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Abstract

Viet Nam can potentially draw a number of policy lessons from the recent experiences of
other East Asian developing economies on trade and FDI-related policies. This paper reviews
recent major changes in economic environment related to trade and foreign direct investment
and policy responses in East Asian developing countries. The paper argues that the room
for the infant industry promotion has become narrower in observing both the devastating
effect of the recent Asian crisis on import-substituting industries and maintaining aggressive
trade liberalization policy. In addition, it is claimed that the liberalization of FDI-related
policies would not automatically lead to successful industrialization unless a proper policy
care were conducted to foster effective linkages between foreign affiliates and local companies.

The automobile industry promotion is reviewed as an example,

1. Background

The Asian crisis since July 1997 has had a major impact on the pattern of trade and
investment in the East Asian developing economies, and the governments of these cconomies
have been forced to restructure their policy framework on trade and investment in a
fundamental manner. Although the future direction is not clearly foreseen yet, this paper
tentatively reviews major changes in economic environment in which these economies are
reformulating trade and FDI (foreign direct investment) -related policies and discusses a
possible future direction of these policies. The author believes that we may find a number
of useful clues to think over trade and FDI-related policies of Viet Nam.

Since the latter half of the 1970s and the 1980s, the trade policy of East Asian developing
economies has been dictated by the so-called outward-looking development strategy. Under
the strategy, trade barriers have gradually been removed, exchange rates have not been
overvalued, and the economic condition for export sectors has largely been neutralized. As
a result, trade has become the engine of growth in the region. In addition, inward FDI has
actively been promoted particularly since the latter half of the 1980s. The core structure of
manufacturing sector has been developed as a part of the integrated production-distribution

network of multinational enterprises (MNEs).

*+ The contents of this paper are heavily drawn from Kimura (1999).
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It should also be noted that the governments of these countries have played important roles
in promoting industries. The outward-looking development strategy did not mean that there
is no room for the government. The East Asian Miracle (World Bank (1993)) provides
somewhat modest evaluation of the role of government, yet admitting the flexible funetioning
of governments to cancel out market distortions caused by immature markets and dynamic
externalities. With a closer look, the trade regime of thege economies has not been under
complete free trade. Rather, it has been a mixture of free trade and relatively mild protection
for specific import-substituting industries, The tariff structure for upstream and downstream
products has often been designed in a careful manner, The liberalization for inward FDI has
also been selective in its entry and exit as well as limiting activities after entry.

Being stimulated partially by China's emergence as massive économic entity, the ASEAN
(Association of Southeast Asian Nations) countries launched the formulation of economic
integration under the scheme of ASEAN Free Trade Area (AFTA) and ASEAN Investment
Area (ATA) in the early 1990s. This is interpreted as a joint effort toward free trade and
liberalization to realize more efficient allocation of resources and to seek economies of scale
at the regional level, while a part of the scheme includes a touch of import substitution. The
ASEAN Industrial Cooperation scheme (AICO), though it was introduced as a transitional
arrangement before proceeding AFTA as a whole, has so far been utilized mainly by
automobile industry with a clear intention of infant industry promotion.

The current Asian crisis is affecting not only the economic performances of the region
but the way of thinking on the role of government in the development process. Almost all
the virtue of government’s involvement praised by East Asian Miracle seems to be negated.
Under the IMF (International Monetary Fund)-led economic reform, the government's
activism and the traditional government-business relationship, which were once regarded as
a part of the keys for East Asia’s success, are blamed as a source of inefficiency and injustice.
Despite the drastic shrinkage of domestic demand and the expansion of unemployment, the
vole of government seems to be limited to the minimal set of macroeconomic policy and
social policy, largely neglecting microeconomic policy to cancel out market distortions. The
removal of government involvement in the market is one of the central themes in the current
policy reform. ‘

Although the inefficacy of government's intervention was not probably the major cause of
the crisis, the redundant involvement of the government cerlainly existed in various aspects
of the economy and was made clearly visible as the crisis proceeded. The further integration

of economic aclivities across national borders since the early 1990s has also required the
| removal of government’s intervention to the market. We thus have to admit that further
liberalization of the economy is a natural direction to go in the process of recovery from the
crisis. However, for the middle and long run, we must carefully examine therole of government
in the prospective development path. Is the classical infant industry argument completely
passe? Is there any room left for infant industry promotion? What should be done for

infant industries such as automobile industry in the trend of liberalization? Is the speed of
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trade liberalization appropriate? Does hosting FDI automatically guarantee successful

industrialization? These are the questions that this paper would like to discuss.

2. The Impact of Asian Crisis on Trade and FDI

Let us briefly review the major lessons we had learned from changes in production, trade,
and FDI patterns since the crisis began. Although the updated comprehensive statistical
data covering the whole period of the crisis are not yet available at this moment, the Japanese
data on foreign affiliates of Japanese firms provide tentative views on the changes in
production, trade, and FDI patterns of each industry in the region.

Tables | and 2 present the quarterly data of sales, employment, and export ratios of
affiliates of Japanese firms located in ASEAN4 (Indonesia, Thailand, Philippines, and
Malaysia), NIEs3 (Singapore, Taiwan, and Korea), and China and other Asian countries
(India, Viet Nam, Sri Lanka, Pakistan, Bangladesh, and China including Hong Kong). Kigyou
Doukou Chousa is a statistics newly introduced by MITI in 1997. It collects quarterly data
of Japanese manufacturing firms (with more than 50 workers and the capital of more than
30 million yen) that have majority-owned manufacturing foreign affiliates (with more than
50 workers) under the Foreign Exchange Law of Japan. This is a census, not a sample survey.
However, since the ratio of firms returning the questionnaireis about two-thirds, the published
figures are estimated by using the information on the sample structure and time-series data.
The strong point of this statistics is the timeliness.'

We of course have to be careful on peculiar characteristics of Japanese firms. Particularly
we should not neglect the influence of the current recession of the Japaneseeconromy including
financial crunches, which slows down the foreign operation of Japanese firms as a whole.
However, these [igures can still be interpreted as those showing overall changes in each
industry’s performances in the region. We would like to emphasize the following three
observations.

First, the negative impact of the crisis was uneven across industries. A deep trough of
domestic economy with the mal-functioning financial system more or less affects all the firms
in the negative direction. However, except in Indonesia, the economic environment for
production including physical infrastructure, labor market condition, and others was not
much aggravated. Thus how deeply a {irm was hurt depends on the firm’s dependency on
domestic demand and the effect of exchange rate devaluation.

In this view, it is understandable that import-substituting industries hurt most in the crisis,
Table 1 (a) presents changes in sales and employment by affiliates of Japanese firms since
the second quarter of 1997. In ASEANY, the value of sales in terms of Japanese yen decline
d to some extent in most of the industries, but the most seriously affected industries were

transport equipment (-53.4% from the second quarter of 1997 to the fourth quarter of 1998),

I These Japanese data may be supplemented by each country’s local data in the later version of this paper.
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nonferrous metal (-43.3%), and metal (-43.1%). As for the employment, the half of the
industries surprisingly increased the number of workers while it was drastically reduced in
transport equipment (-16.7%), nonferrous metal (-17.5%), and metal (-30.0%).

Second, FDI hehaved in a completely different way from other sorts of international capital
flows. FDI is not a simple capital movement but includes the movement of firm-specific
assets such as technology and managerial know-how. Therefore, FDI is not based on the
rate of return on general assets but on the firm-specific assots. In addition, FDI is usually
accompanied with putty-and-clay physieal investment for production, and thus investors
tend to think much of the profitability in the medium and long run, rather than in the short
run. For these reasons, FDI responded to the crisis very slowly.

The stickiness of FDI can be detected in Table 1. In ASEAN4, the sales of manufacturing
affiliates of Japanese firms dropped by 29.3% from the second quarter of 1997 to the fourth
quarter of 1998, while the employment was barely decreased by 0.7% in the same period.
This indicates that most of the Japanese firins keep their production capacity intact and wait
for the recovery of the economy. Japanese firms were not actually very active players of new
FDI in the period due to the bad economic condition of Japan itself. Some MNEs originated
from other developed countries, particularly from the U.S., took aggressive slrategy to
penetrate into the East Asian developing economies in the form of M&A, expanding capital
shares, and green-field investment. In Thailand and Korea, the amounts of inward FDI were
the largest ever in 1998.2

Third, the activities of foreign affiliates in the crisis-hit countries showed tendency to
counteract neéativ‘e shocks of the crisis. Foreign affiliates in less developed countries (LDCs)
tend to have large import,/export ratios and thus are less likely to be affected by the decline
in domestic demand. In-addition, foreign affiliales are not prone to get hurt from the financial
crisis of the host country. Moreover, large MNEs with a number of affiliates all over the
world determine their overall operation strategy by analyzing the economic situation of
various countries and exchange rates. For example, il the economic situation of home
country (e.g., United States) is good, investment fund may be raised without much difficuity.
The depreciation of local currencies in crisis-hit countries may make those countries more
suitable for export production bases. The currency depreciation and assel price declines
make capital acquisition easier for foreign enterprises. Thus the strategy of MNEs often
counteracts the decline of the host country’s economy.

The stabilizing function of foreign affiliates is found in Table 2. The affiliates of Japanese
firms in ASEANM have increased the export ratios, particularly the ratios of exports to Japan
since the crisis started. It does not mean that the absolute amount of exports to Japan has
drastically increased since the total amount of sales has decreased. However, we can al least

say that they have shifted their business from the host countries’ markets to export markets,

2 Nihon Keizai Shinbun of Janﬁary 11, 1999 wrote that inward FDI to Thailand in 1998 was 7.6 billion
dollars, including 2.2 bitlion dollars of increasing capital shares in the banking sector. It also said that
inward FDI to Korea in 1998 was 8.9 billion dollars,
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responding to the recession of the host countries’ economies and the depreciation of local
currencies. An interesting fact is that the affiliates of Japanese firms in China and others
has decreased exports to Japan in terms of both the ratio and the absolute amount. It may
suggest that large Japanese MNEs are trying to modify their sales strategy in facing the
crisis.

From these three findings, we can conjecture the effects of the crisis on policy formulation
on trade and inward FDI. As for trade policy, the skewed impact of the crisis toward import
substituting industries would force policymakers to review the traditional infant industry
promotion policy. As for ¥DI, policymakers would realize the importance of promoting
inward FDI while they may want to separate FDI from other sorts of capital flows. The

next section reviews the recent changes in trade and FDI-related policies.
3. Responses of Trade and FDI-related Policies

An cconomic crisis is always accompanied by a slowdown of domestic demand and an
increase in unemployment, and hence in general a policy response could be in the direction
of protectionism. In case of the current crisis, however, political leaders of Kast Asian
economies have fought against the pressure of protectionists and have kept the momentum
of liberalization. This is of course partly due to the effect of IMF-led policy reform in some
countries. However, more importantly, it is also based on the strong belief of political leaders
that the liberalization of international transactions on the real economy side is vital for the
recovery and further development of the economy. Some skepticism on infant industry
promotion with observing the slowdown of import-substituting industry may be another
reason for the positive attitude toward free trade. The liberalization of trade and FDI has
actually accelerated since the crisis started.

In the East Asian developing countries, the GATT,/WTO bound rates of tariff are sometimes
significantly higher than the MFN tariff rates, which means that there is some room for
raising tariffs in effect even under the discipline of GATT,/WTO. Some countries took the
advantage and more or less adjusted their tariff structure responding to the crisis. However,
the overall trend is obviously in the direction of trade liberalization particularly in the
framework of international commitments.

As for the international commitments of trade liberalization, particularly on the tariff
reduction for commodity trade, the East Asian developing economies have had a stratified
policy framework since the mid-1990s. The first tier is the tariff reduction commitment under
the Uiuguay Round starting from 1995. The second tier is the long-term target to liberalize
trade and investment (so-called Bogor target) declared in the 1994 APEC Meeting. It launched
the target that the APEC member countries will liberalize trade under the MFN principle
by removing tariffs and major non-tariff measures by 2010 in cases of developed country
members, and by 2020 in cases of developing country members. The third tier is liberalization

commitments under the scheme of individual action plans (IAPs) and Early Voluntary
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Sectoral Liberalization (EVSL) submitted to APEC. These are short-term liberalization
commitments to meet the long-run Bogor goals. In addition, the ASEAN countries have the
fourth tier under the AFTA scheme. The initially participated countries, Brunei, Indonesia,
Malaysia, the Philippines, Singapore, and Thailand, are supposed to reduce intra-region
tariffs (Common Effective Preferential Taviffs: CEPT) to zero by the year 2003, and the
newly participated countries, Viet Nam, Laos, and Myanmar will follow a few years after.

The recent situation of each liberalization tier is as follows. As for the first tier, developing
countries have not generally been very positive to introduce the trade liberalization of mining
and manufacturing commodities as one of the new agenda for the WT'O new round starting
from the year 2000. However, with a consensus of major developed countries, it is now likely
that it will be in the new round in addition to the built-in agenda on agriculture and services.
The contents of the negotiation, however, are not specified yet.

As for the second and third fiers, we have to appreciate that the liberalization effort under
APEC in the past few years had a successful outcome. There is a pessimistic view on the
timely attainment of the Bogor target. However, the contents of TAPs under APEC, which
promote faster liberalization than the Uruguay Round commitments, have proceeded pretly
well.? However, the EVSL scheme has not moved forward due to the reluctance of the
Japanese Government to negotiate for some specific areas, and the future role of APEC along
the line has recently been discussed vigorously. Overall, even after the crisis began, the East
Asian developing countries did not loose steam for trade liberalization under APEC.

As for the fourth tier, the recent aggressive effort for trade liberalization is found in the
talk of AFTA. The ASEAN Summit held in Hanoi in December 1998 publicized the Hanoi
Declaration of 1998 and the Hanoi Plan of Action, On the tariff reduction in the region, the
Hanoi Plan of Action stated as follows:

a. Maximize the number of tariff lines whose CEPT Laviff rates shall be reduced to 0-5%
by the year 2000 (2003 for Viet:Nam and 2005 for Laos and Myanmar);

b. Maximize the number of tariff lines whose CEPT tariff rates shall be reduced to 0% by
the year 2003 (2006 for Viet Nam and 2008 for Laos and Myanmar) ;and

c. Expand the coverage of the CEPT Inclusion List by shortening the Temporary Exclusion
List, Sensitive List and General Exception List. 7

The plan also includes the acceleration of customs harmonization, standards and conformity
assessment, and other trade facilitation.® These provide a clear message that the ASEAN
countries become more aggressive in forming a {ree trade area.

On the FDI-related policy, the East Asian countries have positively hosted inward FDI by
liberalizing the entry and often providing various investment incentives since the 1980s.

However, at the same time, these countries have imposed a number of barriers and regulations

3 Yamazawa and Urata (1999) provides the overall assessment of trade and investment liberalization under
the APEC.

1 The author finds some confusing discordance in conlents between the official documents and the'statement
at the press conference. 1t will he checked in the later version of the paper.
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on inward FDL The operations of FDI-related policies have sometimes been discretionary,
and an effective dispute settlement mechanism has not yet been prepared.

The regulations on inward I'DI are classified into two kinds. The first category includes
barriers and regulations on the entry of inward FDI. Most of the 1.DCs have investment
regulations to limit industries open to foreign capital and to set upper limits of foreign
capilal’s shares for specific industries. It is also often the case that they regulate morgers
and acquisitions by foreign capital, particularly for the hostile ones. In addition, the exils
of foreign companies once invested are virtually regulated in some countries. The second
category includes regulations on the activities of foreign companies. LDCs often impose
performance requirements in exchange of investment conditions and tax incentives, which
include various requirements on local contents, exports, trade balancing, domestic sales,
employment, technical transfer, and others. Often imposed arve regulations on foreign
workers’ immigration, staying, and working as well as regulations on foreign remittances. In
addition to regulations included in these two categories, the instability and non-transparency
in the operation and legal procedure can be significant bavriers for inward FDI?® The Bogor
declaration of APEC included investment liberalization by 2010 for developed country members
and by 2020 for developing country members, but the contents have not been clearly itemized.

Since the crisis began, the Asian developing countries have aggressively shifted their FDI-
related policies toward liberalization. In Thailand, Indonesia, and Korea, the liberalization
has conducted as a part of the policy reform program advised by the IMF and the World
Bank. However, not limited to the IMF-led reform, other countiries in the region have launched
to create favorable investment environment for foreign capital from the fear of possibly
receding FDI due to the crisis. Table 3 is a list of FDI-policy reform in Indonesia, Korea,
Malaysia, the Philippines, and Thailand compiled by UNCTAD for the period from July 1997
to June 1998. In all of the five countries, the regulations on foreign capital shares are removed
or loosened, and the number of regulated sectors is reduced. In particular, the liberalization
of hostile M&A in Korea is noted.®

The economic ministers of the ASEAN countries signed the framework agreement of ASEAN
Investment Area (AIA) and held an unofficial board meeting in Manila in October 1998.7 The
AIA Agreement covers foreign direct investment in general, not covering portfolio investment
and investment under other ASEAN agreements such as investment in services. The Hanoi
Plan of Action stated that the AIA is to be realized by liberalizing investment to all ASEAN
investors by 2010 or earlier and to all investors by 2020 or earlier, with some exceptions as
specified in the Temporary Exclusion List and the Sensitive List. In addition, the Hanoi
ASEAN Summit publicized “Short-term Measures to Enhance ASEAN Investment Climate.”
It stated that the ASEAN countries provide tax and other incentives for inward FDI in the

manufacturing sector who submits an application to the ASEAN Investment Agencies from

5 The ASEAN Secretariat (1998)- provides a list of FDLrelated policies in the ASEAN countrics.
8 The list of FDIL-rélated policy reform will be updated in the later version of this paper.
7 The first official AIA board meeting was held in Phuket, Thailand in March 1999,
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January 1999 to December 2000 and is approved. These are the moves to try to keep inward
FDI through the crisis.

In the process of aggravation of the crisis and the following recovery, it has increasingly
been recognized that the wrong sequencing of liberalization of international transaction
channels, particularly the timing of the liberalization of short-term capital movements, was
one of the major causes of the crisis. The relationship between short-term capital movements
and FDI has vigorously been discussed from various viewpoints. Some claim that the
liberalization of short-term capital flows is essential to activating FDI. However, the author
believes that the behavior of investors for FDI is qualitatively different from that of investors
for short-term speculative capital, If we provide a set of [acilities for the activities of affiliates
of foreign firms, FDI can neatly be hosted even without the liberalization of short-term
capital flows. Policymakers in the region have recognized that the FDI-related policy is
basically separable from the policy related to short-term capital. Along this line, we have
to watch carefully the impact of temporary regulation on foreign exchange markets and

capital markets in Malaysia,
4. Room for Infant Industry Promotion: the Case of Automobile Industry

We so far reviewed the impact of the Asian crisis on trade and FDI in the East Asian
developing economies and confirmed the political leaders' strong commitments to free trade
and investment. The traditional import-substitution strategy has clearly subsided through
the crisis. The long-term commitment to market mechanism seems robust in these economies.
We would like to appreciate their determination toward liberalization and deregulation even
under the crisis. At the same time, however, we have to recognize the fact that we are now
in new environment for fostering industries. The long-run issue we would like to discuss in
the following is how to promote infant industries in the rapidly liberalized economies,

As for trade policy, it is now obvious that ten or fifteen years from now on, tariffs cannot
be effective policy tools for temporarily protecting industries. Of course, the removal of trade
barriers enhances the efficiency of resource allocation. However, it at the same lime narrows
down the room for infant industry promotion even in the case where considerable dyﬁamic
economies of scale exist. Available policy tools willinevitably shift to policies on infrastructuve,
human capital development, research and development, and export promotion {except direct
export subsidies), which are more or less allowed even under the WTO principles and the
Washington consensus.

Another concern is on the linkage between affiliates of foreign firms and local indigenous
firms in the Southeast Asian countries. Unlike Japan, Korea, or Taiwan, the industrial
structure of these countries heavily depends on affiliates of foreign firms. Because the
productivity gap between affiliates of foreign firms and local firms is often very large, we
cannot take for granted that the successful operation by affiliates of foreign firms

automatically promotes local firms. Affiliates of foreign firms tend to form production-
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distribution networks among themselves, often not including local firms in the significant
manner. llow to foster local firms is another important task for the government in the
environment of globalizing economy.

Let us review the automobile industry prometion as an example. The automobile industry
is a typical import-substituting industry with heavily relying on foreign companies. Dynamic
economies of scale external to market are often claimed for the industry on the basis of its
strong backward linkage and induced technological progress, and the protection is taken
for granted in most of the countries in the politico-economic environment. However, as we
reviewed above, the Asian crisis harshly hit the industry, and the East Asian developing
countries are now forced to fundamentally review the protection policy. Under the pressure
of trade liberalization, the time left for promotion is limited. The promotion for automobile
industry is sometimes a politically sensitive issue, and this paper does not intend to draw
any definite conclusion. In the following, we look at some figures without any prejudice and
provide the material to think over the problem.

Table 4 presents the actual and forccasted number of new vehicle registration in Thailand,
the Philippines, Malaysia, and Indonesia from 1983 to 2003. Along with the rapid economic
growth, the number of new cars drastically increased before the crisis. However, we have
to remember that 200 thousand cars per year for one production line (or one model) are
usually regarded as the minimum scale of efficiency in production. In addition, with some
notable exceptions, the international competiliveness of automobile plants in the region is not
generally strong enough to export extensive amount of cars to developed countries. After
the crisis, the number of new cars drastically dropped due to the slowdown of domestic
demand and the collapse of consumer financing. The forecast shows a scnse of pessimism
in the future recovery of demand. The import substitution strategy thus does not seem to
work without difficulty.®

Even without the crisis, the ASEAN countries would anyway be forced to reformulate the
policy framework for automobile industry in a substantial manner, Thailand, the Philippines,
Malaysia, and Indonesia are the original members of the WTO and have signed for the TRIM
(Trade-Related Investment Measures) agreement. This means that after five-year transition
period, i.e., starting from January 2000, they must remove FDI-related regulations on
domestic contents, foreign currency earnings, trade balancing, and others, If we literally
apply the TRIM rule, the national car scheme applied in some of the countries may not enjoy
preferential arrangements anymore, and local contents requirement can be imposed only
on the basis of regional economic integration.

"The regional economic integration prepares a temporary import-substituting policy
arrangement called the AICO. The AICO was introduced as a transilional arrangement

toward the complete implementation of CEPT. It allows a low tariff rate for intra-regional

8 American automobile companies have taken an aggressive FDI strategy to the Southeast Asian countries
* since the crisis began. If all the investment plan is implemented, the production capacity in Thailand, for
example, will become about 1.2 million cars per year.
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trade, which is 5% at maximum. However, the scheme is applied only for the trade that is
approved by both exporting -and importing countries’ authorities. This means that local
content requirement and trade balancing are required in effect. As a result, the AICO has
not being used extensively so far, Private companies do not seem to have enough economic
incentive for utilizing it. The AICO is a symbol of cooperation among the ASEAN countries.
The ASEAN countries try to loosen the conditions for applying the scheme, but we have not
seen much progress yet. The CEPT tariff rate will also be 5% at maximum, but the approval
of the governments will not be required anymore if the commodity includes ASEAN contents
of more than 40%.

Except Thailand, the policy framework for automobile industry after the year 2000 is not
_yet clearly publicized. Table 5 presents the tariff structure of Thailand, the Philippines,
Indonesia, Malaysia, and Viet Nam. The AICO tariff is applied until the CEPT tariff rates
cover most of the commodilies in 2002 (in 2003 for Vict Nam). The CKD tariff is applied if,
for example, a Japanese automobile company exports all the parts and components from
Japan to these countries for complete knocking down, The BU tariff is applied if a Japanese
company exports completely built-up cars from Japan to these countries.

A Japanese automobile expert in an interview says that the production cost of automobiles
is still lowest when producing in Japan, even after considering international differences in
labor costs and others. In addition, the international transport cost for a built-up car, which
runs by itself, is usually cheaper than that for parts and components, which require
packaging. The cost gap between the complete knock-down in the ASEAN countries using
Japan-made parts and components and the export of complete built-up cars is roughly 30%,
he says. Producing parts and components locally requires more cost. Even with considering
the local production of Japanese subcontractors, the cost gap between completely localized
production and the complete knock-down is again about 30%. By using the rough idea of
such cost structure, we can guess each country’s strategy from Table 5.

In case of Thailand, the MFN-based CKD tariff will be heightened from 20%4 to 33% in the
year 2000 while keeping the BU tariff as high as 80% (in case of passenger cars), which
indicates that the government tries to encourage the local production including parts and
components. Thailand has relatively strong supporting industries including metal working
industry and is positive in using the AICO. Bylmoving from the AICQO to general CEPT fariffs,
Thailand will be in a better position in the region. The Philippines, on the other hand, has
already lowered the CKD and BU tariff rates to a large extent, which may suggest that the
government has half given up the automobile industry promotion through trade protection.
Rather than fostering assemblers, it may be targeting the promotion of some specific parts
and components. As for Indonesia and Malaysia, the future policy is not clear yet. However,
we can at least say that the high BU tariff may not be sustained under the pressure of
international community. With reconsidering their national car plan, some drastic move from
the governments may be observed in the near future, Viet Nam already has a relatively low

BU tariff, which suggests that careful strategic policy making is required in the coming
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years.

If we take the Bogor target seriously, the room for infant industry protection is not very
large anyway. According to the target, we will have no tariff by the year 2020. If the annual
catching-up speed of productivity is 2% on average, the cut-off tariff rate in the year 2000
is 48.696 (1.02°20-1), neglecting changes in exchange rates. If the catching-up speed is 3%
annually, the cut-off rate in is 80.696 (1.03°20-1). If an industry cannot survive with a tariff
rate of this high, there is no point of protection. The governments must strategically classify
industries into two groups: ones worth being temporarily protected and the other worth not.
This is the reality of infant industry promotion in the current policy environment. We must
also note that most of the assemblers and the first-tier parts suppliers of automobile industry
are affiliates of foreign firms in the ASEAN countries. Local supporting industries are still
very thin, and the linkage between foreign companies and local firms is not well developed
yet. The hosting countries may criticize the unwillingness of MNEs in using local suppliers.
However, the fundamental problem exists in the technological capability of local industry
in these countries because even “notorious” Japanese firms can easily find capable local
suppliers in North America and Europe. The thin industrial structure is quite different
from the standard industrial organization of Japan, Korea, and Taiwan and will possibly
become an obstacle to further industrialization. The governments of the ASEAN countries
must place more effort to build up constructive linkages between foreign and local {irms,

Traditional policy tools for establishing linkages between foreign and local firms include
various performance requirements imposed on affiliates of foreign firms, such as local
contentsrequirement, technology transfer requirement, and others. However, these l'egulélions
were not proven to be effective in the past experience and rather discouraged incoming FDI.
The TRIM agreement has already narrowed down the scope of such regulations. From now
on, the governments of the region should not regulate foreign capital but rather try to
enhance the capability of local supporting industries more aggressively. There have already
been various policies for the promotion of supporting industries, but the overall evaluation
of them is needed.

The example of automobile industry shows a sort of extreme case because the industry
has been under an unusually clear import-substituting strategy. However, the need for careful
reformulation of trade policies and the establishment of effective linkages between foreign
and domestic firms are more or less common issues for a number of industries in East Asian
developing economies. The rapid economic globalization requires a new policy framework

for industrial promotion.

5. Conclusion

"The Asian economies are now recovering from the short-run impact of the crisis, and we
must now consider the middle and long run development strategy seriously. The crisis has

not slowed down the trend of liberalization but rather has accelerated the process of opening
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up the economy. The clock of liberalization has already been set in the form of mutlii-
layered international commitments. We now need to formulate a new policy framework for
industrialization in a new economic environment of globalization. The required speed of policy
response and the degree of openness are unprecedented, not quite experienced by developed
countries in the past.

The analysis of this paper introduces twoissues lo bediscussed for the new policy framework
of Viet Nam. First, we may need to reformulate policy tools for infant industry promotion in
a fundamental manner. For the coming 5 to 10 years, trade policy must carefully be designed
so as to provide effective temporary protection for prospective industries. The author believes
that there certainly exist dynamic posiiive externalities in the development of some industrics
and thus there is room for the government to actively promote industrial development. The
prospective speed of productivity catch-up is crucial when we decide whether to provide
temporary protection or not. Furthermore, trade policy will eventually be a less effective
policy tool for industry promotion as the overall liberalization will proceed. We must then seek
the possibility of other policy tools for industry promotion, particularly ones compatible with
the WTO principles and the Washington consensus. Such policy tools may include policies
on infrastructure, human development, research and development, and export promotion
(except direct export subsidy), _

Second, we need to pay more attention to fostering linkages between affiliates of foreign
firms and local indigenous firms. To host FDI is one of the most effective ways of taking
advantage of backwardness, bul we must take a risk of having a skewed industrial structure.
At a higher development stage, the thickness of industrial structure and inter-firm linkages
become a key for successful industrialization. Compared with the historical data of Japan,
Korea, and Taiwan, the Southeast Asian developing countries in general depend by far
heavily on affiliates of foreign firms and have thin capable supporting industries. Traditional
policy tools for promoting linkages between foreign and domestic firms were various
performance requirements imposed on alffiliates of foreign firms, but they did not show
successful results. The Government of Viet Nam may want to carefully review the existing
policy scheme for promoting SMEs and design more effective policy package. Developed
countries would also like to support such effort by effectively using the ODA program and

others.
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Table3 Changes in £D)-related policies in five East Asian countriss (From Jung 1897 to June 1998)

Indonesia :

Eliminated the 49 per cent limit on foreign share holdings in firms other than financial firms in
September 1997,

Altowed 100 per cent foreign ownership of non-bank financial firms, including insurance companies.
Guaranteed existing foreign ownership in financial institutions.

Under the new “reformation policy on investment” announced by the Office of the Ministry of
Investment,” Investment Coordinating Branch on 29 May 1998, opened retail and wholesale trading
and palm oil sectors to foreign investment, (Import export trading had been opened earlier for foreign
investment.) For the time being, foreign investment in retail and wholesale trading should be in the
form of joint ventures with Indonesian nationals/companies.

Under the above-mentioned “reformation policy” package, simplified various procedures applying to
foreign investors. |

Presidential Decree Nuniber 96,1398 revised the list of industries and activities fully or partially
closed to foreign investment. The new list is valid for three years but subject to annual review, if
necessary. All other industries and activities are open to FDI.

Korea, Republic of :

Hostile takeovers of Korean companies were fully liberalized in May 1998.

With the exception of those companies determined as having national security concerns, therequirement
of government approval for takeovers of Korean companies with assets of 2 trillien won or more
was abolished in April 1998.

Allowed the establishment of subsidiaries of foreign banks and foreign securities firms in March

-1998.

Restrictions on the use of long-term loans with maturities of over five years, brought into the country
by foreign manufactures were abolished, |

The ceiling?on individual and aggregate foreign ownership of listed Korean shares were abolished in
May 1998.

Korea’s?—maior FDI Promotion Programme established the Forcign Investmenti Promotion Act, which
fully permits M&As, opens all types of businesses to {oreign investors in principle, allows foreign
participation in equity transactions in large public enterprises and key industries, provides for a one-
slop service and iniroduces an automatic approval system, liberalizes the real estate market and
offers tax and other incentives for foreign investiors,

The number of industries restricted to FDI will be diminisked from 42 to 31:of these remaining
industries. 13 are closed and 18 partially restricted. There are 1,148 industries in the Republic of
Korea.

Malaysia :

Relaxed the limits on foreign equity holdings. The limit now is 30 per cent foreign equity, except for
export-oriented industries, high-technology industiries and multimedia companies with MSC siatus.
Foreign equity holding in local licences basic telecommunications companies has been raised from a
previous maximum of 30 per cent to a new maximum of 49 per cent. Malaysia is prepared to consider
applications Lo raise the foreign equity holdings up to a maximum of 61 per cent, provided that the
companies concerned shall reduce their foreign equity holdings to a maximum of 49 per cent within
5 years. -

Guaranteed up to 51 per cent foreign epuity participation in exisling insurance companies by current
holders. Malaysia's revised offers following the WTO negotiation concluded in December 1997 in

. respect of foreign equity participation in the insurance scctor are as follows :

New foreign entrants into the local insurance industry will be restricted to an equity stake of 30 per
cent. However, foreigners with an existing presence in thelocal industry will be allowed a maximum
of 51 per cent foreign equity participation under the following ¢ircumstances :

a foreign direct insurer operating in Malaysia as a branch, and which locally incorporates its
operation in compliance with the insurance Act, 1996. can retain up 51 per cent of the equity of the
locally-incorporated entity :

an existing foreign owner of a locally-incorporated insurer which has yet to restructure can retain up
to 51 per cent of the equity of the restructured company, provided aggregate foreign sharcholding
does not exceed 51 per cent ; and
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. the present foreign shareholders which were the original owners of locally-incorporated insurance
companies that have restructured in line with requirements under the National Development Policy.
can increase their shareholdings to 51 per cent provided aggregate foreign shareholdings do not
exceed 51 per cent.

These restrictions do not apply to foreign professional reinsurers that are allowed to operate as branches
_in Malaysla, or in the case of locally-incorporated joint venture reinsurance companies, the foreign partner
may retain up to an aggregate of 49 per cent of equity in the joint venture company.

. Fully /majority foreign-owned fund-management compantes will allowed.

. Relaxed bumiputera policy. Relaxation of regulations on the release of a 30 per cent share of listed
firms owned by bumiputera to non-bumiputera. Approval on a case by case basis of acquisitions of
bumiputera firms by non-bumiputera.

. The Minister of International Trade and Industey relaxed the counlry’s equity policy for the
manufacturing sector as follows (from 31 July 1998) :

. With the exception of activities in a specific exclusion list, all new projects in manufacturing.
" including for expansion and diversification will be exempted from both equity and export conditions.
This means that project owners can hold 100 per cent equily and will not need to mect any export
© requirements.
J This policy will apply to all applications received from 31 July 1998 to 31 December |2000 as well
as applications already received, but for which decisions are pending.
. Al projects approved under the new policy will not be required to restructure their equity’ ‘after the
period.
' The Governmenl will review this policy after 31 December 2000.

Philippines :
Amendments were made to The Investment House Act (October 1997) and the Financing Company Act
{February 1998). Key changes which affect foreign investment are :
. Allowable foreign epuity participation has been increased to 60 per cent for both 1nvestment houses
and finance and leasing companies, subject to reciprocity rights.
. Paid up capital for investment houses is now 300 million pesos.

. Paid up capital for finance and leasing companies is now :
. at least 10 million pesos for those located in Metro Manila and other first class cities ;
' 5 million pesos for those situated in other classes of cities ; and
. 2.5 million pesos in municipalities.
Thailand :
. Foreign equity holdings were limited to no more than 49 per cent except for export-oriented projects

with at least 80 per cent export share located in Zone 3, where 100 per cent foreign ownership
was allowed. The Board of Investment relaxed this regulation in 1997 for companies with finacial
difficulties so that they could have foreign ownership of more than 51 per cent on the condition that
Thai shareholders of that company agree and confirm their acceplance in writing of the change in
ownership to the Board of Investment.
+ . The Minister of Finance, upon the recommendation of the Bank of Thailand, may release the 25 per
" cent limit for foreign interests in locally-incorporated banks and finance and credit companies for 10
years, The absolute amount of foreign equity holdings up to 100 per cent will be protected if acquired
during this period.

. Existing shareholding structures of foreign bank branches are guaranteed.

. Announced that majority foreign ownership of existing promoted firms in certain indusirial zones
would be permitted if agreed by existing Thai shargholders.

. The 30 per cent export requirement for exemption of import duties used in the manufactures of

exports has been eliminated.

Source : UNCTAD (1998, pp. 341-343).
a Paper packaging ; plastic packaging (bottles, films, sheets and bags) ; plastic injection moulding
components ; metal stamping, metal fabrication and electroplating ; wire harness ; printing, and steel

service céntre.

125



60'1
857
967
ov1
z6¢
£002

S¥6
[§
LT
L
6l
00T

£6L
951
Vit
L6
99T
1002

iv9
01
5T
18
£z
0007

%09
%S¢

%0FL - TF
%002 - Ot1

%50t - 0§
%00T - 621

%0% - 0€
%0%

%09
%08

=6661
J Nd

XA T4
4 8§
g8 091
3 LL
0Ll ggl
6661 866!

%0r-8  %0r-8

%05~ 0L %05 - 01

wa %0¥ - ¢

ey %08 - TF

B %El

eu %sT- 0

LAY %59 - 0

%t %<

%01 %01

%L %07

%EE %02

-0002 6661
B D

861 8PPl 69¢'L  PII'Y
Lge  TEE I8¢ It
S0 €9¢ 98T 10T
el 91 0f1 €01
9 68 TS 9%Y
L661 9661 5661 w66l

*201005 BARd B O] TR

19K S[QEITEAT 20U ST [1RI9P oY) YBNOW §66] SUTS UL SI[STYDA JOJOL
0] UTIINLQS KT PUE JJLIEY W SHTURYD HUSTIP PAOUNOUUR JUSIWILISACS TeISauopu] T, 4

Y& XEW
%5 XeI

%S ¥
%5 ¥eW
%% XeW

%S XEW
%S BN

%5 XB
%5 XN

%8 ¥XEW
%S XeW

“sa1omRA dn-mg 1N

umopyaouy ordwoa 1oy sizanodwes pue sued (D

6661
(0d @D} 8= 021V

$3]IMYIA [EIDLAULOT)

sIeD Jadusssed

RN IBTA

SO[OIYIA [BIOIOWIMOD)
(jersuad) sren s98uassed

(uooud) sren aFussse

BISARRIN

SI[ITYDA [RIDIDUIWOTY

sreo oBuassed

WwEIS3UOpUT

$[OIY2A TRIOIDWIOT)

SIED I9BUSSSRg

saurddirud

SI[OIYDA [RIDIIUWIOTY

sreo ofusssud

pueyrey ]

SABUMOY NVISY Ul SO[IGOWOING 10} SIMIDNLS JYLTI 34Y, ¢ JGTL

$98
0T
91
s8
2ov
£661

Sel
0Lt
sl
LS
£9¢
7661

65L
9T
€81
134
697
1661

L8
LLZ
$81
s
e
0661

*o2un0s sjeald  wodj veg

L5§
8.1
YA
iy
60¢7
6861

ISBOI0L 1E00T-6661
[eroe 1866 18861

014 . Rl
35 BISSUOPU]
08 eISAR(EIN
0T sowddiug
ot1 pueizy]
8861

(sarun: puesnoy 1}

$PLOUNOY NYHSY Jofew 1 uonngsIZar a[d1ydA MON b 1q8L

126



7

Viet Nam’s Textile and Garment Development Directions

Do Huu Hao

Research Institute for Industrial Strategy and Policy
Ministry of Industry

1. Role of Viet Nam’s Textile and Garment

Viet Nam’s Textile and Garment plays an important role in the national economy, it is not
only satisfying domestic demand but also producing various export products that bring
remarkable foreign exchange revenues to the country. In 1998, export value of Garment
industry alone achieved US$ 1,450 million and it ranked the second largest position, following
to crude oil. Textile and Garinent creates jobs for approximately 500,000 people, accounting
for 21.7 percent of nation’s industrial labor force. It, therefore, has taken part in political,
economic and social stability, national defense strengthening and generation of malerial

sources to other industries.

92 . Actual Situation of Viet Nam’s Textile and Garment Markets

Subsequent to the reunification of the country (April, 1975), Viet Nam's textile and garment
got a good opportunily for rapid development, i.e., it had to meet demand for domestic
consumption and export to the former Soviet Union and East European countries in compliance
with a cooperation framework, set by Economic Mutual Assistance Council. It was a large
market with no high quality demand nor frequent model change and stable prices specified
in long-term agreements, In addition, export volume was also specified in annexes of the
agreements, the highest annual quantity was 25-30 million products. The supply of materials,
machines, equipment, chemicals and dye to Viet Nam’s textile and garment was, in its turn,
guaranteed by the agreements. After the collapse of the former Soviet Union and East
European markets, Viet Nam’s textile and garment encountered with great difficulty in
both of the consumption market of finished products and the supply market of materials,
machines, equipment and spare parts, to keep the production development stable. The period
of 1990-1992 was the most difficult time of Viet Nam’s textile and garment.

To overcome the situation, Viet Nam signed a textile and garment trading agreement with
European Community on 15 December 1992, The agreement was effective on 1 January 1993.
It gave Viet Nam the access to a newly important market of more than 350 million people
with high living standards and large consumption deimnand. Total annual trading merchandise
volume is about 22,000-23,000 tons. In addition, Viet Nam has also accelerated exports under
the forms of subcontracts and normal trading with some developed countries, e.g., Japan,

Canada, and to newly industrialized countries like South Korea, Singapore, Taiwan, Hong
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Kong. Particularly, Viet Nam’s export has gradually accessed the USA markets after the
lifting of America’s embargo and the normalizing diplomatic relationship between two
countries though Viet Nam has not yet enjoyed status of the most favored nations (MFEFN).

Although markets have been enlarged, Viet Nam's textile and garment is still faced with
big challenges. It is the challenge to meet the demand for model, quality, prices, and product
delivering time which varies greatly to seasons as well as differences of trading practices.

Up to now, Viet Nam’s textile and garment has commercial relations with more than 200
companies of 40 countries in the world, However, it has not yet stabilized its export markets,
of which some are without MEFN status.

Regarding domestic markets, foreign textile products from various sources that flooded
due to trade liberalization trend and poor control over smuggling products, have impacted
domestic production. The tastes of domestic consumers have also changed. Its state-owned
trade network has not yet adjusted its operation modes in timely manner to control the

markets, leading to the dominance of private traders.

3 . Ownership and Institutional Structure of Viet Nam’s Textile and Garment

Viet Nam is a country with narrow but long shape, stretching more than 2,000 kilometers
from the North to the South. textile and garment industry is mainly concentrated on the
two ends of the country: in the North, it locates mainly in Hanoi and Red River Delta; and
in the South, it focuses in Ho Chi Minh City and Mckong River Delta. In Central Region, the
textile and gﬂfinent sector has been still in a small size. In the future, the textile and garment
may be evenly distributed over the three regions as follows:
{ Region I includes Mekong River Delta and Southeastern Region with the center in Ho
Chi Minh City (its output accounts for 50 - 60 percent);

{ Region Il includes Red River Delta and some surrounding provinces with the center in
Hanoi (its output accounts for 30 - 40 percent);

{ Region IlT includes Southern Coastal Region, stretching from Thua-Thien-Hue to Khanh
Hoa province with the center in Da Nang (its output accounts for 10 percent),

Regarding institutional structure, Viet Nam'’s textile and garment can be broken down
in four categories:

{ State-owned enterprises;

{ Collective and private enterprises;

{ Joint-ventures, and joint - business enterprises;

{ Enterprises with 100 percent of foreign capital.

State-owned textilé and garment enterprise includes centrally and locally managed ones
as follows:

{ At present, there have been 28 centrally managed state-owned textileenterprises, inclu_ding

three mechanical engineering enferprises that are managed by texlile-garment corporation
of Viet Nam (VINATEX);
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{ There have been 26 centrally managed state-owned garment enterprises, of which 16
are managed by VINATEX and the remaining units are under the management of
National Defense Ministry, Ministry of Police and Trade Ministry;

{ The management of locally managed state-owned enterprises are presently assigned by
the State to provincial People’s Committces. They consist of 24 textile and 84 garment
enterprises. Inaddition, there are another eight garment enterprises under the management
of social organizations.

Collective and private enterprise sector comprises cooperatives, limited liability companies,
private enterprises, production groups and units, and production households. They are under
the management of local Industrial Departments. In textile seclor, there are 227 enterprises
and about 10,000 production households ; the figures in garment sector are, respectively, 384
enterprises and 30,000 production households.

Joint-ventures and joint business sector includes 22 textile units and 36 garment units (the
numbers in 31 December 1996).

Enterprises with 100 percent of foreign capital include 36 textile units and 52 garment units
(the numbers in 31 December 1996).

4. Capacity of Viet Nam’s Textile and Garment

{ Fiber spinning : Capacity of fiber spinning is mainly in centrally state-owned plants. The
highest fibber spinning capacity reached in the end of 1980s, which was about 60,000
tons per year. Average index was Nm = 40. At present, spinning capacity can reach
72,000 tons per year and the index is Nm = 61;

{ Fabrics weaving: Total capacity of fabrics weaving by all economic sectors achieves 380
million nf per year;

¢ Knitting : Capacity of round knitting achieves 19,500 tons per year. In addition, there is
the capacity of 5,000 tons of nylon mosquito-net, curtains, shocks and woolen weaving;

{ Printing and dyeing: Tts capacity is sufficient to meet the demand for printing and dycing
of textile sector at full capacity;

{ Garment: Annual output amount is 2756 million products.

In addition, annual capacity of enterprises with foreign capital when their construction is

completed will reach to 167,400 tons PES fiber, 133,500 tons PES filament, 89,300 tons spinning

fiber, 420 million nf fabrics and 106 million garment pieces.

5. Actual Situation of Equipment and Technology

{ Fiber spinning:In the last years of 1980s, there were only 860,000 spindles and 2,000
non-spindle rotors in the whole industry, Over the years, equipment becomes old and
backward, resulting in poor quality of spinning {ibber. Enterprises must gradually replace
the equipment. At the end of 1996, there were 800,124 spindles and 3,520 rotors,including
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90,600 new spindles (accounting for 11.32 percent) ;55,960 spindles of second-hand
machines purchased from Western Europe (accounting for 7 percent) ; 107,000 upgraded
spindles {accounting for 13.4 percent).

{ Shuttle looms: New looms account for only 15 percent of total looms, upgraded and
improved looms account for 45 percent, the remaining is old and backward ones.

{ Knitting weaving: Prior to 1986, knitting weaving equipment were mainly from China,
former Czechoslovakia and Eastern Germany. After 1986, new knitting weaving equipment
have been imported from Japan, South Korea, Taiwan and Germany, of which many
are computer-controlled, leading to high product quality. The number of new knitting
weaving equipment accounts for 30 percent of total existing ones.

{ Printing and dyeing : At present, old printing and dyeing equipment has been replaced;
laboratories are modernized and modern machines are presently used in production, for
instance, high pressure dyeing machines, starchy machine with shape-defined starch
casting, anti-shrinking machines, anti-wrinkling machines, cotton scratching machines,
glossy ginning machines etc. Generally, good printing and dyeing equipment accounts
for 30 percent, improved and upgraded ones account for 35 percent and the remaining
old and backward should be gradually liquidated.

{ Garment : Prior to 1991, the majority of sewing machines were old. Since 1991, the
Garment Industry has continuously invested in production expansion and equipment
renewing to meet world markets’ demand for high quality products. In the cutiing stage,
following machines are equipped : circle cutting machines with air sucker, which ensure
highly preéise cuts ; modern, high-speed and strong manually pushing cutters, continuously
sticky compressors with high productivity and quality from Federal Republic of Germany
and Japan. In the sewing stage, there are new, modern and high-speed sewing machines
with speed of 4,000-5,000 rounds per minute, automatic oiling, and highly industrial
sanitary compliance. In some enterprises, there are computerized-controlled repeatedly
stitching machines with automatic thread cutting equipment, Specialized equipment has
been also modernized, for instance, twin-needle, rolling spools, whip sewing, zigzag
sewing, band sewing, button hole making. Advanced technology must be compatible with

equipment in order to meet the demand in export markets.

6 . Viet Nam’s Textile and Gérment Development Master Plan up to the
Year 2010

To meet increasingly high requirements of the world textile and garment markets and
integration trend by Viet Nam into global economy, Viet Nam’s Textile and Garment has
to make remarkable progress in both of quality and quantity, Otherwise, it can not produce
high quality products with nice models, low costs and stay competitive in the world and
regional markets. Particularly, textile industry has to make intensive investment in renewing

synchranously equipment, which requires estimated US$ 1 billion capital, The investment
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should be completed as soon as possible so that the industry can integrate into ASEAN,
APEC and then into WTO in a timely manner. Therefore, planning for Viet Nam'’s textile and
garment development up to the year 2000 is very important for ensuring that the industry’s
development bases on Viet Nam's conditions but integrates with the region and does not lag
much behind it.

TEXTILE - GARMENT INDUSTRY DEVELOPMENT MASTER PLAN
UP TO THE YEAR 20190.

1. Balance of Major Requirements

Tabls 1. Requirements for shuttls woven fabric up to ths year 2010

Unit 1996 2000 2005 2010
Balance of fabrics for use Million m? 835 1,760 2,490 3,420
{ Requirement of fabric for export " 495 1,050 1,590 2,100
{ Requirement of fabric for " 340 740 900 1,320
domestic use
Balance of domestically produced and
imported fabric
{ Domeslic produced " 281 600 1,000 1,500
{ Imporied - 554 1,190 1,490 $,930
of which:  + Fabric of subcontracting " 445 200 L1900 1,260
+ Imported fabric " 109 200 300 660
Table 2. Requirements for shuttle woven fabric up to the year 2010
Unit: ton
100% cotton yam
Year Fine combed | Coarse combed| Pe/Co yamn Synthetic Total
filament
2000 45,000 32,200 35,500 37,800 150,000
2005 69,000 49,400 58,000 66,600 243,000
2010 100,000 69,000 88,500 102,500 360,000

131



132

Table 3. Requirement for main materials

Unit: ton
Raw materials 2000 2005 2010
T Fibrous cotton 98,000 150,000 216,060
of which: + Domestic produced 18,000 35,000 60,000
+ lmported 70,000 115,000 156,000
{ Fiber PES 24,000 39,000 59,000
{ PES,PA,, filament - 37.800 66,600 102,500

Table 4. New investment requirements in spinning and textils equipment

be newly invested

Target Unit 2000 2008 2010 Total

L. Bobbin

Spinning fiber requirement for Ton/year| H18,000] 175000 255,500

production

Number of newly invested spindles|  spindles{ 200,000| 600,000 700,000 1,500,000
Spinning capacity afler being tonefyear| _100,600| 170,000 250,000 spindles
invested

Fiber needs to be imported tone/year 18,000 5,000 5,5000

2. Shuttle loom

Textile capacily needs to be newly Million 100,0 3200 450,0| 870 miltion
invested _ m2/year m2
Number of shuttle loom needs to loom 1,200 3,500 4,000] 8,700 looms
be newly invested

3. Knitting weaving machine

Textile capacity needs to be newly | tonefyear 2,000 6,600 8,250 1 16,250 tenes
invested :

Number of kniiting looms needs lo unit 40 100 100 240
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Table 7. Requirement for main dyeing agents

Unit: ton
Chemicat - dye : 2,000 2,005 2,010
Natrium hydroxide NaOH 98% 14,400 23,750 35,250
Natrium carbon-trioxide Na,C(Q, 2,160 3,560 5,250
Hyderogen peroxide Hy;0,:35-50% 4,200 6,900 10,500
Sunfuric acid H,S0, 64° 720 1,200 1,800
Optic blue 216 345 530
Active, scatter, completion dye 504 832 1,234
Azo, direct dye 720 1,200 1,760
Other types of dye 110 180 264

2. Regional Plan for Textile Development

The objective of textile - garment development master plan up to the year 2010 is to achieve
an annual growth rate of 13%.

{ Woven fabric: 1,500 million nf
{ Knitting products: 70,000 tons
{ Cotton towel products: _ 40,000 tons
{ Other types of woven fabric: 25,000 tons
To fulfill the above - mentioned objective, it is necessary to have:

{ yarn: 360,000 tons
Of which:

{ Cotton yarn and mixed yarn: 265,500 tons
{ Synthetic filament: 104,500 tons

Average yarn consumption per capital by the year 2010 is 360,000 tones, 100 million people
equal to 3.6 kg~ person .

This is still lower than that in other countries in the region and the world (world average:
1,2 kg./person).

To achieve above-mentioned objeclives, the lextile industry must invest not only in improving
and renewing its exisling units’ equipment and technologies but also in constructing new
plants in the nation-wide scale in the coming years. Total required capital for equipment
would amount US $2,508.4 million or évemge annual investment of $179 million.

Estimated investment contribution is:

Viet Nam side: - A1 %
Foreign investment : 59 %

The regional develc;pment master plan will form a guidance basis for domestic and foreign
investors to invest in construction of plants that will be at suitable sizes and ground area
in Viet Nam. It is also a basis for provinces and cities to call foreign investment and for
domestic and foreign enterprises to select their counterparts suitable to their investment
projects.
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Regional planning

Combining geographical characteristics, traditional practices, current and future
development capacity of textile industry with economiic, scientific, technical, Lransportation
and communication conditions of each region, we would propose three regions for textile
development as follows:

{ Region I includes Southeastern Region and Mekong Delta with focus on the provinces:
Ho Chi Minh City, Dong Nai, An Giang, Song Be, Dong Thap, Tay Ninh, Long An. In
this region, Ho Chi Minh City will be the center.

It is estimated that its textile output will account for 50-60 percent of the industry.

¢ Region Il comprises Red River Delta and some surrounding provinces, including Hanoi
and following provinces: Ha Tay, Hai Hung, Hai Phong, Thai Binh, Nam Dinh, IHa Nam,
Vinh Phu, Nghe An. Hanoi will be its center.

It is estimated that its textile output will account for 30-40 percent of the industry.

{ Region 1 comprises Southern Coastal Region and some provinces in the Novthern
Coastal Region, including Da Nang Cily and Quang Nam, Khanh Hoa, Thua-Thien-Hue
provinces. Its center is Da Nang.

It is estimated that its textile output will account for 10 percent of the industry.
7. System of Development Policies

7.1 Economic polices
7.1.1 Viewpoint on policy formulation

Textile and garment is a component of consumer industry, playing an important role in
the early stage of industrialization modernization process. In Viet Nam, the development of
textile and garment industry is based on the following major advantages:

¢ Textile and garment is a long-standing industry which can be developed hationwide, from
urban, delta areas to rural and mountainous ones;

¢ Abundance of human resources in both terms of quality and quantify;

{ Huge consumption market for textile and garment for products.

However, textile and garment industry can not strongly develop without appropriate

policies, which should be formulated according to the following point of views:

{ Firstly, to encourage the development of textile and garment industry in line with its
potentials and strengths. '

{ Secondly, to devclop textile and garment industry on the basis of self - reliance without
depending heavily on foreign investment or government's subsidies. The government
should create favorable environment for the development of textile and garment through
incentive policies and mechanism,

{ Thirdly, policies must be appropriate and synchronous ones, covering the following
areas:

~Market;
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—~Finance;

—Development investment;
—Secience and technology;
—Developing material resources;

—Human development.

7.1. 2. Leading viewpoints on development of textile and garment industry in Viet Nam

1. Top priority should be given to textile and garment development as an focused industry
in industrialization and modernization;

2. Developing textile and garment indl-lstry through modernizing its facilities and diversifying
its products;

3. Promoting garment and textile industry on the basis of comhination between export
orientation and import substitution;

4. Encouraging utilization of local materials to gradually substitute for imported input in
production;

5. To diversify the ownership in the industry, especially pay attention on the development
of small and medium enterprises;

6. The development of textileand garment industry should be closely linked to the development
of agriculture and other economic sectors,

7. 1. 3; Development policies

I

Policy on domestic market

a) Domestic market

In domestic market, several factors that have important impact on development of textile

and garment industry are including:
{ National income and its distribution for the social members;
{ Population;
{ State policy on consumption;
{ Retail price, which influences public purchasing power, subsequently cause counter-impact
on production, .
a) Export market/international market

The following issues of concern should be taken into account when entering international

market:
¢ Policy on economic integration regionally and internationally;
{ Ensuring the reliance of the products;
{ Providing reasonable protective measures towards local industry in line withinternational
and regional practices.

1. Financial policy

Although textile and garment industry does not require as huge investment as heavy

industry (investment capital for creating one working place in textile and garment industry
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is 1000 US$), it needs to be invested adequately through appropriate financial policy:

¢ 'The government should provide initial investment capital and working capital for state
owned enterprises. Other enterprises should be assured to have access to concession
loans;

{ Textile and garment industry should be allowed to utilize partly risk insurance fund in
key projects.

{ Tt should be considered to make some adjustment of value added tax to increase domestic
product competitiveness.

¢ Projects on rehabilitation of old facilities and renovation of technology should be given
priority in getting access to concession loans,

{ Projects on investment for production expansion or new construction should be enjoyed
longer time of profit tax exemption.

1. Policy on investment and development.

{ Encouraging foreign investment forms into textile and garment industry.

Textile production requires larger investment than garment, especially in dyeing and
finished stage. Therefore foreign direct investment should be attracted into this field.
10094 foreign invested projects are given special preferential treatment.

In garment and addilives production, that requires not large investment capital, the
investment form of joint venture should be encouraged and the 1002 foreign invested
projects are restricted.

{ 'The government should only invest in key projects. Thus, investment by other economic
sectors should be encouraged in the textile and garment industry, especially in small
and medium projects.

Equitizing several enterprises.
1. Policy on research and technological transfer:

Technological renovation in garment and textile industry depends heavily on research and
technological transfer and other supportive industries such as chemical, mechanical engineering
and automatic level ete. Therefore attention should be paid to the following major issues:

{ To increase funds for scientific researching and technological transferring activilies

from state budget and enterprise’s capital;

¢ To allow enterprises {o abslract at least 296 from revenue for research activities;

{ To invest in research facilities as well as in training research staff for research institutes
and centers;

{ 'The researches need to link closely to the production and combine with other units in
both of internal and external sectors;

{ To pay attention on transferring advanced technology to small and medium enterprises.

I. Policy b‘n development of material sources:

Positively creating domestic material sources for textile and garment plays an important

part in steady and firm development. In order to do that, it is necessary to have appropriate

encouraging policies in particular as follows:
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{ The government should approve immediately the plan of natural fiber source areas for
the textile industry including cotton growing areas, mulberry growing and silkworm
breeding areas, jute planting areas. However, they must guarantee the food supply and
other essentials for the peasants in areas growing raw material crops and have suitable
mechanism in exploiting, preserving and developing raw material sources;

{ Allowing to put aside a percentage of turnover as compensating expense for the planning
of raw material source development;

{ Reducing or exempting VAT imposed on production output made of domestic raw
materials;

{ Pushing the construction process of petrochemical industrial zones to have raw materials
for producing synthetic fabrics.

1. Policy on development of human resources:

Labour is a crucial factor in the textile and garment industry. Labour used in this industry
does not require sophistication and high skill so it is easy to train. After a short time of
training, workers can skillfully operate all kinds of machinery and equipment in the industry.
However, labour in this industry is hard, polluted (dust, heat, noise) whereas income is low
so it tends to move to other technical and economic branches.

Today, students do not like learning textile and garment technology. This leads to the
shortage of gray matter in this field. Therefore, the government should have the following
policies to solve the problems:

{ Improving working environment, resisting against industrial pollution, encouraging

payment in according to product to raise income;

{ The textile and garment corporation coordinates with other firms in this industry to
establish a scholarship fund which can encourage students to register in textile and
garment special branches;

{ Create good conditions for excellent students so they can enter universities in developed
countries.

¢ Invest in physical and technical fundamental for technological worker training schools
and update training contents and programs to catch up other developed countries’

technology standards.

7. 2. Integration policies

Viet Nam has become an ASEAN member and officially taken part in APTA /CEPT,
joined APEC and is under negotiation way to joining WTO. Viet Nam is also having talks to
sign a Vietnamese-American trade agreement. In this integration process, the textile and
garment industry ha§ both new advantages and lots of difficulties, Due to different levels
of competitiveness, the textile and garment has to divide into 2 branches : garment and fabric
textile,

1. Garment :

Like the leather and shoe industry, the garment branch has created a lot of jobs, increased
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quickly foreign investment and domestic production capacity. It has been invested for the
renovation with new equipment and technology. The quality and unit prices can compete with
those of other countries in the region and in the world so the branch can be put into the
competitive commodity category. But its weakness is that the production is mainly in form
of subcontracting. Viet Nam lacks both of input material and consumption markets. Although
labour costs is cheap while labour productivity is not high and the ability of organizing
production from designing, material purchase and quality checking links to exporting link
is still bad, so unit prices are high. This has badly effected on the competitive advantage.
Moreover, the world textile and garment market is highly protected with both tariffs and
quotas by import countries so it restrains the branch development. WTO’s multi-fabric
agreement stipulate the removal of quotas in the next decade so Viet Nam should join WTO
soon in order to receive the MFN status under the non-preferential treatment rule. This is
more important than the removal of quotas. Therefore, if Viet Nam is able to sign a trade
agreement with United States soon, garments will have an access to this large market.

To integrate quickly into the world, Viet Nam's textile and garment induslry should do
the following things soon:

¢ Increasing the deep investment and upgrading the management ability to produce quality

and low-priced products.

{ Promoting researches on markets, fashion styles to raise gradually the ability of product

designing and to reduce subcontracting form.

{ Expanding export markets while maintaining the domestic market.

{ Continue to attract and stimulate foreign investment.

{ Standardize products according to 1S0-9000.

Tariff deduction schedule:

In AFTA,/CEPT, kinds of clothes and garments are imposed high import tariff rates (50
9%) but the rates will be deducted gradually to 5% by the year 2006. Therefore, overcoming
solutions should be found out from now on.

With the WTO, the garment brauch is expected to stand in highly protected areas. The
committed ceiling tariff rates might be 40% and protection period reaches to 2010 in order
to have enough time for developing steadily and pushing up the textile branch to meet the
domestic material demand,

1. Textile:

Compared with other countries, Viel Nam has an advantage on cheap labour but machinery
and equipment are out of date; technology, quantity and quality are low; samples and types
are poor. These weaknesses lead to high prices. It can be said that Viet Nam's textile has

“weak competitiveness, shown as Tollows:

¢ In the fabric production, only short fabrics whose quality can substitute for imported

materials are produced, long fabrics still need importing.

{ In the textile and finishing dyeing field, at present, only 30%6 of obsolescent equipment

and technology has been innovated. Therefore, just a small part of export and 4095

139



domestic demand is met.

Tariff deduction schedule: -

According to AFTA,/CEPT, most of fabric products are tariff deducted, but cloth is taxed
at 35% to 509. However, they have not been put into immediate tariff reduction list yet.
Except woolen fabric is expected to be deducted tariff from 2000, the majority of fabrics
starts to be deducted in 2002 while cotton is due in 2003.

WTO expected the medium protection level at 302 committed ceiling tariff rate, and the
ceiling tariff rate of 409¢ for synthetic fabric and filament.

To integrate successfully, some work needs to be implemented in the short run:

{ Innovating technology;’ .

¢ Raising enough investment capital;

{ Standardizing qualily according to 1SO-9000;

{ Planning market strategies;

{ Upgrading organizalion, mechanism of firms;

{ Urgently training staff.

1. Plan on upgrading firms' organization and mechanism.

The corporation model (VINATEX) still relies on the administrative management between
Corporation and member enterprises as the middle level so it hinders the business self-
control of independent accounting member enterprises. Thus, the solution is to reorganize
holding companies and subsidiaries under the voluntary rule between enterprises as follows:

{ Voluntary member enterprise is a dependent accounting member under the holding
company’s control. The holding company has the right to transfer capital and other
resources to the subsidiary. The subsidiary is obliged to use, preserve and develop the
capital.

{ Cooperation on the basis that the holding company has a share in the subsidiary
companies. In this case, holding companies and subsidiaries are both independent legal
persons.

The government considers the above issues, Government’s enterprise rearrangement scheme

should be linked with the issues of firms' reorganization in order to establish and

expand models of small and medium independent énterprises.

140



8

Characteristics of SMEs (Small and Medium-sized
Enterprises) in Viet Nam

Mamoru Kobayakawa
Nomura Research Institute

1. SME Establishments

1) SME’s in Manufacturing Indusiry (1995)

Percentage of SMUs
Num. of Enterprises ’ S
Less than 200 Employees Ezspsitt:lan  billion. Dong
“lnduslry in general 8571 i 80 86
Machinery _ _
equipment.”parts (*) 1150 85-90 80-85
Electric.”electronic 164 85 60
Textile/garment.”leather 801 73 75
Food processing 3200 94 93
Wood
processing.” handecraft 656 9 %

Source:GSO, (*)NRI's estimate from tﬁe data by GSO and MOT

2) Private manufacturers by employee size across selected industries (estimate for 1998)

More than 300

Total Less than 100 106~299
Total firms 5620 5155 299 166
_E}arment 220 43 85 o 47
Food 3105 3026 48 31
Others 116 1029 102 % |

Source: “Viet Nam’s Undersized Engine” June, 1999 by MPDF

2 . Characteristics of Industrial Structure from SMEs and PEs standpoint

(Qver-all Characteristics) ,
— Weak linkage between SOEs and PEs

— Joint ventures with foreign capital is almost limited to SOEs

— Weak vertical linkage between LE and SME in private sector

— About 2 million small household enterprises operating independently, except for those

in light manufacturing industries such as handicraft including those selling to foreign

markets, and garment products for local market.
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~ Weak basis for SI (supporting industry) development
(Abbreviations) PE: Private Enterprise, LE: Large enterprise

(Characteristics of Selected Industries)
Machinery Industry

® SOEs are involved in full-set production as major players in the industry. 400 state owned
SMEs, which are buill in the large SOEs, provide them with parts for equipment and partial
mechanical or metal processing,
® SMEs in private sectors in mechanical industry are not built-in in industrial pyramids.
They are operating with émployees of mostly less than 100.
® Followings are the products and services provided by SMEs in the private sector.
— maintenance and repair(motorcycles, bicycles, etc.)
— repair parts{agricultural machinery , copied paris, etc.)
— home utensils(chairs, shelves, knives, scissors, etc.)
— parts for bicycles
@ There is an emergence of so-called supporting industry, though with a small scale, which

provide metal processing as specialized house.

Electric”electronic industry

® There are more than 90 SMEs (752 of the total 125 companies) in the electric and electronic
industry, Besides, there are about 20 SI (supporting industry) companies such as resin
casting, and 500 information machines dealers, some of which are engaged in assembling
hardware and developing software.

® The number of the SMEs, which are owned by the State, has decreased to 17. This decrease
is due to their change of business into other industry or importer. Most of the 17 companies
are the JVs with Japalleée and Korean companies, which are now in the process of
restructuring, are éompelled to diversify their business activilies for their survival.

® There are 45 private SMEs (manufacturing electric fun, eleciric pot, cable, eté.), thai
supply the products for domestic market with depreciated technology and facilities.
Recently, they face severe competition with Chinese produets.

® 7595 of the mentioned SI companies are private ones. They do not meet the international
standard. Therefore, they cannot deal with foreign companies.

® Recently, pri—vate companies have entered such business areas as assembling PCs and
developing soflware. The number of these companies has reached at 450.

® Most of the 30 foreign or JV SMEs are engaged in either assembling such electric apparatus
as TV, radio or assembling such electronic parts as coil, inotor. The former is mainly for

the domestic market; the latter is mainly for the export market.

Garment industry

® The number of the companies, which were engaged in the textile and garment business,

was at 1140 in 1997. 514 companies of them are the garment companies, while 487 of them
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are the textile companies.

@ According to the business location census, the number of business locations in the textile
and garment industry including headquarters and branches of corporations and non-
corporations is at 127,854, out of which 82,876 are in garment industry. This enormous
figure shows the existence of vast micro enterprises.

® These SMEs and micro enterprises, as the suppliers to the SOEs, provide such daily
products as pants and shirts, elc to the domestic market, occupying the domestic market
share of more than 509 in specific areas.

@ It is widely known that there are more companies, which employ more than 500 employees
in the private garment companies than other private business arcas.

® Among the private companies, those, which employ more than 100 employees manufacture

the products for the export market.

3 . Leveling Playing Fields as a Key Management Environmental Issue for
SME /PE

There are following discriminatory practices between SOEs and private SMEs, which works
against the latter, Leveling playing field are needed between SOEs and private SMEs.

@ SOEs can take out loans from banks because of explicit or implicit guarantee by the
government.

#® SOEs have e_asier access to use and to land use right which is not easy for private enterprises
to use as collateral, when borrowing money from banks, They can also offer this right
as investment in kind, when forming joint ventures with foreign companies. When private
enterprises get finance from banks, Bank Law requires them to take collateral.

® Joint ventures between SOEs and foreign companies are in a better position to receive
services or considerations from the government and to obtain business licenses and permits
than joint ventures between private SMEs and foreign companies.

® SOEs are given priority in export quota allocation in garment industry.

® When a foreign partners’ stake in a joint venture is sold to another foreign capital-affiliated
companies, a 25% capital gain tax is levied. The capital gains tax rate is 109§ for sales

to SMEs but zero when sales are made to SOEs,

4. Key Issues for SMEs Promotion

® Financing, information both of market and technology, and fostering human resources
are the key problems to be solved, especially for future growth.

@ Large portion of SMEs, however, have room for improvement by the introduction of daily
operational basic management techniques,

® Problems cited through the field study underway are often those of near-term such as

finding customers for tomorrow. Discussion about future growth and its barrier, especially
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about political measures, can rarely be the subject of discussion,

® The management of private enterprises contacted are mostly serious and challenging lo
uncertainties of today and future courageously. But for enhancing SME’s function in the
industry, much more competent entrepreneurs to enter business world are required.

® For that purpose as well, enhancement of mutual trust between private companies and
and government, for which the above mentioned leveling playing fields issue is one of the

keys, are highly required.
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Viet Nam’s General Corporations:Their Outline and a
Comparison with Chinese Industrial Groups*®

Tomoo Marukawa
Institute of Developing Economies, JETRO

The Vietnamese government launched a policy to integrate its state-owned enterprises
(SOEs) into large corporations, which are called general corporations (GCs, Tong cong Ly),
since 1994, This policy is said to be inspired by the success (at that time) of Korean chacbols.
The Chinese government's policy on the creation of large industrial groups has much in
common with that of Viet Nam. This policy too was influenced by the Korean experience,
and it envisaged a hundred or so competitive enterprise groups organizing mainly SOEs,
some of which entering into the rank of Fortune's world top five hunderd companies.

This paper aims to describe the outline of Viet Nam's GCs and the problems they face.
The information on Vietnamese GCs isinsufficient butsincetheChinesepolicyonindustrialgroups
began a little earlier than the Viet Namese poliey on GCs, we can conjecture from the Chinese
experience some problems which Vietnamese GCs ave facing or will face in the future.

The History of Vietnamese GCs

Viet Nam pursued a heavy-industrialization policy under planned economy since its

reunification in 1976, During this period, enterprise unions (lien hiep xi nghiep) were established
“as intermediate organizations between the government’s ministries and SOEs. These were

modeled after the enterprise unions (obyedineniye) of the former Soviet Union, created by
horizontal or vertical integration of SOEs. Enterprise unions controlled the management of
affiliated SOEs, including production goal management, procurement of materials and
machinery, and sales of products. Enterprise unions can be understood as government
agencies which control the management of SOEs on behalf of the government.

During the period of Doi Moi after 1986, SOEs were to enjoy more autonomy in their
management, and this would strip enterprise unions of their role as government agencies.
But enterprise unions were defined as organizers of the production and investment planning,
sales of products and procurement of materials of their affiliated SOEs by the Decree on

Enterprise Unions issued in 1989. Enterprise unions survived Doi Moi and this meant that the

* This study was made possible by the advice and support from my colleagues, Ms. Fumi Idei, Ms. Akie
Ishida, Mr. Minoru Teramoto, and Prof. lkuo Takeuchi of Tokyo University of Agriculture and Industry.
Information from Mr. Mamoru Kobayakawa, Mr. Hitoshi Sakai, Mr. Hisami Mitarai of Nomura Research
Institute, Dr. Vu Tuan Anh, Editor-in-chief of Viet Nam’s Socio-Economic Development Review, Prof.
_Nguyen Dinh Phan of National Economic University was he!pful Prof. Le Van 8ang and Mr. Nguyen Van
Trien of Institute of World Economy helped me a lot in Hanoi, Nobody in the list, however, is responsible
for the errors and shertcomings of this report. :
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expansion of autonomy on the side of affiliated SOEs was limited. (Jerneck 1997; Takeuchi,
1996)

Decree 90-Ttg. and 91-Ttg. issued by the Prime Minister in March 1994 decided to reorganize
enterprise unions into real business entities. Thedecrees aimed to strip the enterprise unions of
their characteristics as governmental agencies, and to turn them into business companies,
integrating their affiliated SOEs. This policy was launched shortly after the visit of Vietnamese
political leaders to South Korea, and said to be influenced by the experiences of Korean
chaebols.

Decree 90-Ttg. requires existing enterprise unions to reregister, and the condition to be
considered re-registration are {o have more than five affiliated enterprises and to have more
than five hundred billion dong legal capital. Decree91-Ttg.ison the experimental establishment
of large corporations, which requires them to have more than seven affiliated enterprises
and to have more than one thousand billien dong legal capital.

By November 1998, there were eighteen corporations established according to Decree 91-
Ttg., and seventy-two corporations according to Decree 90-Ttg.. These ninety corporations
organized a total of 1,392 enterprises. The Decree 91-Ttg. corporations are called general
corporations, while the Decree 90-Ttg. corporations are called special corporations in some
English articles (Jerneck 1997), while the Vietnamese word, Tong cong ty is used by both
types of corporations. This paper focuses on the former.

The decrees stipulate that by organizing these corporations, the managerial efficiency of
SOEs can be enhanced, the international competitiveness of Vietnamese industry can be
enforced, and simultaneously the regulations of line ministries can be gradually repealed.
The corporations established according to Decree 91-Ttg. are supervised by the Prime
Minister, and their general manager and management council members (seven to nine people)

are appointed by the Prime Minister.

A Comparison with Chinese industrial groups 7

There were attempts to establish enterprise unions in China during the period of planned
economy, but unlike Viet Nam the Chinese enterprise unions were established only in a few
industries. In 1964, the Chinese government considered creating enterprise unions (which
were called fuolasi or trusts) after the model of Soviet Union and Eastern Furope and
established three corporations, including China Automobile Industrial Corporation, as test
cases, But these corporations were very short-lived : they were regarded as reactionary
organs and demolished during the Cultural Revolution (1966-).

In the 1980s, “administrative corporations,” which had similar functions to the Vigtnamese
enterprise unions, we.re established in someindustries. For example, China National Petroleum
Corporatton (CNPC), which integrated oil and gas fields, China Petrochemical Corporation
(SINOPEC), which integrated petrochemical plants, the Non-ferrous Metal Corporation,
and some military industry corporations. Most of SOEs in China, however, were governed

directly by central or local government ministries, and only a limited number of industries
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had such corporations. Besides these corporations under the central government, some local
governments also established “administrative corporations” to supervise SOEs under their
jurisdiction.

It was in early 1980s that some SOEs in China started to organize industrial groups. These
groups can be distinguished from “administrative corporations” by the fact that the purpose
of organizing them is to strengthen production and financial relationships among the
member enterprises, not to facilitate the supervision of the member SOEs. The Jiefang United
Automotive Corporation, organized by First Automotive Works, and the Dongfeng United
Automotive Corporation, organized by Second Automotive Works, are the earliest groups
to be established. The cores of these groups were big automobile companies, and smaller
automobile companies and parls makers were organized into the group, forming
subcontracting relationships with the core companies.

Stimulated by the experience of earlier groups, the creation of industrial groups of SOEs
became a national agenda in 1991. Fifty-five SOEs were selected from all industrial sectors,
and nominated as core companies to organize industrial groups. Sixty-five more were
added in 1996 to the list. The Jiefang Corporation and the Dongfeng Corporation were
included, but “administrative corporations” such as CNPC and SINOPEC were not. It seems
that “administrative corporations” were not regarded as proper organizations to foster
internationally competitive industrial groups, as they were monopolies that integrated all
the enterprises of a government-regulated industry, and as such, they had administrative
functions to design and implement industrial policies.

The industrial groups which the Chinese government is trying to foster are the groups
which SOEs, with some support and suggestions by the government, spontancously organized
since they acquired autonomy. By contrast, the Vietnamese are trying to turn the former
-planning organs, which resemble Chinese “administrative corporations,” into compelitive
industrial groups, so the task seems more difficult than that of China. I will discuss this

point later in this report.
The Management of Vietnamese General Corporations

The position of General Corporations in Vietnamese Economy

Major ihdi(_:ators of the eighteen general corporations are surmarized in Table 1. We can
see from the table that the eighteeri (iCs occupy large shares not only of SOEs but also of the
Vietnamese economy as a whole. The GCs and their affiliated enterprises occupy 46 percent
of total capital and 18 percent of total employees of SOEs. The GCs' total sales, excluding
those of four GCs which don’t helong to industry and mining sector, is 43 percent of Viet
Nam’s national industrial output!. Table 1 also shows the shares of each GCs in the industiries

11If we add the figures of special corporations, organized according to Decree 90-Ttg., to the figures of
GCs, they occupy 54 percent of total capilal of domestic enterprises, 68 percent of SOEs’ total sales, 78
percent of tax revenue from enterprises. (Information from Prof. Nguyen Dinh Phan, National Economic
University) )
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they belong to. Forexample, the turnover of Viet Nam National Coal Corporation (VINACOAL)
is 104.3 percent of Viet Nam's coal industry output. The turnover of VINACOAL includes
its output of industries other than coal industry, and therefore VINACOAL's turnover exceeds
that of coal industry as a whole. Because of the lack of breakdown data of VINACOAL's
turnover, its real share in Viet Nam’s coal industry is unknown, but we can safely guess from
available data and description on VINACOAL's business that VINACOAL’s share is almost
100 percent. We can see from Table 1 that GCs of electricity, tobacco, steel, oil and gas also
occupy monopolistic positions in each industry.

The GCs of textile and garment, paper, chemicals and cement have shares of 30 to 45
percent in their industries, while in the cases of rubber, food (grain) and shipbuilding, the
shares of GCs are unknown due to the lack of data.

The GCs and their affiliated companies are also major sources of revenuefor the government.
The 18 trillion dong tax rvevenue from the eighteen GCs occupied 28 percent of total budget
revenue (64 trillion dong) in 1997. Tax revenue from eighteen GCs was 61 percent of total tax

revenue from SOEs and joint ventures.

The characteristics of management

Two points can be pointed out as characteristics of Vietnamese GCs' management.

First, from Table 1 we can see that each GC concentrates on a particular industry, and
the degree of diversification is very low. For example, VINACOAL's business scope is mostly
within-the coal industry, including mining, selection, transportation and marketing of coal.
Integration of coal mine machinery factory may be called vertical integration, but it is
h‘ardly s0 in the context of planned economy: it was commonplace for the users of a certain
machinery to integrate machinery prdduction in planned cconomy. A close examination of
Table 1 reveals that three other GCs also have machinery factories catering for its own
industry.

Information from Table 1 shows that GCs are basically created by horizontal integration
within a certainindustry, with some machinery factories, trading companies and transportation
companies catering for the industry. No GC engage in diversified management. Therefore,
the demarcations of businesses between GCs are clear with very little duplications. .

This is not the case in China. Most industrial groups diversified their producti.on into
several industries. Not only these groups that were created spontaneously by SOEs but the
“administrative corporations” also engage in multi—seétor business. For example, China
Ordnance Industry Corporation, which organizes ordnance factories, diversified its business
into automobile and motorcycle production and other industries, and as a resuilt, the share
of ordnance product:lon in their total output is less than 20 percent now. China Aviation
Industry Corporation also diversified into automobiles and household electrical appliances,
and the share of aircraft production is also less than 20 pércent of their total output. Since
cach corporation tries to enter a profitable indlistry, duplications ahd competition between

“administrative corporations” are commonplace. For example, the State Council made a
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clear demarcation between CNPC and SINOPEC and let the former concentrate on mining
of oil and gas while the latter concentrate on oil refining and petrochemical industry. But
later on CNPC started to invest in refinery and petrochemical industry, which were more
lucrative than mining, creating duplication and competition with SINOPEC. In 1998, the State
Council made a reshuffle of affiliated companies of CNPC and SINOPEC, creating two major
petrochemical companies, both of which integrating mining, refinery and petrochemical
industry.

Diversification of industrial groups in China frustrates the demarcation by the government,
and eventually creates competition among SOE groups. By contrast, Vietnamese GCs seems
to have abided by the demarcation set during the era of enterprise unions by the government.
Thus GCs monopolize a certain industry, and there seems to be little competition between
GCs.

The second characteristic of GCs' management is that some GCs act as if they were
government ministries supervising a certain industry rather than as independent firms with
their own strategy. For example, Viet Nam National Cement Corporation (VNCC) regulates
not only the prices of its own affiliates but also those of factories that belong to local
governments. A proposal from Chin Fon Haiphong Cement Co., an affiliated joint venture of
VNCC, to lower the price of their product was turned down by VNCC for fear that the price
cutting might affect the sales of local cement makers. If VNCC were a profit maximizing
entity, it would just pursue the way to minimize ils own costs and would not care about its

influence to firms outside the corporation.

Characteristics of “administrative management”

That the Vietnamese GCs’ management resembles the operalion of government ministries
can be understood from their history and their personnel which also came largely from
enterprise unions. What are the differences between ordinary corporate management and
administrative management: the managément of administrative corporations? Two points
can be pointed out from observations of Chinese corporations.

First, administrative corporations take their current affiliates for granted and their main
concern is to improve the performance of their affiliates, while in the case of corporate
management, managers will think where to invest their resources in order to develop their
firms, and if some parts of the current business are running in bad shape, they may consider
resiructuring the companies’ businesses. For example, if ordinary corporate managers face
such bad situations as Viet Nam Steel Corporation and Viet Nam Oil and Gas Corporation,
they may consider a strategic adjustment of the corporation by selling some parts of current

assets and investing in other industries. In the case of administrative management, however,
 affiliated companies are regarded not as assets but as objects of supervision. Thus, managers
will never think about scrapping them, and they will seek ways to improve their performance
even il there is little hope for improvement. The case of VNCC, which I have mentioned before,

shows the characteristic of administrative management in that the corporation protects its
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weak affiliates at the expense of its competitive affiliate, instead of scrapping the former
and letting the latter become the growth point of the corporation.

Secondly, administrative management often fails to extract synergy between its affiliates
and are indifferent to internal duplication which harms the corporation as a whole. One
exampleis Jinjiang Group of Shanghai, China. Thisis an administrative corporationestablished
under the Tourism Bureau of Shanghai municipal government, which owns a dozen or so
hotels only in Shanghai city. The affiliated hotels of the Group are mostly in the same range
of price and located adjacent to each other. In market economy, the purpose of making a
hotel group is, it seems, to enhance the brand image of the hotel and to attract repeating
customers, Therefbre, it seems essential for a hotel group to have affiliated hotels in many
cities. It is unclear what sort of advantage a hotel group can have by owning many hotels
only in one city. There may be some sort of scale economy in procurement, but there is an
~ obvious disadvantage of internal competition.

Not all industries are the same, however. The advantage of scale economy by horizontal
integration may exceed disadvantages of integrationinsomeindustries. But since administrative
corporations are organized by integrating the current enterprises which the corporations
have been supervising, it is often an assembly of enterprises with no complementarity. The
SOEs to be supervised by a certain governmental organ, such as administrative corporation,
are determined by rules or convenience of administration, not by considerations on
complementarity and advantages of integration. Therefore, it is often the case that sheer
integration of current affiliates will have more disadvantages than advantages. A strategic
adjustment of ‘the group structure is needed for the corporation to extract advantages from
mtegration.

In the case of Jinjiang Group, for example, they must consider selling some hotels in
Shanghai and buying some in other cities instead. Another example is Capital Steel Corp. of
Beijing, China. Recognizing that the steel industry will saturate sooner or later, they integrated
machinery companies and invested in semiconductors to acquire a new growth pole. By
contrast, Jinbei Automobile Corporation in Shenyang concentrated on automobile industry
after they had become an independent company. This corporation was a division of Shenyang
municipal government which supervised automobile industry of the city, and in 19841t became
an independent corporation. At the beginning, Jinbei had beverage factories and mining
machinery factories which it had been supervising, but since becoming an independent
corporation, it started to scrap those factories which had no relationship with automobile
industry and concentrated its business on automobiles.

A necessary condition for such strategic adjustments is that the corporation has the right
to sell, restructure, and close its affiliated companies: this is, the corporation has full

ownership of its affiliates. T will discuss this in the following section.
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The Relationship between GCs and Their Affiliated SOEs

Ownership of SOEs

What is the relationship between Vietnamese GCs and their affiliates? I have described the
companies which belong to a certain GC as “affiliates” or “affiliated companies” in this paper,
which in the western context means those companies which the GC holds one hundred percent
or a substantial share of capital. Even though the written materials from Viet Nam may use
these terms, ‘tvhe reality of Viet Nam is not like that. Every scholars I interviewed in Viet
Nam affirmed that GCs didn't have the right to sell their affiliates. This means that GCs
don’'t have ownership of their affiliates.

In socialist planned economy, ownership had a very different meaning with that of market
economy. There was no notion of corporate property of SOEs:all assets of SOES were
regarded as state owned. SOEs were regarded as borrowing the assets from the state to
operate them, or that SOEs’ assets were owned by the state but their use rights or managing
rights belonged to the enterprises®. But as market economy is introduced and SOEs start
to engage in many types of transaction, ambiguous notions of ownership and managing
rights cause many troubles. For example, when a SOE borrows money from banks, it needs
to provide a security for the loan, but whether the SOE has the right to provide assets which
it doesn’t own as security is questionable.

In market economy, the firm’s assets are corporate property and what sharcholders
own is the firm’s capital or shares which represent capital. Owners of capital involve in
management through the ownership of capital. There is a strict difference between corporate
assets and capital, and even in the case of SOEs, it is not that enterprises' assels arc state
owned, but only the enterprises’ capital is statc owned. In the case of socialist enterprises,
by contrast, there is no notion of capital, and all assets of the enterprises are regarded as

state owned,

The notion of capital

In order that the so-called “affiliates” might become real affiliates of GCs, the first step
is to introduce the notion of capital in Vietnamese SOEs. Without the notion of capital, there
will be no capital ownership between SOEs: SOEs can only be an independent enterprise or
a part of other enterprises.

The second step is to let the GCs own the capital or shares of its affiliates. There are two
ways to do this: one is to let the GCs buy the affiliates from the initial owner, the state, and
the other is that the state nominates GCs as the agents which own the capital of their affiliates
on behalf of the state. In the case of the latter, since GCs will become representatives of the

state to exercise ownership of SOEs, GCs don’t have to pay for the transfer of ownership. This

2 The “State-run Industrial Enterprise Law” (1988) of China stipulated that “Enterprises’ assets belong to
the ownership of whole people (=the state). The state delegates the management to the enterprises
according to the principle of separation of ownership and managing rights.”
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is called “delegation” or shouquan, in China. The property rights of SOEs being ambiguous
during the era of planmed economy, there were no organs which actually had the right to
exercise ownership of SOEs. This is understandable because there was no chance to “exercise
ownership,” that is to sell and buy firms, in planned economy. “Delegation” means that an
authorized government organ nominates the agent who can exercise ownership rights of a
certain SOK.

T described the system of “delegation” in Figures 1 and 2. Figure 1 (A) shows the traditional
regime, that is the current situation of Viet Nam. The relationship between GCs and its affiliates
is an administrative subordinate relationship. This can be compared to the relationship
between a division and subordinate sections in a government or enlerprise organization.
The division chief has the power to direct and the obligation to supervise the activities of
subordinate sections within his purview. But the division chief is not the owner of subordinate
sections:he doesn’t have the right to sell them or transfer them to other pcople. After
delegation, GCs will have the rights and obligations as owners of subordinate companies.
(Figure 1 (B))

Figure 2 shows the changes in the balance sheets of GCs and their affiliates after delegation,
The state capital which the state owns in GCs’ affiliates is transferred to GCs and becomes the
capital which the state owns in GCs, while GCs become the capital owner of their affiliates.
The amount of state assets: state capital of theseSOEs remains unchanged (=4000) throughout
the delegation,

It was not until 1993 that the notions of assets and capital were clearly defined in China.
In 1993, the accounting standard was changed, and “the Corporate Law” was promulgated
in the next year, while a thorough re-examination of SOEs’ assets and liabilities was conducted
during these years, Only after the SOEs’ balance shects were made according to the new
standard, which is similar to western rules, “delegations” started to take place.

There are the notions of assels and capital in Viet Nam too, but it seems that the difference
is not properly understood by many firms. In a survey on state-owned trade and service
companies conducted in 1998 (General Statistical Office 1999}, the amount of both assets and
capital of each sub-sectors are listed, which suggests that both words are known in Viet
Nam, but we also find thal the amounl of assets and capital are exactly the same in all sub-
sectors, districts and other sub-divisions. The reason of this is cither Vietnamese state-owned
trade and service companies have no liabilities, no loans from banks, and no payables, or the
companies didn’t make any difference between assets and capital, and regarded that the
word “capital” was the same as enterprise assets. Since the former is very unlikely, we can
only guess that there is no notion of capital {net assets) in Vietnamese state-owned trade
and service companies. This may be the case with other SOEs in Viet Nam.

Judging from the above, it is necessary to introduce the notion of capital in Vietnamese
SOEs by introducing new accounting standards suitable to market economy in order to

create ownership relationships among GCs and their affiliates.
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Control through Ownership

To disseminate the notion of capital among SOEs and to ostensibly create ownership
relationships between GCs and their affiliates may not be too difficult, because this is only
a matter of writing documents. But to establish a real ownership relation between GCs and
their affiliates may be difficult. It may not be easy to let the affiliates accept the fact that
their supervising organs suddenly changed into their owners,

Shanghai municipal government of China has turned their industrial bureaus into holding
companies which own their subordinate SOEs in 1994 and 1995. The history of these holding
companies is similar to that of Vietnamese GCs, for both were government organs formerly.
The Textile Industry Bureau of Shanghai city, for example, was reorganized into Shanghai
Textile Holding Company, which holds more than three hundred SOEs. But it is unable for
the Holding Company to collect the profits of its subsidiaries and invest the money at will.
The Holding Company leaves 90 percent of after-tax profits of its subsidiaries to each of
them, to which the Company has ownership, and registers the retained profits of subsidiaries
as reinvestment from the Holding Company, while collecling the remaining 10 percent for the
expenses of the Holding Company. In theory the profits of subsidiaries are at the disposal
of the Holding Company, but in reality the Company is obliged to leave as much as 90 percent
of profits to subsidiaries. This is because the Holding Company’s history is {oo short to
establish control through ownership over its subsidiaries, even though it is the nominal
owner.

In Viet Nam, GCs haven’t even established nominal ownership of their affiliates. Therefore
GCs have no rights to sell or restructure them. At present GCs collect only parts of affiliates’
assels and use them for paying the running costs and investing in common projects. What are
the role and power GCs have to their affiliates, when don’t have control through ownership?
An interviewee told the author that GCs have the right to appoint managers of affiliates and
supervises the foreign relationships, such as introducing foreign capital, import and export,
of affiliates. GCs make investments with retained profits in common projects, and they
negotiale investment projects with the government. It seems that the role of GCs is not so
different from that of enterprise unions. The power they have over their affiliates doesn’t
come from their ownership but from their status asintermediary administrative organizations:
GCs have the right to ratify the activitics of subordinate SOEs.

Conclusion: the Future of Vietnamese GCs

[

Judging from the above, Vietnamese GCs seem to be very different from industrial groups
~ in market economy. The relationship between GCs and affiliates is not the same as holding
companies and their subsidiaries, and GCs' role is more like administrative organizations
than holding companies.

But experiences of China suggest that it is not impossible to turnadministrative organizations

into competitive industrial groups. There are several examples of (at least once) competitive
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industrial groups, which were divisions of local governments formerly, such as the above-
mentioned Jinbei Automobile Corporation, and household electrical appliance companies,
Kelong and TCL.

Vietnamese GCs have to solve many problems to become competitive industrial groups. First,
they haveto establish ownership rights to their affiliates. This includes not only the introduction
of the notion of capital, but also the redistribution of power inside the Corporations. Secondly,
a strategic adjustment of business is needed. A necessary condition for this to take place is
the existence of rules on the buying and selling of SOEs. Thirdly, the GC manager's way of
thinking which dates from the days of enterprise unions must be changed. A new method of
choosing managers must bé designed in order to renovate the management.

One reason that the GCS retain their administrative characteristics is because they still
have the function as administrative organizations. They have the right to ratify foreign
trade, introduction of foreign capital and government investments of their subordinates.
They will retain this function as long as the rights of subordinate SOEs are limited. Therefore,
when SOEs start to have more autonomy, the need to supervise them diminishes, and GCs
may seek new roles other than administrative organs.

But when GCs become independent profit-seeking enterprises, we must pay attention to
the problem of monopoly. As we have seen in Table 1, some GCs have very high shares
their industries. Whether the advantages of economies of scale and scope stemming from
horizontal integration exceed or not, the disadvantages of monopolistic behavior need to be
carefully examined taking each industries’ properties and the situation of Viet Nam into
consideration,

Tn this paper, I have tried to explore the current situation of Vietnamese GCs based on

very limited informalion, I must admit that there still remain a lot of problems to be clarified.
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Fig. 1 The Relationship bstween GCs and their Affiliates
(A) The traditional regime
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(Source) By the author.

Fig. 2 Balancs sheéts of firms before and after delegation
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(B) After delegation
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10

International Merchandise Trade Statistics
in Viet Nam

Tran Thi Hang
General Statistics Office

I. GSO Organization and Staffing

GSO was established by the Government of Viet Nam in 1956. There is a headquarters in
Hanoi, which is responsible for providing socio-economic statistics for users (national and
international) according to regulations of Government, and for managing and guiding the
work of 61 Provincial Statistics Offices (PSO). In Hanoi, Trade and Prices Statistics
Department of GSO has a staff of twenty-four, with 5 engaged in foreign trade statistics.

. International Merchandise Trade Statistics (IMTS) of Viet Nam

1. Before 1996

The International Merchandise Trade Statistics (IMTS) of Viet Nam have been compiled
and disseminated by the General Statistics Office (GSO) since 1956 based on primary data
of companies.

Since 1986, the economy of Viet Nam has been on the way to move to market-oriented
mechanism, foreign trade activities have developed rapidly, the number of companies and
corporations participating in foreign trade sector changed over that period. While a number
of them have increased rapidly, several others have gone bankruptey. Hence, IMTS collecting
through companies and corporations directly engaged in foreign trade have faced many
difficulties in terms of time and scope of data collection (mainly insufficient due to lack of
information on newly-established companies and enterprises).

As far as methodology is concerned, the collection of data directly through foreign trade
companies does not suit the international methodology of foreign trade statistics.

Since 1990, General Statistics Office (GSO) in cooperation with General Department of
Customs (GDC) has developed the initial report system (custom declaration, commodities
list) and Customs statistics report system. In 1991, GSO issued regulation on Customs
statistics report system. However, due to several difficulties facing on organization of
statistical works at grass root level (such as customs checkpoints or provincial Customs
. offices), the Customs statistics report system has not run smoothly.

Since 1994, in order to meel the requirement of modernizing customs works, GDC has
moved toward rapidly. The statistical informative system has been improved rapidly from
central lovel to provincial and border level. This creates favorable conditions for Customs

Office to implement export-importation statistics system that isbased oncustoms declaration.
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2. From 1996

The February 1996. The Gévernment of Viet Nam has officially assigned GDC to collect
and supply information and primary data on foreign trade statistics by means of customs
declarations to GSO, Ministry of Trade (MOT) and Ministry of Planning and Investment
(MPI) on report forms so that-they can be submitted Government and other concerned
agencies. However, at initial stages of implementation of statistics works, the quality of
foreign trade statistics of 1996 were not so good. In order to disseminate official IMTS of
1996, GSO had to combined GDC resource and Company’s reports.

I, Data Resources, Scope and Coverage of IMTS

1, Overall

As mentioned above, since 1996, General Depariment of Customs in Hanoi has the
responsibility, which was given by Government, for collecting primary data for exports and
imports through customs declarations. In the meantime, standard methodology of IMTS has
been followed and implemented step-by-step in close accordance with recommendations by
the Statistical Commission within the United Nations. In fact, a Guide to data source and
coverage of the IMTS was promulgated in conjunction with Decision No. 244,71998,/QD-
TCTK dated 5/5,/1998 by the Director General of the General Statistics Office. This becomes
one of the main legal documents applicable in both customs-based data source system and

non-customs data source system with respect to IMTS.

2. Coverage of IMTS

By 1996

Viet Nam used the special trade system (striet definition) for compiling IMTS. In such a
case, imports include all goods entering Viet Nam for home consumption or home use and
may be cleared direct from overseas or from bounded warehouses through customs. The
exports consist of goods leaving Viet Nam.

Both imports data and exports data, which were disseminated officially, were not consist
of data of transactions between Vietnamese export processing zones and foreign countries,

and data of border trade.

In theory, all goods which add or subtract from the stock of material resources by entering
or leaving the economy territory are recorded.

The special trade system of recording, under the relaxed definition, is adopted in the
compilation of Vietnamese international merchandise trade statistics.
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» Exports: Consist of domestic goods-originally produced in Viet Nam, re-exports of foreign
goods in the same state as previously imported, exported from the circulation area or
Export Processing Zones, directly to the rest of the world or deposited into bonded

warehouses for subsequent export.

» Imports: Consist of foreign goods, re-imports of domestics goods in the same stale as
previously exported, imported into the free circulation area, export processing zones, or

premises for inward processing directly from the rest of the world or bonded warehouses.

Goods to be included in the IMTS of Viet Nam

(1) CGoods are brought into or taken out of the country under a contract signed between
state-owned, non-state owned or joint venture enterprises and foreign partners. Goods
traded on government account under barter, grant or loan agrcement (excluding
transactions mentioned below)

(2) Goods leaving or entering under the government foreign-aid programs or sponsored
by organizations of non-government

(3) Goods re-exported or re-imported as mentioned above

(4) Non-monetary gold

(5) Unused banknote or check forms or coin not in circulation and collector’s coin set

(6) Goods on lease for one year or more, goods on financial lease of one year or more
(ships, aircraft....)

(7 Value of part and accessories replaced in goods when repairing or improvement

(8) Temporary trade for the goods brought into or taken out of the Viet Nam with an
expectation of subsequent re-exports or re-imports within a limited time for trade fairs
or exhibitions commercial samples...but they are sold.

(9 Goods in border trade without any permits or other official authorization.

(10) Dutiable portion of migrant's goods which are defined by Customs regulation

(11) Goods traded by post

(12) Electricity, gas and water sold to or purchased from neighboring countries

(13) Transaction in which one or both national boundaries not crossed:
a. Fuels, stores, bunkers sold to and purchased from foreign vessels or aicrafts
b. Marine products, mineral mined in waters, sold to foreign vessels (export) or

purchased from foreign vessels by national vessels (import)

c¢. Trade in drilling rigs operating in international water

d. Ships and aircraft purchased or sold in international traffic

Goods to be excluded from IMTS of Viet Nam
(1) Goods sold or purchased in the Duty Free Shops

(2) Goods traded in Viet Nam and paid in foreign currencies (called “local exports”

previously);
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(3) Goods purchased under a sale contract in a country and sold to the third country
without crossing the Vietnamese borders or brought into bonded warchouses for
subsequently taken out of Viet Nam; Goods in transit;

(4) Goods temporarily admitted or dispatched, (Some of these are goods for trade fairs
and exhibitions, commercial samples, animals and equipment for circus, art exhibitions
or racing and then returned;

(5) Goods consigned to the armed forces and diplomatic representatives or embassics
abroad by the government or brought into foreign diplomatic representalives or
embassies located in Viet Nam by their governments;

(6) Monetary gold: gold under transactions between national or international monetary
authorities or authorised banks for foreign exchange reserves (HS:710820) ; Issued

banknote, check forms (HS:430700) and issued coins in circulation;

In praciice,due to some difficulty conditions, there are some cases which are not included

yet in 1997 statistics as following:

(1) Export and import of electricity, water, gas with neighboring countries. These
transactions are not covered by customs declarations now;

(2) Marine products catch, mined minerals {from seabed in international waters, sold to
foreign vessels (exports) or purchased from foreign vessels by national vessels
(imports) while on the high seas; These products are not declared in customs

declarations when traded.

IV. Methods of Compilation

1. Time of recording

Goods are included at the time when the customs declarations are finalised by Customs a

uthorities.

2. Reference period

The calendar month/quarter/year is used in compiling and disseminating the international

merchandise trade statistics.

3. Bases of valuation

Exports are valued on a FOB-type (free on board) basis. It includes the transaction value
of the goods and value of services performed to deliver goods to the Viet Nam border.

TImports are valued on a CIF-type (cost, insurance, freight) basis. It includes the transaction
value of the goods and the value of services performed to deliver goods to the Viet Nam

border,
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Most data are reported in US dollars (USD), but information on border trade is reported
in Vietnamese Dong (VND).

4. Partner country & country classification

In the case of exports, the partner country is the country of destination (known at the
time of export).

In the case of imports, the partner country is the country from which the goods were
originally despatched.

Imports and exports are also regrouped into economic, trade groupings of countries and
areas such as ASEAN, APEC, EU, OPEC...

5. Classifications

1) Viet Nam Exports and Imports Classification List: which is mainly based on nature of
‘goods. The following two nomenclatures classify goods according to composition of State

plan:

+ The Classification of Imports: which groups goods based on their end-use into two main
divisions, each of which is further divided into subgroups as follows:
(1) Machinery, equipment and materials for production
1.1. Machinery, equipment, tools, accessories and parts
1.2. Fuels and materials
(2) Goods for consumption
2.1. Food
2.2. Foodstuffs
2.3. Medicines and pharmaceuticals

2.4. Other consumption goods

+ The Classification of Exports: which classifies goods according to their principal
industry of origin with 5 economic activities:
(1) Heavy industry products and minerals
- (2 Light industry products
(3) Agricultural products
(4) Forestry producis
(5) Marine and seafood products
These classifications are mainly used for the purpose of plan making.

9 HS classification: The Viet Nam Harmonised System or Viet Nam Exports and Imports
Classification List, applied in customs declarations, has been adopted by the General
Statistics Office since December 1995, for both customs and statistical purposes. This

nomenclature uses an 8-digit classification system with the first 6-digit adopting the HS
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of the World Customs Organization and the seventh and eighth digits representing a
further broken-down to meet the needs of Viet Nam. In addition, for different purposes,
the international merchandise trade statistics are also classified by the following
nomenclatures. The data of 1997 were provided form GDC to GSO classified by HS code
with 6-digit.

3) Phan nganh kinh té quéc dan Viet Nam: Promulgated in October 1993 by the Government,
The Viet Nam Standard Industrial Classification of Economic Activities (VSIC-93) is a
classification system based on the United Nations’ ISIC Rev.3 or International Standard

Industrial Classification of Economic Activities, Revision 3.

4) The United Nations’ SITC or Standard International Trade Classification Revision 3: which
classifies goods mainly according to their stage of production. The data obtained from
companies and Customs records are clerically converted to codes of SITC(I-digit or 3-
digits).
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Main Trade Features of 1995-1998

@® Although growth in exports and imports has been at double-digit average annual rates
of 23.5 per cent and 18.5 per cent respectively over the past four years, annual growth
has been slow. Viet Nam’s merchandise trade increased by 37.7 per cent in 1995, 35.3 per
cent in 1896, 12.9 per cent in 1997 and only 0.4 per cent in 1998 according to preliminary
estimates. Imports decreased more strongly than exports in four conseculive years
resulting in a large reduction in merchandise trade deficit of 2.706 $ million in 1995 and
down to 2.133 $ million in 1998 (tables 1 & 2).

@ Number of trading partners has jumped from 99 countries or territories in 1995 up to 172
in 1997. Among six continents, Asia and Africa were the two having largest nurnber of
trading partners taking 27.9 per cent and 25.6 per cent of total respectively, followed by

Europe, America and Oceania, according to figures of 1997 (Table 7).

@ Asia was the largest trading continent comprising only around one-third of total number
of partners while contributing about three-quarter of total trade, By contrast, the most
disperse trading continent was Africa, where number of trading partners has accounted
for between one-fifth and one-fourth in the period of 1995-97, while this continent has
never made its contributions exceeding one-twentieth of total trade every year since 1995
(Table 8).

@ As an inter-regional organisation, Asia Pacific Economic Co-operation (APEC) remained
Viet Nam’s largest trading group responsible for three-quarter of total trade. Among
i‘egional groups, ASEAN was the largest trading group taking around one quarter. EU,
as an increasingly favorite group, represented one-seventh (14.526), according to figures
of 1997 (Table 8).

@ For two consecutive years (1996-1997), Singapore has been the largest trading partner (in
1995 ranked second behind dapan) with two-way trade ranging from 15 per cent to 18 per
cent of total trade followed by Japan. The two combined has accounted for one-third of

total trade for three consecutive years of 1995-1997 (Table 8).

@® According to Viet Nam Standard Industrial classification (VSIC-1993), five industries
having the biggest trade deficit percentage share of total deficit were manufacture of
chemicals and chemical products (coded 24 in VSIC) taking 77 per cent, followed by
manufacture of machinery and equipment (29) comprising 58 per cent: Manufacture of
coke, refined petroleum products and nuclear fuel (23) were responsible for 42.6 per cent
of total deficit. Ranking as the 4th and 5th were manufacture of rubber plastic product
(25) accounting for 27.3 per cent and goods resulting from manufacture of basic metals

163



(27) contributing 25.3 per cent of the total, according to figures of 1997. A high rate of
trade deficit means the products of the above industries of origin were mainly produced

in foreign economies {table 5).’

@ Also in respect of VSIC-1993, five industries having the biggest trade surplus percentage
share of total deficit were extraction of crude petroleum and natural gas (11) responsible
for 57.7 per cent of total deficit, followed by manufacture of food products and beverages
(15) accounting for 55.9 per cent. In the 3rd and 4th positions there were manufacture
of wearing apparel and fur articles (18) taking 44.4 per cent and agriculture and related
service activities comprising 35.7 pe‘r cent. Products of tanning and dressing of leather,
manufacture of luggage, handbags, saddlers, harness and footwear ranked 5th accounting
for 33.6 per cent, based on data of 1997. A high trade surplus implies that those industries
were in strong positions among export-oriented industries and also these only exploited

natural resources or carried out simple processing (table 5).
Exports

@® A downward trend in export growth was largely aliributed to economic slowdown in Asia
resulting in narrowed demand in some major exports such as footwear, fishery products
and apparel & clothing accessories. Another main reason could be a decline of 3.4 per
cent in export prices in 1998 compared with 1997, particularly annually averaged price of
crude oil df‘opped from $ 148 US dollars in 1997 to only $ 102 in 1998. In particular, only
price of crude oil caused a fall of 6 per cent in export growth. However, exports increased

in real terms by 5.5 per cent and this in part kept positive growth of 1.92 per cent in 1998.

@ Asia has also been the largest trading continent for the period of 1995-1997, contribuling
72 por cent of the market Viet Nam’s exports in 1997. However, this figure of 1997 slowed
down to 65.5 per cent, mainly attributable to Asian Financial Crisis. Exports to Europe
as percentage share of total exports increased significantly from 11.5 per cent in 1995 up
to 18 per cent in 1996 and remained at this level in 1997, mainly exported to EU market.
In addition, percentage distribution of Exports to Oceania was up from only 1 per cent
in 1995-1996to 5 per cent in 1997. This may imply that export market was still discrete

but there was a significant change in trade divection to expand market (Table 8).

® Exports were mainly primary goods, in spite of the fact that its percentage.share of total
has trended down from three-quarter in 1995 to approximately one-half in 1997. The
primary goods exported to APEC, as a largest group, accounted for a fairly'hig}_ler level
of 57.4 per cent of total exports to this market. Among primary goods, division of 0 or
food and live animals accounted for a largest share of 37.5 per cent in 1995 but this figure

has slowed down consecutively in the following two years to 29.3 per cent in 1997. Among
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manufactured goods, percentage distribution of most SITC one-digit groups changed
significantly, in particular increasing from 24.1 per cent in 1995 up to 32.4 per cent in 1997

in case of miscellaneous manufactured articles (Table ).

@ With respect to VSIC one-digit commodity, products resulting from manufacture of food
products and beverages made the largest contribution of 19.7 per cent into total exports,
that of extraction of crude petroleum ranked second responsible for 16.9 per cent.
Products of manufacture of wearing apparel and fur articles accounted for 15.5 per cent.
Ranking as the fourth and fifth were goods produced by tanning and dressing of leather,
manufacture of luggage, handbags, saddlers, harness and footwear with 12.5 per cent

and products of agriculture ranked fifth with 12.2 per cent (Table 6).

® In respect of industrial origin of exports (based on an old-type industrial classification
of exports), there was an upward trend in percentage share of products produced by
handicrafts and light industry,while other industries have maintained almost unchanged
shares during 1995-1997 (Table 3).

Imports

@® Asia has also been the continent making the largest contribution of three-quarter (71-18
per cent) of total imports every year since 1995. More Especially, Singapore and Japan

ranked first and second respectively (Table 8).

@ According to SITC, manufactured goods were dominant in relation to primary goods.

| There was an increase in its percentage share from 76.5 per cent in 1995 to 81 per cent in
1997. Among items of manufactured goods, percentage distribution of manufactured goods
classified chiefly by materials was 23.1 per cent in 1997 up {rom 18.5 per cent in 1995
(Table 4).

® It seems that there has been a downward trend in the percentage share of consumer goods
‘during 1995-1997. From 15.2 per cent recorded in 1995, its percentage distribution slowed
down to 10.1 per cent in 1997. On the contrary, capital goods also made an increasing
contribution of 25.7 per cent in 1995 up to 30.3 per cent in 1997 (Table 3).
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Table 1. Total merchandise trade, balance of merchandise trade

- 1995 1996 1997 1998 (* )
Total trade 13604 18400 20777 20855
Exports 5449 1256 9185 9361
Imports 8155 11144 11592 11494
Balance of trade -2706 ~-3888 ~-2407 -2133
Table 2. Index numbers {previous year=100 or base year : 1991=10{)
: Unit: (%)
1995 1936 1997 1998 (*)
o Annual
Preuy, Prev. Base Prev. Base Prey. Base
average
Total trade 137.7 135.3 186.2 112.9 210.3 100.4 2111 120.5
Exports _ 134.4 133.2 179.0 12606 226.6 101.9 230.9 123.3
Imports 140.0 136.6 191.2 104.0 198.9 99.2 197.3 118.5
(*) Figures for 1998 are preliminary
Chart 1: Exports, Imporis & Balance of trade
Tr. USD -million
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Table 3. EXPORTS AND IMPORTS BY COMMODITY COMPOSITION OF STATE PLAN
Unit : 1,000USD

1995 1996 1997
Commedity group - - o
Value |[Share(%)| Value |[Share(%6)}| Value |Share(%5)
EXPORTS 5448951 | 1000 | 72558701 1000 | 9181995\  100.0
1. Mineral and heavy industrial 1377703 25.3 | 2084967 28.71 2574003 28.0
products
2. Handicrafts & Light industrial 1549832 28.4 | 2100950 23.0 [ 3372411 36.7
products
3. Agriculture products 1745715 320 2159599 29.8 | 2231387 24.3
4. Forestry products 153908 2.8 212244 29 225192 2.5
5. Fishery products 621400 114 696453 9.6 781981 8.5
6. Other products n.e.s 333 0.01 1628 0.02
IMPORTS 8155416 100.0 | 11143631 100.0 | 11592338 100.0
i - Capital and intermediate goods (2} 6917599 84.8 | 9759834 87.6 | 10421261 89.9
1. Capital goods (1) 2096944 25.7 | 3074997 27.6 | 3511514 30.3
2. Intermediate goods (D 4820655 59.11 6684857 60.0 | 6909747 59.6
- Consumer goods (2) 1237817 152 | 1383777 124 | 1171077 10.1
1. Food (2) 879 0.01 5501 0.05
2. Foodstuffs 289076 3.50 319241 2.9 245270 2.1
3. Pharmaceutical and medicinal 69422 0.9 216520 1.9 357549 3l
products
4, Other 879319 10.8 8471317 1.6 562151 1.9

Note : () Excluding motor cars with 12 seats or less and unassembled motorcycles of consumption goods
(2) Revised data for 1995, 1996 : wheat flour and wheat are moved from food of consumption goods

to intermediate goods

167



Table 4, EXPORTS & IMPORTS BY SITC I-DIGIT COMMODITY, REV. 3

Unit : 1,000USD

1995 1996 1997
SECTION -
Value |[Share{%6)} Value |Share(%)| Value |Share(%)

EXPORTS 5418951 100.0 1 7255874 100.0 [ 9184995 100.0

A - Primary products (Sections 0-4) | 3664115 67.2 ] 4537679 62.5 | 4780928 52.1

0. Food and live animal 2064243 3791 2424146 334 2691920 29.3

1. Beverages and tobacco 4972 0.1 7038 0.1 33804 04

2. Crude materials, inedible, 370520 6.8 499578 6.9 376668 4.1
except fuels

3. Mineral fuels, lubricants and 1210605 22.2 1572040 21.7 1653537 18.0
related materials : '

4. Animal and vegetable oils, fats 13775 0.3 34871 0.5 24999 0.3
and waxes .

B - Manufactured producis 1784836 32,8 2710453 37.4 | 440134 41.9
(Sections 5-8)

5. Chemical and related products, 30874 0.6 65856 0.9 106563 1.2
nes -

6. Manufactured goods classified 319819 6.4 382572 53 562050 6.1
chiefly by materials

1. Machinery and transport 89399 1.6 414634 5.7 752710 8.2
equipment

8. Miscellaneous manufactured 1314744 24.1 | 1847391 25.5 | 2979081 32.4
articles

9. Commodities nok classtfied 0 0.0 7139 0.1 2763 0.0
elsewhere in-SITC

IMPORTS 8155416 100.0 | 11143631 100.0 | 11592338 100.0

A - Primary producss (Sections 0-9) 1914471 23.5| 2145613 19.3 1 2136451 18.4

0. Food and live animal 379914 4.7 408520 3.7 430307 3.9

1. Beverages and tobacco 80349 1.0 43118 0.4 83159 0.7

2, Crude materials inedible 456926 8.6 407334 3.7 369688 3.2
except fuels

3. Mineral fuels lubricanis and 201646 11.1] 1238036 11.1§ 1194450 10.3
related materials

4. Animal and vegetable oils, fats 95036 1.2 48605 0.4 58847 0.5
and waxes

B - Manufactured products 62406945 76.5 | 8973125 80.5 | 9428591 81.3

{Sections 5-8) :

5. Chemical and related products 1285167 15.8 | 1814987 16.3 | 1948473 i6.8
n.es

6. Manufactured goods classified 1511841 1851 23380163 21.4 | 2676195 23.1
chiefly by materials

1. Machinery and transport 2343302 28.7| 3400258 30.6 | 3432622 29.6
equipment

8. Miscellaneous manufactured 1100645 i35 1369117 12.31 1371301 11.8
arlicles _

9. Commodities not classified 0.0 24893 0.2 27296 0.2
elsewhere in SITC
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Table 5, EXPORTS & lMPORTS OF 1997 BY VIETNAM STANDARD

INDUSTRIAL CLASSIFICATION (VSIC), VERSION 1993

Unit : 1000USD

170

tratlers

Section })ivzlsion Industrial crigin Exports Imports
code code L
TOTAL 4184995 11592338
A Agriculture and Forestry 1127082 2751716
01 Agriculture and related service activities 1119488 258998
02 Forestry and related service activities 7594 16718
B 05 - Fishing operation of fish hatcheries and fish farms; 128084 2046
seruvice activities incidental to fishing
C Mining and Quarrying 1554394 102407
10 Mining of coal and lignite ; extraction of peat 110784 26
11 Extraction of crude petroleum and natural gas ; 1423390 34732
service activities incidental Lo oil and gas extraction
excluding surveying
12 Mining of uranium and thorium ores 101
13 Mining of metal ores 15187 1H
14 Other mining and quarrying 4932 67548
D Manufacturing 6262428 10816195
15 Maunfacture of food products and beverages 1808907 462663
16 Manufacture of tobacco producis 4282 2560
17 Manufacture of textiles 306909 762718
i8 Manufacture of wearing apparel and fur articles 1337658 267981
19 Tanning and dressing of leather ; manufacture of 1143671 334035
luggage, handbags, saddlery, harness and footwear ]
20 Manufacture of wood and of products of wood and 178566 36564
cork, except furniture ; manufacture of articles of
straw and plaiting materials
D 21 Manufacture of pulp, paper and paper products 367817 184191
22 Publishing, printing and reproduction of recorded 14239 11798
media
23 Manufacture of coke, refined petroleum products 118993 1145290
and nuclear fuel
24 Manufacture of chemicals and chemical products 94934 1947719
25 Manufacture of rubber and plastics products 86930 744611
26 Manufacture of ather non-metallic mineral products 86671 253401
27 Manufacture of basic melals 97004 706822
28 Manufacture of fabricated metal produets, except 40629 281487
machinery and equipment
29 Manufacture of machinery and epuipment n.e.c. 84546 1477856
30 Manufacture of office, accounting and computing H13 170343
machinery
31 Manufacture of electrical machinery and apparalus 104536 417590
| neec
32 Manufacture of radio, television and communication 467443 689074
equipment and apparatus
33 Manufacture of medical, precision and optical 17535 199411
instruments, watches and clocks
34 Manufacture of motor vehicles, trailers and semi- ' 12191 258106




I It o ) i
Section Division Industrial origin Exports Imports
code code

35 Manufucture of other transport epuipment 25660 387977

36 Manufacture of furniture ; manufacturing n.e.c. 190806 93998

L 74 Real estate, Renting and Business activities 99 1004

P 90(14) Sports facility & cultural operation 323 488

T 93 Other communily, Social and Personal service 60 0

activities
NES 112524 394482
Note : code “9014” in VSIC is corresponding to code "9214" in ISIC Rev. 3
Table 7. NUMBER OF TRADING PARTNERS & MARKET PERCENTAGE SHARE BY
GEOGRAPHICAL REGION
1995 199 1997
Geographical region Market Market Market
N N

umber share(%6) Number share(%) umber share{%)
Total 99 100.0 142 100.0 172 100.0
I. Asia 36 15.6 45 75.4 48 72.1
1. South-Eastern Asia 9 25.1 9 25.9 9 254
2. Eastern Asia 8 48.5 8 41.5 8 45.2
3. South-Central Asia 7 0.7 12 1.0 14 0.8
4, Western Asia 12 0.6 16 0.9 17 1.4
1. Europe 35 15.2 35 14.7 38 18.9
1. Eastern Europe i1 31 10 2.2 10 2.4
2. Northern Europe 10 1.1 9 2.1 10 2.9
3. Southern Euraps 6 0.9 10 1.1 i1 1.6
4. Western Europe 8 8.6 6 9.3 T 12.1
H. America 11 3.0 26 3.3 3 3.5
1. North America 2 2.5 2 28 2 3.1
2. Latin America and Caribbean 9 0.5 24 0.5 29 0.4
IV. Africa 13 0.3 33 0.2 44 0.4
V. Oceania 4 1.2 3 1.2 11 2.3
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Table 8. EXPORTS AND IMPORTS BY GEOGRAPHICAL REGION AND COUNTRY GROUPS

1995

1996 1997
Exports|imports Ex};ztrts Exporis|Imports Exj:gﬁ"ts Exporistimports Ex};\)rztrt 5
Total 54491 8185 | 2706 | 72559 | 111436 | 88878 | 9185 | 11592 | -2407
FDI Enterprises 440 1468 | -1028 7860 | 20427 | 12567 179 3196 | —1406
A. By Geographical Region
I Asia 3047 [ 6339 | 2392 | 52560 | 86126 | -3386 | 6019 [ 9036 | -3069
1. South-Eastern Asia 1112 | 23781 -1265| 17775 | 299211 -12146 | 2022 3245 | -1223
2. Eastern Asia 2156 | 3839} -1083| 33015 5362 | -21346 | 3819 5566 | -1747
3. South- Central Asia 13 71 -64 921 981 -54 47 112 -66
4. Western Asia 52 I 18 843 862 ~40) 131 162 -33
5. Other, n.e.s. 13 12 1
il. Europe 9% | 1083] -98| 11741 | 15402 | -3680| 2210 1727] 481
1. Eastern Burope 155 210 | -115% 1618 24261 717 251 241 10
2. Nortern Furope 99 130 -31 ] 18830 2060 —-201 318 230 146
3. Southern Furope 67 57 10 822 | 12061 -384 196 133 64
4. Weslern Furops 573 601 -98| 7302 9r091 -2318| 1385 | 1193 262
5. Other. n.e.s. )] 24 67
II. America 238 10 69| 2995 34| -4 477 306 121
1. North America 189 156 34| 2338 2808 | 441 353 288 62
2. Latin America 49 14 3 621 236 392 76 i7 58
and Caribbean
IV. Africa 38 8 30 267 129 138 49 24 26
1. Northern Africa 30 3 28 159 60 98 19 i 18
2. Other countries of Africa 8 5 3 108 €9 29 30 22 8
V. Oceania 5T 104 41 729 | 1585 { -8 255 218 36
1. Australia and New Zealand 57 104 -47 729 1535 -808 251 215 36
2. Other Qceanian counfries 1 21 -19 4 3 1
VI. Infernational 1 25 -24
Organizatlions
V. N.E.S. 187 48| -240| 4267 | 5181| -9131 230 233 3
B. By Economic Groups
1. ASEAN 1018 2270 | -1252 | 16785 29055 -12270 | 1014 | 3220 | -1307
Share (%) 187 218 23.1 26.1 21 238
2. APEC 4079 | 6494 -2415| 53612 89501 | -35979 | 6250 | 9392 | -3133
Share (%) 48| 796 7391 804 68 81
3.EU 798 10 181 8332 | 11532 | -3000| 1622 1335 287
Share (%) 13.4 8.1 1.8 10.3 18 12
4. OPEC 132 214 -82 | 2124 2012 52 199 sig| -18
" Share (%) 2.4 28 2.9 1.9 2.2 2.1
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Viet Nam’s ten largest export destinations (1995-1997)
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Viet Nam’s tea leading import sources (1995-1997)
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