFTA Implementation

1) Process of formulation of AFTA implementation path:
Viet Nam became a full member of ASEAN in July 1995 and started to implement CEPT
since 1 January 1996 and will complete in 2006 (with the objective to reduce tarill rates of

most commodities to 0-5 percent and remove non-tariff barriers). The participation in CEPT
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was certified by the Standing Committee of the National Assembly at the end of 1995 and it
approved major principles for formulation of the lists of commodities included in CEPT.
These lists which submitted to ASEAN in December 1995 were preparved by a inter-ministerial
working group chaired by the Ministry of Finance and approved by the Government after

gathering the agreements of the concerned lines ministries.

After that, in July 1997 a proposed schedule on overall tax reduction up to the year 2006
for CEPT implementation including commodities belonging to immediate tax reduction and
temporary exclusion lists were formulated in order to provide direction for the issuing of
legal documents annually (in form of Government decrees). These legal documents will
stipulate the list of commodities (including commodities, which need to be shifted from the
temporary exclusion list to reduction list) and the tax rates of Viet Nam need to be reduced
according to CEPT in the relevant year. The proposed schedule also aims at providing
information on the CEPT implementation plan for guiding domestic enterprises in formulation
of their business strategy, formulation of appropriate production plan. This overall tax
reduction schedule formulation is chaired by the Minisiry of Finance with the participation

and contribution from other ministries, agencies and large corporations,

2) Objectives of the policies on the formulation of CEPT list, general tax reduction schedule
are as follows:

For lists of commodities, time for formulation of the lists was limited, therefore guided
principle at that time was that tariff reduction schedule should be implemented strietly as
stipulated in CEPT and revenue loss maximally hmited and protection of domestic production
ensured, and guided principles approved by the Standing Committee of the National Assembly
shall be followed. The lists were formulated on the basis of the Import Tariff Table at that

time. Specifically:

* The list of tariff reduction includes mainly commodities with the tariff rates below 20
percent and some commodities with tariff rates higher than 20 percent but Viet Nam has
comparative advantages in exports (garments, carpets, products made of straw, ‘grass
etc.)

+ List of temporary exclusion: mainly includes commodities with tariff rates above 20 percent
and some of commodities with tariff rates below 20 percent but they need to be protected

temporarily by tariff, or commodities which are protected by non-tariff barriers.

* List of full exclusibn is formulated according to the Section ¢ of the CEPT Agreement,
specifically including: live animals (accept for breeding), opium and opium products, cigars,
cigarettes, alcohol and beers, slag and ashes, petroleum products (except crude oil),
explosives, firecrackers, old tires, telephone and telegram equipment, four wheel, vehicles

of less than 16 seats, four wheel vehicles with right-hand side steering wheel weapons,
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army equipment, depraved publications, toxic chemicals and pharmacy, solid wastes,

secondhand consumption goods ete.

+ List of sensitive agricultural unprocessed products, including meat, eggs, fruits, domestic
fowls, paddy etc. In general, these products are included in this group because of technical

or hygiene and epidemic reasons rather than the reason for protection and tariff regime.

Schedule for overall tariff reduction up to the year of 2006: this schedule was formulated
in the context of lacking sectoral development strategies, lacking of clear and concrete
production structure changing direction, On the other hand, however, rules on tariff reduction
of CEPT are very clear and concrete, the major concern is, therefore, the selection of sequence
of commodities within each list for tariff reduction. Proposed schedule of tariff reduction
is identified on the basis of classification of goods into three groups (commaodities with high
competitiveness, commodities with conditioned competitiveness and commodities with low
competitiveness). Based on that schedule for each sector, each commodity in the list of
commodities is identified. Schedule for tariff reduction for each commodity group is as

follows:

+ The group of commodities with high competitiveness: include those with comparative
advantages in natural resources such as geological conditions, land, water surface, minerals
and abundant low cost labor resource. Specifically, they comprise agro-commodities (rice,

coffee, tea, cashew nut), semi-processed rubber, aqua-products, garment and textile.

In general, the planned tariff reduction schedule for these commodities shall be put into
practice in the earliest time because tariff reduction will not have great impacts on budget
revenue and domestic production. This planned tariff reduction schedule for these
commodilies is also aimed at early taking advantage of preferences by ASEAN countries
in possible areas. However, for some commodities in this commodity group, other ASEAN
member countries have not yet included them into reduction tariff list and preferences
have not yet existed in reality and therefore, the tariff reduction has been planned at a

slower process in order to prevent negatively unpredictable impacts in the future.

Commodity group with conditioned competitiveness: This group consists of commodities
which at present meet with a lot of difficulties in competing with imported ones, but in the
future they can be competitive if correct development directions and appropriate and
timely assistance are available. These commodities are typically vegetable and fruit,
brocessed food _stuff, electric and electronic producté, mechanical products, chemicals,
cement.., Tariff reduction schedule for these commodities, in general, has plénned with a
slower process in order to facilitate domestic enterprises to reach a certain level of

development before facing competition with imports from ASEAN,

« Commodity group with low competitiveness: They are mainly capital and technology

intensive industries. Competitiveness and development of the majority of these industries
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rely on modern technology rather than on labar and natural factors. At present, with
limited capital, inefficient investiment and less modern equipment, it is very hard to improve
competitiveness of products. Specific commoditics in this group comprise paper, steel and
sugar. Taviff reduction schedule in accordance to CEPT for these commodities will be the
slowest process, but measures for structural adjustment must be proceeded in the earliest
time. If preparation is not made for enterprises, when the state practices tariff reduction,
especially abolishes protection by non-tariff measures, enterprises’ dispersionin combination

with many complicated socio-economic problems will be unavoidable.

3) Changes in the lists and schedule:
Among commitments made by Viet Nam under the framework of CEPT in 1 January,

1996, to date there have some changes, specifically as follows:

* Sugar was shifted from temporary exclusion list to the list of sensitive agricultural
products as proposed by Viet Nam and agreed by ASEAN countries. Schedule for starting
and completing tariff reduction are 2004 - 2006 and 2010 respectively.

+ Viet Nam had shifted some specific commodities from full exclusion list to temporary
exclusion list in order to implement agreement by ASEAN member countries on the contract

of full exclusion list.

» Basically, the contents of schedule for tariff reduction have no major change compared
to overall schedule for tariff reduction planned in July 1998. Annually, the Government
issues list of commodities and their tax rates for CEPT implementation based on the overall
schedule for tariff reduction, but there are still some contents adjusted (for being adaptable
to specific conditions of the industry and commodity based on recommendations by line
ministries and concerned sectors and suitable to changes in general tariff and tariff rates

at the time applying CEPT as well as commodity codes and commodity description).

+ The 6th ASEAN Summit held in Hanoi in December 1998 set out some contents for accelerating
the implementation of AFTA. However, for Viet Nam (and other new members), the
completion time of schedule for tariff reduction still remains in 2006, but maximum tariff '
lines with the tax rates ranging from 0-5% will be implemented by 2003 and maximum
tariff lines with tax rate of 09 will be exccuted by the year 2006.

2. Commitments with APEC and WT O

1D Things have been' done so far by Viet Nam in the process of joining WTO:
Viet Nam submitted the application form for joining WTO in January 1995. The
memorandum on Viet Nam's external trade was sent to WTO Secretariat in August' 1998. In
the process of making policies transparent, up to December, 1998. Viet Nam answered 932

questions by WTO members and conducted two multilateral negotiations with the working
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team of WTO, creating preconditions for the following stage of negotiations (bilateral) on
concrete commitments (including tariff and non tariff obligations, subsidies...} for opening

markets.

2) Obligations of tariff commitments with WTO:

Viet Nam's offer for negotiations in the next stage on commitment levels of tarilf for
commoditics in its concession schedule means that these commodities will be obliged {can
not be withdrawn or tariff import can not be increased beyond this committed level) after
this committed schedule is approved. At the same time, this obliged level means the unique
barrier allowed to be used for protecting domestic producers (no NTB, no other fees or tax
for protection, no other types of subsidies, except for the tarilf rates negotiated and agreed

in the concession schedule).

With WTO, there are three possibilities to offer for negotiations on commitments of
taiiff, including: (1) committed to the tax rate equal to the existing applied one; (2) committed
to the tax rate lower than the existing applied one; (3) committed to the tax rate higher
than the existing applied one (ceiling obligation). Commonly, other countries require that
the country, which wants to join WTO, should have two first possibilities. If that country
wants the ceiling obligations mentioned in the third possibility to be admitted, it necessarily
prepares arguments explaining reasons for the obligations at suchlevels. One of thearguments
for not being obliged to the present tariff rates is that the present tariff rates should be
applied temporarily due to some reasons {for example the commodities now belong to the
IMI’s reform program, domestic market demand is temporarily low, or future potential

protection demand comes from national development strategies).

Therefore, the protection demand necessary for some sectors, even infant industries,”
key and sensitive sectors, need considering in details and especially it must guarantee the
medium and long-term expectation For instance, in Viet Nam, very low import larifl rates
(0-5%) are now imposed on the fertilizer production industry as fertilizer is the important
input material to agricultural production and is only produced domestically at inconsiderable
volume. If there is not a clear plan for developing this industry in a close relation with the
development of petrol chemicat industry to define exactly the necessary potential protection
requirement for the future and the commitment on a 5% tariff obligation is based only on
the current protection situation and demand, there can be no further opportunity to raise
the protection level for this industry in the future given theindustry development is seriously
discussed (it is noted that no non-tariff measures are allowed to be taken for protection

even in that situation).

3) Direction:
Until now, during the industrialization and international integration process, Viet Nam

has not either completed the definition of an overall integration strategy or had an obvious
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and comprehensive direction of development strategies for all industries Gncluding expanding
and contracting directions, or directions defining new industries in the future, directions of
key industries and fields which need potentially protecting in the future..). In such
circumstances, it is very difficult to offer specific obligation commitments on the only allowed
protection barriers - tariffs, especially m negotiations with WTO - which requires tariff
obligations must not overcome the committed rates imposed definitely and differently on
each commodity, This is the distinctive point between commercial liberalization commitments
with AFTA and with WTO. It should be made used (both in terms of time and obligation

levels} Lo carry oul the industry development policies of the industrialization process.

In the situation without the above-mentioned strategic directions, one of the being
considered solutions to define levels of commitments with WTO is to classify commodities,
production sectors into specific levels of protection demand in order to create an overall
picture of selective protection directions. This is the basis to define tariff commitments and
other specific commitments (on non-tariff barriers, subsidies...) for sach commodity, each
industry.,” The difficulty in industry classification is to consider what indusiries may be
appeared in the future. Thus, the classification needs to be carried out in consistence with

orientations in the industrialization strategy and orientations on objective industries.
It is expected to divide industries into 3 categories with protection levels as follows:

thegoryl :Low {evel protected industries. This group can include the industries that
Viet Nam has-had and has a strong export position with little worry in competition; and
those which are inpuis for many manufacturing industries but they will nol be invested

focally due to impossibilities to compete with other countries.

Category 2 : Medium-level protected industries. This can include the majority of existing
industries ( all industries excluding categories 1 and 3); even those which have been partly
invested for imported substituted objectives in the past time and some industries which have

strong export position but still need subsidizing, protection some time.

Category 3 : High-level protected industries. This can consist of some conditioned
competitive industries which now may not be able to have export competitiveness but will
have development potential if they are protected and subsidized appropriately. Theseindustries
might be proce‘ssing industries which are domestically material-based, labour-intensive and
domestically high-value-added. Especially, they can ke agricultufal processing industries,
new technology industries, would-be future-developing spearhead industries and crucial ones,
which keép the national economy’s development seéurity. Perhaps, some low competitive
industries which are strongly protected by tariff as well as non - tariff measures at present
could be included in this category, but the protection expire must be defined clearly to avoid

political-social consequences if protection is reduced abruptly.
On the basis of the 3 categories, the direction for treating the commitments involving
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current applied non-tariff measures (whether to leave them out or shilt to import tariffs)
will be specifically considered. Then specific protection levels will be directed to each industry
in each category (there may have some different levels in one category) through obligation
import tariff rates and expired periods for the application of these protection levels. After
the agrcement in defining a specific protection level for each industry, based on this the
specific obligation commitment levels on tariffs will be defined for each commodity (each
tax line) to offer in Viet Nam’s commitment schedule for the negotiation. This will still be
considered in conjunction with the principle that the lower tariff rates will be obliged for
primary commodilies than processed goods and materials than finished goods, but the
differentials between the primary - processed group and the material - finished goods group
should not be too high to lead to big distinction between nominal and actual protection levels
in the tariff list.

4) For the APEC:

Commitments with this organization should be built up on the uniform rules to ensure
the integration with Viet Nam's commitments oninternational integration, usingc ommitments
with WTO as the background to solve problems. In fact, commitments with the APEC are
the same as those with WTO but the implementation term can be earlier and tariff reduction
rates can be larger. Protection levels like obligation commitments with WTO will be considered
as starting tariff rates to reduce tariffs for the APEC at the time defined according to the
specific protection direction of each industry so that tariff reduction will have been completed
as requirements of APEC by the year 2020, Simultaneously, the earlier possibilities of tariff
reduction for several liberalized sectors of APEC will be examined carefully when defining

specific protection levels of each industry.
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Identification of WTO Inconsistent Policics
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For just more than one decade (since 1986), significant steps have been made toward trade
liberalization and facilitalion. The accession to the WTO not only implies the acceptance
of its rules but its efficiency means more that Viet Nam wants to lake its own initiative to
bring its trading regime in line with the world trading system, creating a fair competing

environment.

It is noted that Viet Nam has been conducting a multifaceted reform which requires
appropriate solutions for the implementation of the basic obligation of a member of WTO
linked to a very light timeframe for the transition, between the policies and the executing

capability, the imminent commitments by the Government and role of the business community.

Such an approach will serve as a mean to assure that a strategy forms the core of the
overall integration. On the other hand the coming commitments should closely refer to the

rules of the multilateral trading system.

The present research paper has taken into account the moving trade policies panoply that
_Viet Nam has conducted during the past. Trade measures have been identified while being
compared to the possible obligations of a member of WTO. Therefrom accessment will
be made on the eventual requirements during accession negotiation and the possibility of
maintaining or the time required for the transition of certain measures. Any measure applied
for the purpose of safeguard as counter-measures to the effects of the regional erisis would

have not been taken into consideration.

The compatibility and possible outcome

1.. Import Ban and Quota

The Trade Law issued in May 1997 is legal base of trade activities in Viet Nam.

The Decree 57,/1987/ND-CP issued in July 1998 provides clear regulation on activities
relating to importation. The list of prohibited export./import and the list of conditional
export/import are issued together with the Decree. '

The Government issues annual decision on the regulation of the trading activities. As the
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current practice amendments and modifications may occur in order to adapt to the evolution
of the economic situation. In that practice, an unjustified freedom in conducting trade policies

makes the policy unstable.

1. 1. Prohibition
Article XI of GATT 1994 provides that members shall not apply methods of import
prohibition or restriction, except those correspond to the Articles XX and XXI and a few

justified specific clauses of the GATT.

Almost prohibited imporls/exports that Viet Nam officially issued (Appendix 5) can be
justificd under Article XX and Article XXI of GATT 1994. For instance, export.” import

prohibition of weapons, ammunilion and explosives due falls out of everyday trade field.

Import prohibition of cigaretles is consistent with Clause b of Article 20 due to health
reason but it can not be justified under Article III of GATT 1994 on non-discrimination. The

only possible solution consists of a transition and the introduction of temporary quota.

In fa'ct, not only items in the list of prohibited exports/imports, but some items also can
be prohibited from export,/import occasionally by competent agencies so far qualified as
safeguard measures. These items may be included in the list of conditional exports,/imports.
In 1998, they are vehicles of less than 12 seats, CKD and SKD-assembled motorbikes, papers
and steel. Viet Nam says “does not to import yet” in lieu of “import prohibition”. In trading
terms, It brings about disadvantage for commercial business and it’s difficult to justily under
any Article of WTO regulation. Such measures may lead to managing certain alternatives
between a transition for elimination, qualification of measures as valuable safeguard measures
well established by due procedures. While safeguard can be determined, duty or surcharge
as measures effecting on the price of imported goods is generally used instead of quantitative

restrictions.

1. 2. Quota

Quota being non-tariff barrier cause big obstacle to trade. Policy of export,/ import
restriction by quota is clear on official documents. Appendix A.2 of Memorandum (WT/ACC
/' VNM,”2) presents only two quota-controlled exports including rice and textiles exported
into the EU, Canada and Norway. Those are quantitative restriction imposed by WTO
members on Viet Nam exports. Article 16 of Trade Law provides “to restrict import items
which is produced at home and can meet demands so as to protect domestic production”,
but the list of quota-controlled exports,/imports of the Decree 57,1998, ND.”CP dated
July 31, 1998 on guidance to implement Trade Law does not include quota on imports.

Quota of export rice can be justified under Clause 2(a) of Article 11: "Export prohibition
or restriction temporarily is to prevent or reduce a scarce of cereal, food or other essential
products for agreement-signing exporter”, Even in the recent years, Viet Nam achieved

remarkable progress in agriculture. Output and productivity of paddy has been increasing.
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As a consequence, quota of export rice is expanded cvery year in order to be consistent with
Viet Nam's expanding production. Quota is managed flexibly. The quantity restriction has
only indicative value. Quota may be justified as a mean to supervise the balance of foods

supplies from different localities, which are suffering unforseen natural calamities.

2. License

Although quota is not applied to imports but in fact, imports of several commodities,

especially those in large volume, are control by non-automatic Licensing.

Article 5 of the Decree 57,,1998,7ND-CP provides that exports/imports arve required that
license be granted by Ministry of Trade or line ministries. In purpose of transparency of
export,/import activity, some items on the list of license-controlled goods of Ministry of
Trade should be changed into quota-controlled goods because Viet Nam set tight quantity
figure for these items at the beginning of each year. Contrary to the understanding of many
people, the quantity for import of petrol is not only indicative but, usually the quantity

indicate a minimun necessary import as key import for the smooth rumning of the economy.

Other measures having a QR effects should be on the elimination program, that might be

gradually phased in.

2.1. Imports for Which License is Granted by the Ministry of Trade are Divided into 2

Groups:

a) Imports relating to the equilibrium of domestic production and demand:
— Petroleum;
— Fertihzer;
— Steel;
— Cement;
-~ Writing and printing papers of all kind;
- Construction glass;
— Raw and refine sugars;
— Spirits;

Reasons of quantitative restriction of the above items via license presented by Viet Nam
can hardly be justified under WTO's requirements. With a few negotiable exceptions, the
list should be gradually phaséd out.

b) Transportation vehicles:
~— Motorbike and accessories;
~ Vehicle of less than 12 seats;
The only explanation for maintaining those vehicles is the policy of controlling the

intensity of urban circulation and preventing and slowing the degrading road network.
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¢} Items on the group &) will be import-licensed by the Ministry of Trade. They are “imports

relating to the general equilibrium of the national economy” as mentioned in the Memorandum
and WT./ACC,”VNM,/3 and qualified as “items of great demand, which can be considered

as a thermometer and a psychological factor sensitive to cause price fluctuation”.

Table 1 The list of cenditienal imports

No. Items Unit 1995 1996 1997 1998
‘1 | Petroleum, except | 1,000 tons 4,800 5,400 6,500 7,000
tubricants
2 | Urea flertilizer 1,000 tons 1,300 1,400 1,500 1,600
3 | Conventional steel ton 600,000 AAA 500,000 | Non-imporiation of
some kind of steel
4 | Black cement 1,000 tons 2,200 1,400 5-700 200
5 { Sugar ton 70,000 AAA AAA 80,000
6 | Cars of all kind unit 20,000
7 | Vehicle of less ‘unit 6,500 Management Non-importation of
than 12 scalts (1500-2000 pursuant to ready-made vehicles
assembled regulation on 3,000
at home) consumption
' goods
8 | Truck, bus unit 30,000
9 | Motorbike unit 350,000 350,000 350,000 } Non-importation of
including ready-made motorhike,
accessories 100,000 sets of
CKD accesscries
10 | Construction glass | 1,000 i | no restriction | No restriction 2,000
11 | Papers-including ton no restriction | No restriction 20,000 | Non-importation of
printing and newspaper printing.
writing papers papers, writing
papers and package
papers
12 | Spirits Each enterprise is

permitted to import
only spirit with above
300 with maximum
value of USD 150,000

AAA : Quantity will be defined on the determination of market demands with a view to prevenling great

fluctuation.

Source : Answer 250,/ WT”ACC,/VNM,”3, the Decision 11./1998,/QD-TTg
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Quantitative restrictions of items in the group {a) can hardly be justified under any principles

of WTO requirements such as : Article XVIII of GATT 1994 on quantitative restriction of

developing countries which are difficult in payment, Article XX and Article XXI of GATT

1994 on general expectation and security reasons and Article 1V of Agreement on agriculture.

We note that the spirit and rules of WTO are :

All QRs are to be eliminated.,

The elemination may give way to a temporary conversion into certain higher tariff
or equivalence,

Tariff quota is accepted only in agriculture,

The maintaining of QRs can only obtained as a well-justified exception or by way of

waiver, during negotiation.

2. 2. Bxports,/Imports Which Need License from Line Ministries in the List Approved by the

Prime Minister®.

The list of exports,/imports managed by line ministries includes :

1. BExport mineral, import chemical;

2. Export wild animal and plant, medicine for animal and plant protection, material to

produce medicine for animal and plant protection, food and material to produce food

for animals;

3. Medicine, addictive, drug and material to produce these;some kinds of machines,

equipment and instruments for medical examination and treatment;

4. Precious sea-product, breed of sea-product, food and medicine for sea-product;

5. Wave-generation machine, reception and transmission equipment and television

transmission equipment, switchboards;

6. Culture publications and arts managed by State, movies works, special printing

equipment, videotapes;

7. Banking machine and equipment.

It is understood that the line license will not lead to quantity limitation and will be able to

be justified by reasons of health and environmental protection, custom and national security.

" Certain measures should be separated as pure technical requirements and some as additional

means associated to the designated exporter/importer.
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3. Licensing Procedures

For the last two or three years, 1) Viet Nam obtained certain progress in reducing goods
that are subject to non-automatic license for imports; 2) Viet Nam has significantly simplified

administrative procedures relating to licensing.

However, import licensing procedures in Viet Nam are still complex, in terms of thelicensing
itself to some extent, but mainly of the low efficiency in custom clearance. Viet Nam has
carried out important reform on export/import licensing procedures. Article 8 of the Dectree
57,/1998,/ND-CP provides that companies from all economic sectors and established under
Viet Nam laws are permitted to export,/import goods within registered and licensed business
lines. Individuals, family groups and cooperatives that have not enough qualification to
become legal entity under Viet Nam laws are not permitted to export./import. Foreign
owned énterprises must be approved plan of export, ”import and consumption in Viet Nam
based on demand of production and business by Ministry of Trade or authorized agencies.

Limit timie is 10 days if Ministry approves and 15 days if authorized agencies does.

Local entrepreneurs only declare customs and do not need license, except for export.”
import items on the list of conditional exports,/imports. When they export,/import items on
this list, they have to get license from competent authorities and comply with Prime Minister’s
annual principles. Ministry of Trade will manage and grant export/import license for them.
In these cases, export/import license is non-automatic. That non-automatic licensing in

many cases results in quantitative restriction.

Competent authorities regulate licensing procedures of these items. Licenses may be either
automatic or non-automatic. However, regulation on import licensing procedures does not

clearly show what kind they are.

Viet Nam sees the Clause 4{a) of Article 1 of Agreement on import licensing precedures
as an obligation for gradual implementation. In order that Governments and entrepreneurs
can access the import licensing procedures. Information and regulation on application
registration, organizations and individuals’ right of application registration, application
receiving of administrative agencies and the list of license-controlled goods must be published.
The regulation must he issued at leas't 21 days before it comes into effect. Any exceptions
or changes of regulation on licensing procedures also must be published by same way and

time as above mentioned.

Current import licensing procedures can be evaluated by import licensing procedures of
fertilizer and cosmetics, Ministry of Trade licenses import of fertilizer. Cosmetics is managed
and licensed by Ministry of Health.
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(a) The list of license-
controlled items

Fertilizer

Cosmetics *

(b) Where to receive
information on the
right to register
application

Ministry of Trade, Export. Import
Department

Ministry of Health, Pharmacy
Department

(¢) Administrative
agency to receive
application

Export,/Import Department

Pharmacy Department

(d) Thedate and name
of the publication
on licensing
procedures

—February 14, 1998
~The Circular 01./1998,7 TM,” XNK
of Ministry of Trade

+Coming intoeffect from the signing
date. Contrary to Clause 4(a) of
Article l:regulation on licensing
procedures must be issued before
21 days from the valid date.

January 10, 1998 '
—Dispatch 39,/QLD of Ministry of
Health

+The dispatch is not published on Official
Gazette or Under-law Documents.
Contrary to Clause 4(a) of Article 1:
All information and regulation on
licensing procedures must be published,

+ Not to provide the valid date. It can
be understoed that it came into effect
from the signing date. Contrary to
Clause 4(a) of Article 1: regulation on
licensing procedures must be issued
before 21 days from the signing date.

(e) Procedures are
automatic or non-

Non-automatic

Non-automatic

automatic

{f) Purpose of Management of supply demand Health protection
management balance

(g) Rules and methods — Only contact-point  enterprises | Only local enterprises having dircet
of licensing appointed by Government are | cosmetics or consumer goods export,/

procedures

permitted to register application
of fertilizer importation. In 1998,
there are 35 enterprises appointed
as contact-points.

~Provincial People’s Committee will
give Designated enterprises.

--Quantity, placeand timeof fertilizer
importation will be instructed by
competent ministries.

Non-Stateenterprises willbepermitted

to import fertilizer where they have

some qualifications. Their application

document includes:

1. Enterprise’s proposal letter;

2. Balance Report 1997 which auditing
agéncy cerlily on; :

3.Report. on domestic supptement
system of fertilizer.

import function are permitted to import
cosretics.

a. Importation of cosmelics which is
granted quality registration by Viet Nam
Pharmacy Department:

1. Application on verification of health-
effecting cosmelics imported into
Viet Nam;

2.The list of health-effecting cosmetics
imported into Viet Nam;

3. Original cxamination document of
quality verification enclosed together
each shipment.

b. Imporlation of cosmelics which is not

granted yet quality registration by Viet

Nam Pharmacy Department :

1. Application on verification of health-
effecting cosmetics imported into
Viet Nam;

105



2. The list of health-effecting cosmetics
imported into Viet Nam;

3. Commitment on quality of imported
cosmelics;

4. ProductionlicenselorGMPcertificate

granted by foreign  country’s
competent authority to cosmetics
exporters;

5. Certificate of circulation and free
selling and the list including formula
and contents of cosmetics granted

by foreign couniry's competent
authority;
6. Producer's original examination

document of quality verification
enclosed together each shipment.

(h) Estimated time for
licensing procedures

No provision

+Contrary to Clause 5{f) of Article3.
The time shall not exceed 30 days in
case of first come-first solved, or 60
days in case of solving at the same
time.

No provision

+ Contrary to Clause 5(f) of Articled.
The time shall not exceed 30 days in
case of first come-first solved, or 60
days in case of solving at the same
time,

(D) Limit timeof license
validity

Unclear provision. It can be understood
that it shall be 1 year (uptio March 31,
1999).

Unclear provision.
Theremay beinconsistent intheduration
of license validity. Contrary to Clause

5 {g} of Article 3.

(k) To publish
inforination on

Changes on quota are not published
according 1o Clause 5(b) of Article 3

*) Rusiness exporl,/import license on cosmetics and import quota on cosmetics granied by Ministry of
Trade has been abrogated.

Comments:

— The following procedures can be barrier to trade:

+ Relating regulation and information are not quickly and clearly published according to
Clause 4(a) of Article 1; )

+ Relating information on quota changes are not quickly and clearly published according
to Clause 5(b) of Article 3;

+ The limit time of application solving is not clearly regulated according to Clause 5{f) of
Article 3. .

— With regard to import licensing procedures for goods that are subject to line ministries,
although quantity or value of each item is not big in comparison with iters which must
have license from Ministry of Trade but there is many items managed by line-management
ministries. Due to management purpose is diversified, items are not accurately and
{fully coded yet, competent authorities’ licensing manageﬁ_lenf experience is low, import

licensing procedures for goods that are subject to line ministries still is barrier to
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trade. A reduced power of Ministry of Trade on import licensing has reduced red-tape
procedures causing obstacle to foreign trade. But decentralization and transferring the
right to grant import license to many ministries without general overall management
may not make the situation better.

— The problems now are as follows:

+ Regulations and information relating to procedures of import licensing are not
promulgated clearly and timely in publications such as Official Gazette or Law Collection
in accordance with Article 1, Item 4(a) ;

+ Terms of licenses are not stated strictly in accordance with Clause 5(g) of Article 3;

+ The time duration for approving application is not stipulated specifically in accordance
with Article 3, Item 5(f).

As a matter of fact, Viet Nam's Government intends to fully observe the said import

licensing procedure agreement, a timeframe should be published.

4. State Trading

The Trade Law states that “the State economic sector plays the key role” and “the State
is a monopolist in trading in some certain industries, areas and lines of goods listed by the
Government. With regard to the State trading, Article 10 of this Law stipulates that” The
State shall invest in terms of finance, facilities and human resources to develop State trading

units which trade essential goods to ensure their key role in this field".

Although the key role of the State trading is still emphasized, their real importance has

reduced significantly due to the strong development of other economic sectors. The Table 2
" below shows the slight decrease of export (489, 46% and 45%) and the sharp decline of
import (564%, 43% and 47%) by centrally managed enterprises over the past three years from
1994 to 1996.

Table 2 Import - Export Values of Different Sectors Classified according to the Forms of Management

Management form 1994 ’ 1995 1996
Export | Tmport | Export | Import { Export "Import.
Central 18 5 1 43 5 | 4
Local 418 36 16 39 44 35
?ﬁj::t:;a;i;;igt ;rterprises with foreign 4 10 8 18 0" 18
100 100 100 100 100 100

Source : Statistical Yearbook 193¢

Article XVII of GATT 1994 and the Memorandum of Understanding on Definition of Article
XVII of GATT 1994 referred only to SOE and individuals’ privileges in foreign trade, but
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not the State’ monopoly as well as enterprises’ ownership forms?!,

According to WTQ' provisions, the number of state trading that must be notified to WTO
and their affected scope is considérably smaller in comparison with the statistics showed in
the Table 2.

State trading enterprise have certain, especially some large corporations which produce
and trade items in the list of conditional export-import such as oil and gas, telecommunication,
cement, paper and rice. Additionally, some certain privileges in export-import activities are
given to enterprises under other economic sectors. So far, the State still uniformly carry
out managemeni of foreign trade, therefore state administrative bodies annually determine
not only the amount of export and import of some items to ensure targets set out (mostly
to protect some domestic industrial branches), but also interfere in the amount or time of
imported goods. In fact, trading enterprises are virtually not entitled to control export and

import, or to decide the amount of them in particular,

It is no doubt that during others’ countries accession negotiation, some members try to
abuse of their position and claim more than WTO obligations such as requirement on the
acceleration of the privatisation program. Such behaviour makes confused the issue of STE
with the orientation toward a market mechanism. STEs will be solved at the two following
conditions : (1) Viet Nam declares that she will accept that STEs, if any, will conduct business

on commercial terms and (2) she commits a clear timeframe for the enforcement.
5 . Subsidy

Clause (e) of the Appendix I of the Agreement on SCM prohibits all export subsidies in
forms of reduction, exemption, partial or full return, or delay payment of direct taxes or

other social fees relating to exports payable by industrial or commercial entities.

Article 54 of the Decree 12/CP dated 18th February, 1997 of the Government s'tipulates
that the profit tax rate applicable to foreign invested projecls where investmenls are
encouraged shall be as follows: 1) A rate of twenty (20) percent if export of at least fifty
(50) percent of products; 2) A rate of fifteen (15) percent if export of at least eighty (80)
percent of products. The profit tax at the rate of twenty-five (25) percent applicable to
other projects. -

Morecover, Article 56 of this Decree provides the duration and level of exemptions from
and reduclion of pl‘of:it tax applicable to projects which produce exported goods as follows:
1) projects which export at least fifty (50) percent of products shall be exempted from profit
tax for one year commencing from the time when their operaiions start to earn profits and
shall be granted a fifty (50} percent reduction for the iwo subsequent years; 2) projects
which export at least eighty (80) percent of products shall be exempted from profit tax for

two years commencing from the time when their operations start to earn profits and shall
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be granted a fifty (50) percent reduction for the three subsequent years.

In order to create more attractive environment for foreign investors, especially the ones
who export all their products manufactured in Viet Nam, Article 7 of the Decree 10,/1998.
CP cnacted in carly 1998 stipulates that projects which satisly above condition shall be
exempted from profit tax for four years commencing from the lime when their operations
start to earn profits and shall be granted a fifty (50) percent reduction for the four subsequent

years.

Besides, some articles of the Law on Encouragement of Domestic Investment provided also

incentives to enterprises which produce export products:

— Reduction from fifty (50) to seventy (70) percent of the rent of land-use (Article17).
Exemption from payment of land vental for a period of 3 to 6 years from the time of signing
of land lease contract (Article 18.1);

— The enterprise income tax rate of twenty five (25) percent (Article 20.1) ; additional
enterprise income tax are not paid (Article 23) and other exemption from and reduction

can be enjoyable (Article 21.1) ;

According to Article 27 and Appendix VII of the SCM Agreement, underdeveloped and
developing countries with Gross National Products (GNP) lower than 1000 USD.” year are
not obliged to implement Article 3.1 (a) on the subsidy of export. Other developed countries
are allowed to remain the subsidized export for the period of 8 years from the time of WTO

Agreement comes into effect until the end of year 2002.

Viet Nam proposed when joining the WTO to be classified as developing country with low
income and listed in Appendix Vil. However, whether Viet Nam is exempted from application

of Article 3.1 (a) or not will depend on negotiations.

Apart from incentive policy on profit taxes, Viet Nam has also other policies to promote
production of exported goods. However, some provisions of the Decision 764/QD,/TTg dated
24th August, 1998 providing for the establishment of export award fund have violated the

" principle the WTO's subsidy. This fund is financed by the State budget. The following criteria
" for enterprises to receive the fund’s awards may be classified as in prohib_ited or actionable

subsidies:

(1) Producing exported products, which used the majority of local materials;
(2) Expanding markets, increasing export turnover of items encouraged;
(3) Exporting items that do not require quota with the turnover of more 50 million USD.”

year.

Granting award for enterprises that met the criteria (1) would violate Clause 3.1.(b),
Article 3 of the Agreement on prohibiting subsidy, which is associated with using domestic
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import substitution products. Granting award for enterprises that met the criteria (2) and
Zor (3) which are yellow-light subsidies and would be subject to retaliation tax by imported
country in case its own interest or third country is affected negatively according to Article
5 of the SCM Agreement.

The developing countries would not have to cancel subsidies, which have violated Arlicle
3.1(b) for the five years from the time of the WTO coming into force. Viet Nam will not be
able to apply the subsidy measures that give more incentives to using domestic materials
than imported ones. A phasing-in time frame corresponding to the possible accession to
WTO should be elaborate and Viet Nam should be prepared for that.

6 . Technical Barriers to Trade

According to the Agreement on techntical barrier to trade, the WTO's member countries

must comply with the following requirements:

--Standards, guidelines and concepts of international standard organizations such as IS0,
CODEX, ICE, etc. must be applied;

—1Its draft process and promulgation must comply with the forms guided by the related
international organizations; )

— The drafting of new provisions which can be barrier to trade must be informed to the
WTQO's member countries in time;

— Establishing national focal point for certification, accreditation and recognition activities.

Many international researches determine that the TBT and SPS system of Viet Nam is
closely consistent with the WTO requirements. For the purpose of correctly adapt to the TBT
and SPS agreements, Viet Nam nceds more technical assistance rather than major changes

in its legislation and practice.

A strict standardisation strategy would be beneficial to Viet Nam industrial competitiveness

in the future.
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