Value of textile and garment exports to EU

{in million USD)
Year Textiles Garments
1993 4.5 245
1994 12.8 285
1995 5.0 350
1996 RO 420
1997 6.0 450

Source: Viet Nam Generul Customs Department

- and shirts). Very few enterprises are able to produce high value added products that require higher skills

However, what calls for attention is the fact that approximately 70 percent (in value) of textiles and

Germany. This leads to the question of how to create a direct access to markets for our exports so that

our products can be sold directly to the buyer without going throu.gh intermediate order makers, thereby

‘garments exported to EU go through intermediaries like Hongkong, Taiwan, Republic of Korea, and

reducing our dependence on them and at the same time improving our export efficiency.

A majority of garments exported to EU markets arc those that can be easily produced (such as jackets
and téchﬁiques such as suits or high quality shirts. Consequéntly, even qﬁotas are available for many

«  Fora number of markets for whic.h qhotas are not impoise'd such as'Japah; fa_iwan, Singapore,
Russia and so on, Viet Nam's annual export value has been in ﬁrcasirig rapidly. Japan is a big market
 and the value Viet Nam's textile and gafme:_it €xports to Japah acéoﬁnts for'zis. much as 46.3 péfcent
of its total value of textile and garment exports. However, the share of Viet Nam's textiles and

garments exported to Japan accounted for merely 3 percent of the total value of the latter's textile

and garment imports.

+  U.Sand North American markets. These are also major markets for imported textiles and garments.

From 1993 to date, the value of Viet Nam's textile and garment exports to the U.S has increased

items of that type, no enterprises are able to produce for cxpt)rt.

rapidly.
Viet Nam's textile and garment exports to the U.S -
(in million USD)
1994 1995 1996
- Garments 245 1508 - 200
- Knitted wear 0.1 1.7 359
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In the absence of the Viet Nam - U.S bilateral trade agreement, Viet Nam's textile and garment exports
to the U.S were subject to high tariff rates. However, this is an important initial stép for Viet Nam to

access the U.S market, and to understand the laws and trading practices of a new market full of promise.



Many people are optimistic about the possibility to export textiles and garments to the U.S market
after the conclusion of the Viet Nam - U.S bilateral trade agreement, However, many remaining
impediments to Viet Nam's textile and garment exports to the U.S, such as regulations on quota and
origin, should be taken into consideration in this regard. In addition, the competition between Viet Nam
and other countries in the region, especially China, and countries which have border with the U.S like

Mexico should also be taken into consideration.

Quotes from Sai Gon Economic Review Issue No 30 dated July 20, 2000
Mr. Le Quoc An, President of the Board of Directors of Viet Nam Textile and Garment General
Corporation (Vinatex), beiteves. that within three or four years from the time when two countiries granted
 normal tfading regulation (NTR) to each other, Viet Nam's textile and garment industry will be fully
able to reach an export value of one billion USD to the US mérket. He said, "At present, although the
tariff rates imposed on Viet Nam's textiles and garments exported to the U.S are two to three times
higher than those irﬁposéd on products from other countries, Viet Nam is still able to reach an export
value of USD 70 mitlion for these products in 1999. Once the tariff rates are reduced, the export value
will certainly increase rapidly.” >From the experience of Cambodia, only two years after the NTR was
exchanged between the two cou.nrries, the va.lue of textiles and garments e..rported Jrom Cambodia to the
U.S increased from zero to as much as USD 600 million in 1999. Mr. An confirmed that " Viet Nam's
: capaéity Jor textile and garment pro.duction. is greater than that of Cambodia and therefore there will be

o

more opportunities for our country.
Competition from Chinese textile and garment industry is the greatest competitive challenge for Viet
Nam's countei'part. More in-depth studies are required to make comparison of direct costs and efficiency
of textiles and garments between China and Viet Nam. Some comparisons have been made between

_ Chinese textile and garment industry and that of Viet Nam in several aspects. Following is one of them

for readers' reference:

- . First, the Chinese téxtile and gérment industry has a longer history than that of Viet Nam and the

country started their export-oriented industry develdpment at least a decade before Viet Nam did.

Second, after the normalisation of the Chinese and U.S relationship was made and as a result of
international dipl_ouiatic and trade relations, Chiha was able to negotiate with the U.S for a substantial
increase in the quotas for its exports to the U.S during the 80s, making the country's quota-based quantity

exceed any of that of other East Asian textile and garment exporting countries.
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Thirdly, China enjoys special advantages resulting from the presence of Hongkong and, to a certain
extent, Taiwan. China is able to inherit the quotas for textiles and garments left by these countries due to
their loss of labour comparative advantage (increased labour cost). The textile and garment cxborting
enterprises in Hongkong and Taiwan has an incomparably high level as regards international textile and
garment markets, including customs procedures and fashion demand. They are also able to transfer

know-how to highly competitive enterprises in China, especially those located in the Southern coastal

areas.

Fourthly, unlike Viet Nam, China's competitiveness benefited from its devaluation in 1994, This
advantage and the country's low inflation rates resulted in considerable reduction of local costs as well
as local prices compared to the international prices.

Finally, busincss costs scem to be lower in China than in Viet Nam while the two countries have about

the same wage level. In additibn, the charges to utilities and the tax rates in China are generally lower.

* The positive aspects of the competition between Viet Nam and China should be taken into consideration.
To some extent, this competition would encourage the development of the Vietnamese textile and garment
enterprises in an efficient manner. The Chinese textile industry is taking strong steps in an effort to

restructure itself and their experience should be looked at.

Quotes from Textile and Garment Journal

Chinese Textile Industry - Restructuring Measures for integratioﬁ

..... In 1997, although the te.ftile industry achieved remarkable results, it also revealed several
problems as follows: _ ‘

state-owned enterprises still operated with losses though the total loss was reduced by 2.2 billion
yuan compared to that in 1996. The number of loss-making SOEs accounted for $1% of the total number
of SOEs and the ratio between assets and liabilities increased to 76%. The key éompbhenrs of the reﬁi!e
industry were in a difficult situation. Statistics show that the'cou.an sub-sector inctirred a loss of 1.3
billion yuan in 1997, a reduction of 810 million yuan compared to that in 1996. The capacity un’lisén‘én

in the dying and printing sub-sector was as low as 50 percent and only one third of their production plan '

- was fulfilled. This sub-sector incurred a loss of 380 million yuan which is similar to that in 1996. The
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number of loss-rﬁaking SOEs accounted for 68 percent of the total SOES in this sub-sector, one third

gredter compared to that in 1996,

The domestic market is seriously affected by the competition from imported fibers. This sub-sector



used to be one of the profit-making sub-sectors of the industry, but has weaken in recent years and met
with many problems regarding product mix, production technology, and a management style that leads
to its less competitiveness compared to China’s foreign competitors, especially the neighbouring countries
and other countries in the region whose artificial fiber sub-sector is growing rapidly. These countries
take advaniage of currency depreciation to devaluate their fiber prices in the Chinese market. At preseni,
one third of Chinese artificial fiber are loss-making, another one third are operating at the break-even

point, and the remaining one third are making little profit.

.. The texn!e mdustry has developed a plan for a period up to the year 2000 to remove 10 million
obsolete spindles and accelerate the process of reorganising the facilities and assets of SOEs, reforming
their personnel through merging, buying and forcing loss-making enterprises to go bankrupt, and
improving SOEs' efficiency by shedding workers and at the same time providing jobs to redundant

workers.

In order to see major changes in the industry, at the end of 1997, the Government ministries and

agencies concerned developed a programme consisting of strengthening measures as mentioned below:

1. To encourage the removal of obsolete spindles, the Government will provide a 3 million yuan
grant aid and a 2 million yuan soft loan to every removal of 10 thousand spindles. The grand aid
will _be.maa'e up of transfers from the central government and the local government budget, 50

percent each.

" 2. The State will give attention to the textile industry by abolishing its non-performing bank loans
and requiring each local government to at least maintain the level of performance in 1997 while
" the new émoum of expenditures_ is increased by 10 billion yuan to finance the replacement of

spindles and the implementation of the project on reform of cotton yarn weaving enterprises.

3. The State requires' the textile industry to make a proper arrangement for redundant workers,
_ encourage them to seek jobs from employment service centres and ensure adequate income for
. those workers to meet their basic needs, and provide them with retirement allowance and health

insurance.
" Provide substantial supporr ] text:!es export. In 1998 the ratio of rebate on textile export tax is

expected to increase by 2 percent compared to the smndard level of 9 percent, and over 15 percem

of quotas committed under the agreement between China and Europe and the agreement between
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China and the U.S will be provided directly to enterprises entitled to do business with foreign

partners.

5. The State requires enterprises comply strictly with the system in which "the State issues production
permits and buys products permitted to be produced”, controls new cotron rolling capacity while

export is encouraged and entitled to obtain export credit and adequate export tax rebate.

6.  The cotton supply system will be improved and the State allows the price of products to fluctuate
within a range of 6 percent. The expori-oriented products made froin Xinjrrang cotton as a

substitution for imported cotton will enjoy tax exemption.

(Quoted from Viet Nam Textile and Garment Journal, January 1999)

Domestic market for textile and garment products

‘With 'a prdjccted population of about 88 million inhabitants by the year 2005 and nearly 100 million

'by the year 2010 and increased incomes, the demand for textiles and garments is expected to increase

verjf rapidly. Some forecasts expect the demand for textiles and gafménts to increase by 6 to 8 times

. between now and the year 2005 and over 10 times between now and the .ycar 2010.

272

. The level of pebple's consumption also changes as a _c_:oﬁsccjucnce of external inﬂuénqcs._ When the
living standards of the people .impr'o've, they .v.vouid necessarily demand for "delicious fobd and nice
clothes”. The preferences for design and fashion is no longer simple as before when their incoﬁleé were
low, and will change yeér after year, particularly in urban areas. Some traditional g'armen.t products such
as simple black silk trousers for females, and garments made from brown colour fabric for rural inhabitants
and so on have also changed. The requirement for a diversity of colour has become apparent. There is
also an increasing trend for consumption of ready—made garments whose demand tends to exceed that of
tailoured garments. People have been increasingly r&:cogﬁising the advantages of réady-rﬁade garments
in the aspec.ts of their conveniencé, their fit with consumer's preference, and their cheaper .prices compared
to those of tailoured garments. | _ ; | |

Another issue that is relatively pr'cssing is the very cheap price of imported textiles and garn_lerits
flown into Viet Nam, especially émuggled produ.cts, second-hand clothes, etc. flown int(_i Viet Nam
though various channels, that adversely affects locally produced goods.

On the other hand, the system of wholesale and retail trade of locally produced textiles and gannehts
is not yet organised and in fact left open for private traders' co_mrbl. Domestic enterprises have not been
able to establish distribution channels right in the domestic market. The relatiohship betweén prodhction

and distribution and that between wholesale trade and retail trade are requiréd to be established property



s0 as to enable textile and garments producers to control the domestic market.
3. Some features of Viet Nam's textile and garment industry

(1} The production scale remains small, a majority of equipment and machinery is obsolete, and the industry's
compelitiveness _is low. A dynamic garment industry exists besides an inefficient textile industry
Viet Nam's Itéxtile and industry occupies an important role in the national economy, ensures domestic
sﬁpply of one kind of essential goods, and has a comparative advantage for export promotion. The export
value in the year 2000 is estimated at nearly USD 2 bil.lion, placing the industry among the top exporting
industries. The export value of the industry in this year even exceeds that of petrol. The industry absorbs a
large pbrtion of the workforcé which accounts for 22 percent (over 500 thousand workers) of the total
industrial workforce.
Although the industry sees an annual output growth of more than 10 percent, it§ production size femains
- small with per capita yarn production of merely 0.8 kg and that of fabric of less than 5 meters. Equipment
and machinery currently used in the spinning and weaving segments is obsolete, thereby failing to provide
fabric as an input for export-oriented garment production.
As of late 80s, there were 860 thousand of spindles in 13 SOEs in the industry. A majority of equipment
: we_lé made in 60s and used fof over 20 years. Over the past years, a number of too old eqﬁipmem was
improved, inndvateﬂ or removed :_mﬂ repiaced by new ones, and yet the rate of replacement was merely 5.2
~ percent. Since old and o_b.soletc e.'quipment and technologies Accounts. for a majority part in the ihduétry,
although ihe Quality of products has seen some i'r'npro.vement, their output fails to meet adequately the
_ deinand for high .duality yarns, makin'g the industry still rely on. imported yarns. Tﬁe coverage of combed
yarn spinning technology fnerely accounts for 3 percent while carded yarn spinning technology still dominates
the spinning industry. Technology for PE mixed yarn spinning accounts for less than 16 percent.
A majority of equipm'e'nt forrflerly used in the textile industry is composed of narrow width shuttle
autématically changing weaving r.na.chines that were imported from China and used for a large number of
years. C0nsc§uently, the quality of products has been declining and the ability to diversify products is very
* * limited. Over the past years, new machines, including some modern weaving machines, were irhported to
' replacé the old ones,.and tb_ upgrad.c. the quality of textile products. During the past decade, about 1500 new
non-shuttle weaving machines (foréxample: ‘r'apier loom, airjet loom)out of the existing 10,500 weaving
machines were i'nipor't.ec_i fdr- the textile industry, meeting roughly 15 percent of the weaving capacity.
_ .In recént’ yéars, more invesuﬁent has beén put into the dying and finishing éegment of the industry, but
the SOEs got ﬁ;oét of the investment. This investment has contributed to improving the quality of and
© diversity of products of which there are new items that were unable to be produced before. Nevertheless,

the investment is scattered and yet to be regarded as complete due to the shortage of capital. -
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Given the need to produce for export, investments have been continuously put into the garment industry
for the purpose of production expansion and equipment replacement. Most modern sewing machines
currently in use are those with high speed ranging between 4,000 and 5,000 circles per minute. The industry
is also equipped with machines of special use like double needle sewing machines or zig-zag hem-stitching
machines, etc. There are sewing line for producing only one product, such as shirts, trousers and jeans,
sewing lines and the washing and pressing system.

Meodern technologies for computer-aided design and drawing for cotting have been applied in some

places.

(2} Garment export turnover remains high mainly due to subcontract and the industry still has to z;mport
heavily.

In recent years, garment cxpon turnover keeps rising and the iﬂdustry has become one of the major
export earners of the economy :

Proccssmg for export is the key feature of the industry since Viet Nam is yet to bc able to make its own
demgns produce its own materials and create its own network in mtemanonal markets. Under this mode of
production, all textiles and o;her accessories (e.g. threads, buttons, labels, packagmg etc.).are temporanly

- imported for re-export after tuniing into finished products. It is clear to see that the market ié that of the
contractor. The added value made on the export product is found mainly in the wages.aﬁd salaries of
workers and managers. ' _ |

At present, 80% of garment export is from subcontrac(s Accordmg to the Vlet Nam Garment & Textlle
Corporauon the corporation’s own export value in 1997 reached USD 475 million, out of which only 24%
were from direct export. Leadmg companies within the corporation like Viet Tien, May 10 etc. based most '
of their operations on subcontracts.

| This mode of production, however, is necessary in the initial stage to help the indust.ry secure jobs and
lcarn the art of export marketing. Vletnamese garment industry's strategy is to qu:ckly turn to dlrect export
of its own products and to enhance its own effectlveness ' _

To direct export(FOB export), the mdustry has no other way but to overcome existing shortcomings in
marketing and over-dependencc on foreign panners It also has to make up the current lose linkage between
textile and garment manufacturing sectors within the industry. The current approach of mvesunent—producuon
oriented should be redirected to market-effectiveness onented The mdustry s cnterpnscs should overcome
their own weaknesses, actively explore markets and offer new desugns to attract customers.

Other important points in the industry's strategy also mclude upgrading the current outdated eqmpmcnt
and technology of the textile sector, creatmg exponable garments and forgmg aclose and coheswe lmkage

between the textile and garment sectors. For FOB export, the Vietnamese textile & garment mdustry has to

overcome the following four weaknesses:
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- Labelling,
- Designing,
- Increasing the domestic contents in a product, and

- Enhancing product's competitiveness.

(3) Almost all materials used in the textile sector is imported
'Virtually all inputs to the textile industry, such as cotton, polyester yarns, efc. are imported from abroad.

Following are the main figures for the last few years:

Manufacture S
1- Yarns (thousand tons) 40 59 14
© 2- Cloth (mllhon metres) 280 263 317
Import :
i- Cotton (thousand tons) ' 325 68 77
2- Threads and polyester (thousand tons) : 26.3 _ 938 160
3- Cloth (rmllmn metres) 20 ' 72 S505*
Material production S '
* 1- Cotton (thousand tdns) - 2.86 4.1 52
* 2- §ilk (thousand tons) - 0.78 1.4 _ -
* 1JSD million )
Cotton cultivation

| The cultivation of cotton in the last few years has been maintained on over 10,000 ha of land. The low
effecti;.'eness of this sector results in its low pace of development. Under the Central Cotton Company's
estimation, to devel()p the cultwatmn area, it is necessary to have cotton productivity bypassing the cost
productwlty, wh;ch is now 690 kg of seeds wool per hectares in Dong Nai Province or 840 kg/ha in Son
L_a Province etc. Secondly, cotton must have its own competitiveness comparing to other harvest on the
saméI area at the same.time; bringing about higher effectiveness on one unit of chltivation land. After
years of cotton development,.the sector has been able to (i) locate cotton's ecological demands and land
avaii.ﬁb.i_lity for the cotton dévcibpment land fund; (ii) pinpoint the appropria'te cultivétion techniques
and'se;';sons in Viet Nam's coﬁdi_t_ioné, applying mixed cultivating regime and effective plant protection
" methods; {iii) create new cotton val;ieties with higher productivity for Viet Nam. Cotton hybrids give an
average of 1.5 tons of seeds v_vzodl per‘ hectare and about 2.5-3 tons/ha under good watering. The quality
' of cortéhﬁbre is now equivale'nt.to. Ahiérican average fibre. According to statistics, réal cotton productivity
has been i 1ncreasmg twice in the past 6 years. In the Southern cotton-potent provinces, average productivity
has reached 850kg of seeds wool per hectares while that of the Central Htghland and Southeastern
provinces reached 900-1000kg/ha.
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Silk

The cultivation of mulbetry for silk production has also been developed in the last few years and now
covers about 25 provinces in all areas of the country. In 1986, there were only 4,700 hectares of mulberry

in the whole country and the cultivation area peaked in 1994 with 30,000 hectares. Now it remains stable

at 20,000 hectares.

Silk processing has made some progress with the total capacity of existing silk unwinding equipment
reaching 1,870 tons/year in which Japanese automatic equipment gives about 810 tons. Annual silk
production is now 1,000 tons, giving a total export turnover of USD 5-6 million/year. Mulberry cultivation,
cocooning and silk manufacturing are intertwined that gives a final effectiveness. However, it should be
noted that Viet Nam's silk production is not w.ithout diﬂiculti&;s. To overcome this, .Viet Nam needs to

promote the traditional silk production wards, manufacturing silk for domestic consumption and export.

Synthetic thread

(4} Foreign investment in the textile and garment industry

follows:

Viet Nam could develop a petrochemical mdustry based on its oil and gas productlon At present

there are some projects in PE threads productlon using forelgn mvestment by Hualon Co. Ltd. and
Samsung Co. Ltd. By implementing these projects, it is hoped that Viet Nam would have sufficient

synthetic threads for domestic consumption after 2000 and reduce its import.

By the end of 1998, there were 68 projects.in the textile sector and 71 projects in the garment sector as
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Numbcrof
pmjects mlhc _

T tcxtxlesector ;@(m thousand USD)-.-.,s::'-
1988 0 1,400

1989 1 0 .

1990 2 { 22,925 954

1991 4 4 13,192 6,129

1992 9 9 62,435 30,996

1993 9 10 477,684 120,157

1994 5 2 © 30,599 1,200

1995 16 16 346,906 24898

1996 12 16 132,135 32363
1997 5 . 1 27,616 | 25,809

1998 5 4 43,020 1,512

Total 68 71 1,168,019 151,418




Regarding investment forms, most of the projects are 100% foreign owned. In the textile sector, 60% of
projects arc 100% foreign owned and account for 80% of the sector's total capital. Most major projects are
of this type. In the garment sector, these figures are 54% and 60% respectively. Joint ventures in the textile
sector account for 35% projects and 8% capital. In the garment sector, these are 46% and 40% respectively.

South Korea, Malaysia and Taiwan are countries having most investment projects in the textile sector
while Taiwan, South Korea, Hong Kong and Japan lead in the garment sector.

As regards the location of the projects, most of them are found in the Southern areas of Ho Chi Minh
City and Dong Nai Province, accounting for 80% of projects in the textile sector and major investment
projects in spinning, textile, dye & print, PE threads production etc,

As for the scale of investment, projects of over USD 10 million account for only 20/ 1 80 or 11% of all
projects in the te.xtile and garment industry. Some of major investment capital like the Hualon complex
textile-thread-dye projeét show slow pace of impiemcntation since investor(s) invests and explore the

- market at the same time. Most projects are medium or small ones. In some particular cases, investors even
brou.ght in obsolete or used equipment to exploit their full life and cheap labour of Viet Nam. The smail
scale of investment might be suitable for the textile and garment industry but also shows some precautions
by the investors who only want qﬁick money and do not look for long-term business. In the last two years,
investment shows signs of p'auéing in waiting for the Viet Nam-US Tradc Agreement. It is hoped.that the
signing of the Agreement would pﬁsh up investment in the industry to grasp the opportunity to explore the

vast and potént American market.
(5} R&D, personnel training etc. are yet to meet the demand of production and business development

At present, the industry has got only two R&D facilities, ie. (i) Textile Research Institute and (ii)
Garment Rcscarch Institute.
" The ﬁrst one employs 125 people of whom 90 have graduatc and post-graduate degrees, undertakmg
some applacd researches. However, the linkage between research and production remains limited due to
the small nun.lber.o.f order from entei'prises. Small State budget for this institute, its obsolete and poor
infrastructure, lack of fetraining f(;r researchers and technical staff, brain-drain etc. contribute to its inability
to expand rcsearch actmtles not to speak of research on new technology. Some researches were detached
from production and thus could not be applied.

- The Fashion lnsntutc was established on the basis of the former Institute for Garment Research and has
the _responsxblhty of mappmg out fashion strategy as wel_l as makmg new designs for domestic consumption
ﬁnd export. [t aiéo has to disseminate informatioh_ on fashion, designs and to train designers. However, the
instit_ute's facilities and staff are too small. Its Ham_ﬁ bri_mch_ has about 13 university graduates while the Ho

Chi Minh City branch has 4. Both lack fashion designers. Hence its limitation on fashion and designs
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creation, The Institute only meets 10% of the market demand on fashion designs. In Hanoi and Ho Chi
Minh City, a number of private showrooms regularly offer to the market new designs by their own designers.

All in all, studies on fashion design in Viet Nam are still at a very young and inexperienced stage without
sufficient interaction with international designers and market. To move from processing to direct sales
(FOB3, it is necessary to enhance the stage of making new designs to offer customers abroad and should be
the thrusting task of the industry today.

Just like R&D, training and re-training are of much impoﬁance, especially when the pool of enginéers
and professionals are yet to meet the industry's demands in terms of quality and quantity. Only rccéatly the
Hanoi Polytechnics and Hanoi University of Industrial Design have allocated speéiﬁc courses in textile
and garment engineering and design making. Against this backdrop, studeats could not ha\_fc sufficient

. basic training in the area and are not up to latest scientific and technological progréss in the world. New
staffs have to spend 3-5 years after joining the industry to be able to make some use of thqir profcssional
knowledge'. At the same timé, they show certain weaknesses in applying their knowledge and lack good
command of foreign languages. '

A close cooberation between research institutions, training schools and enterprises has been paid due
attention. Some able caindidatcs shifted to work for other undertakings. Despité its old age, the industry has

- just 32 post-graduates out of whom none possesses a doctorate.
(6} Though dynamic, the private sector poksesses small potentials and backward technology

According to statistiés, thc.privale textile and garment sector has about 57,000 Spiﬁning poles acquired
from used_equipmém of the public.sector, 6,000 textile machines and looms. Iri_ the whole cbunfry, thefe are
some 200 private and limited companics, 100,000 families employing 400,000‘ labourers. Textiic machinery
include mostly old type wooden looms or discarded equipment from the public sector. In Ho Chi Minh
City, the. non-p'ubiic sector does not ha\;e modern equipment but is very flexible in meeting market demands
and thus, reaps high business efficiency at low investment cost. This is also the result of making full use of
the labour force, economising atl production costs-and taking the advantage of the City‘s poo.l of specialists.
~ In some provinces, a number of traditional wards are still able to mainféin tﬁéir age-dlci ﬁroduction of
traditional items but in a new form more attached to the market. _ . _ |

The private sector's garment production develops fast rc(_:ently While the cooperative sector seﬁs its
decline and has to turn into limited liability companies. These enterprises have the capability of mobilising
capital from the public at medium and smali scales and turn out to be very dynaimic in business. Most of

- them are of the 100-300 labour scales. Their common features rﬁight be:
- Compact management that gives quick decisions and good estimation 6f the situation;

278



- Maintenance of product quality and customers' trust;

- Active marketing,

- High capacity in capital mobilising and efficiency.
4. |ssues on Viet Nam's textile and garment industry development policy
(1) Enhancing competitiveness for effective integration into the region and the world

Enhancing the industry's competitiveness is a prerequisite to boost textile and garment export, especially
the prospective American market whe.ré the toughest competitor for Vietnamese textile and garment products
is China. -

Major importers of Vietnamese textile aﬁd garment products include the EU, Japan and in the future, the

- US. In all of these markets, _Chiha tops in the same .products. The trading regime for textile and garment
products in these countries remains the same for both China and Viet Nam, not to mention the MEN status
that China enjoys in America. In this context, it is of much importance that Viet Nam must enhancing its
cofnpetitiveness in terms of .cost and price, quality and delivery of goods. -

To encourage export, the Government has already applie'd the 0% tax on textile and garment exports.

- However, it is necessary to 6ontinue lowering the input costs and raisiﬁg productivity so that Vietnamese
) prdducts'could éonipete w:th Chinese or other countries’ products. Further, the creation of a level playing
field for all enterpriseé, all sectors are also importént in facili!atiﬁg thf: cut of umiecessary.costs. A study
* . shows that despite Viet Nam's low labour cost, other costs in the production chain in Viet Nam remain
_ higﬁ, é_specially in terms of transportation. Hence its low competitiveness against other countries, including
China. |
Enhancing the competitivéness should start from efforts of each and every enterprise which in turn
requires them to suen_gthen their managerial capability. This is particularly important to public sector
enterprises Where efficiency is low. A recent survey discloses that most enterprises in the industry get low
profit per turnover ratio. This is.an alarming sign for the development of these enterprises. Therefore, there

must be measures to consolidate public enterprises, to enhance production and business efficiency.

(2) Developing the inputs: material production, spinning, cloth making, printing and dying to guarantee

quality cloth Jor exp_o'rr garment production and domestic consumption
The current supply for domestic consumption remains low, at 1kg and 5 m/capita. In the long run, the

_néed for development of production for domestic consumption is of much importance and huge. Cloth

demand 'fo_r'export garment manufacturing is met mostly by import and thus, decreasing the industry's
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export efficiency. Upgradation of present technology of businesses and investment into the enhancement
of inputs of the textile sector have become a must.

Materials supply for the textile industry should follow two directions: (1} cotton development and {ii)
construction of synthetic fibre factories. As mentioned before, rhe application of new technology has brought
about the creation of new high-yield cotton varieties that aliows cotton to bypass the efficiency barrier and
reach a profitable level for cultivation expansion. Cotton no longer stands at the self-sufficient stage in
some areas and now enters the stage of commercial production. On this basis, it is necessary to create the
proposed cotton producing area to supply materials for the textile and garment industry. Farming promotion
policies, credit and tax holidays are also needed for the development of such areas. The Government
should keep on supporting R&D activities in the industry and issue guidance on the effective appiication of
new technology to farmers. As regards synthetic fibres, the production should be planned quickly and
effectlvely along the development of the pelrochenucal industry.

The production of fiber, cloth and their printing and dying should be facilitated so that enterprises could
upgrade their present equipment and techn_ology. Due attention should be paid first and foremost in the
creatiori of quality products for the export garment sector like cloth manufecturing, printing/dying and
ﬁmshmg Foreign investment into these areas should be encouraged. " |

The mdusuy must be developed natmnwnde ina closely mteractmg system from material development

- and productlon to the last eye in the chain to enhance the added value domesucally Only this is the answer
to a long-term vision and good development strategy Ina country of the size of Viet Nam where the |
populatmn could rcach 100 million by 2010 the size of the market is big. A short-term v1s10n in the current
poor condition of production, low investment... would not guarantee the industry's compemweness in the

' export markets, especially when the economy becomes open to the world. There e:xist some'arguments.that
it 1s not necessary to develep everything but a few that have the potential for'high competitiveness and
efficiency. Therefore, it might be good to see links established, not just quant:tatwe balances Enterpnses
should be able to enjoy a favourable business environment and should enhance their own self-resnhence for
further development. Only on these basis that the industry, both in the private and public sectors; could
develop. This would add to the process of structural adjustment, forging eloser and more effective links
within the industry. China is doing the same where the Government assists with a small credit so that the

industry could upgrade its facilitics and implement its feasible projects.

280



(3) Gradually moving into direct export (FOB), ceasing subcentracts and enhancing export efficiency.

The following table shows a comparison between FOB and processing:

FOB CMT
+ Samples active from the contractor
+ Materials and accessories  self-decision suppiied by contractor
+  Production active passive, sometimes controiled
+ Risk high : stable
+ Business efficiency high low

This clearly shows that direct export has high efficiency. If most of materials are to be produced
domestically, the efficiency could be even higher. However, this situation requires that businesses must be
very dynamic and active. They must also understand the market, fully informed and being able to establish
their own networks and customers. They should further pool their own designers commanding good
knowledge of big markets like the EU, U.5, and Japan.

The creatibn of good links, close cooperation and coordination between the textile and garment sectors
would 'guarantee. highly efficient direct export (FOB). Research coordination between these two sectors
from market research to the making of concrete designs, colo.ur.s, materials selection etc. is required. Based
on Vthe already produced méterials, it is necessary to select the right de'signs to éuit customers' tastes and

vice versa. This two-way information should be regularly exchanged.
4) Furthering research on technological transfer and human resources develapment

Technological renovation is an important factor contributing to the enhancement of business
competitivgness of the manufacturing séétor. New technoiogy facilifates the boost in productivity and
product quality.

Some would tend to think that the textile and garment industry is just a labour intensive sector and
therefore new fec_hnology is not that important, The indﬁstry itself is an age-old one with constant
technoldgical renovations and high-tech _i\as been applied to increase the level of automation, productivity
and quality. The industry's review on investment drew the some leséons, out of which the most important

two are:
#  Selection of equipment: this is very important and requires firm and sound technological knowledge

in the field. The indus&y has got many painful experiences from the selection of cheap equipment that

- were outdated, unmatched with 'production réquirements etc. and thus, brought about low
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competitiveness.

Some businesses only invest in equipment and regard this as the key to high quality products while
at the same time ignore the necessity of technological transfer, training and retraining, production
organisation etc. Hence their failure in realising the proposed goals in terms of quality, productivity or
efficiency etc. Their investment is thus inappropriate in increasing competitiveness.

These lessons show the imbortance of technological transfer and training. Besides, it should be
noted that one nﬁust be serious in considering the technological aspects before expahding investment

and renovation of existing enterprises.



Survey on business performance of textile and garment enterprises

Capital per| Sales per | Profit/ }::lﬁt/ A'ccumula-
. Sales | tive Loss/
Name of enterprises v.?forker \fforker Sales (6 months | Capital
(milLUSD){(mill. USD})| (1997} of 1997) (%)
CENTRALLY MANAGED ENTERPRISES :
Yarn Weaving -
1 | Dong Xuan Textile Factory 62 59.6 1.26 1.2 0
2 | Industrial Fabric Weaving Enterprise 30.6 39 0.8 0.7 0
3 | March 8 Weaving Factory 72 48.5 0.26 0.02 13.6
4 | Hanoi Textile Company 56.3 72.5 0.23 0.7 - 05
5 | Hai Phong Woolen Products Factory 36.8 14.2 0 0 32
6 | Ha Dong Woolen Products Factory 38 22.2 12 -3.9 7
7 | Nam Dinh Silk Factory 69.7 33.96 6.5 0.1 3
8 | Nam Dinh Textile Factory 62.8 41.5 -0.02 -2.1 439
9 | Vinh Phuc Textile Factory 63.5 31 0.08 0. 0
10 | Hue Textile Factory 106 89 0.02 4.4 0
11 | Hoa Tho Textile Factory 88 41.5 -19.6 i8 - 7.3
12_{ Nha Trang Textile Factory - 84 107 3 1 0
13 | Thang Loi Textile Factory - &7 77 0.2 0.13 0
14 | Dong Phuong Textile Factory 87 &7 6.6 0.2 5.1
15 | Phuoc Long Textile Factory 90 71 0.85 0.84 0
16 | Viet Thang Textiie Factory - 70 76 0.2 0.2 0
17 | South East Textile Factory 63 130.7 - 13 0.75 0
18 | Vinh Thinh Textile Factory 134 116 0.15 -17 0
19 | Thanh Cong Textile Factory 129 92 0.13 . 0.12 0
20 | East Asia Textile Factory 87 64 0.1 0.3 0
21 | Phong Phu Textile Factory - 76.5 134 1.8 LB 0
22 | Binh Eoi Blanket Factory 56 22 - 28 0.7 "0
23 | Bien Hoa Wool Factory - 27 24 - 09 03 0
R Garment s : : -
24 | Duc Giang Garment Company - 17 - 24 2.8 54 0
25 | Garment Company No i0 21.5 31 - 59 . 8.6 0
26 | Thang Long Garment Company 25 21 19 1.4 0
27 | Chien Thang Garmient Company 18 16 1.4 1.7 0
28 { Ho Guom Garment Company 23 14 0.6 2.6 0.4
29 | Export Garment Company 12 41 0.3 04 0
30 | Hung Yen Garment Company 19.9 22.8 21 1.2 0
31 | Nam dinh Garment Company 14.4 13.4 1.3 0.2 - 0
32 | Ninh Binh Garment Company 10 37 - =12 -65 1
33 | Dap Cau Garment Company 16 17.6 . L8 0.6 0
34 | M Thanh Son Garment Company 9.6 6.9 04 0.7 0.1
35 | Hoa Binh Garment Company - 16 20 4.5 4.2 0
36 | Binh Minh Garment Company .18 26 11.1 - 13 0
37 | Nha Be Garment Company 19 4 34 4 -0
38 | Phuong Dong Garment Company 20 . - 21 124 . 8 0
39 | Viet Tien Garment Company 72 96 3.5 4.6 0
40 | Doc Lap Garment Company 19 22 - 08 1.5 0
“41 | Frendship (Huu Nghi) Garment Company 17 28 46 4.8 0
42 Dong Nai Garment Company - 15 25 2.3 27 0
LOCALLY MANAGED ENTERPR[SES
Garment N :
1 | Garment Company No 40 (Hanm) 4 154 7.9 - 6.2 0
2 | Hai Phong Garment Company No 3 9.8 26 0.8 045 0
3 | Hai Phong Garment Company 16.5 16.5 1.7 2.5 0
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4 | Hai Phong Garment Company No 2 1.6 16 3.2 5 0

5 | Hung Thinh Garment Company 16.3 30 29 3 0

6 | Son Ha Garment Company t.5 11.5 35 22 0

7 | Hai Duong Garment Company No 2 12 9.9 8.3 4.9 0

8 | Hai Duong Garment Company No | 84 . 8.6 1.4 1.1 0

9 | Hien Street Garment Company 18.3 '

10 | Hung Yen Garment Company No 2 8.3 7.8 5.1 2.1 0
11 | Binh Luc Garment Company 4.6 3.2 _

12 | Duy Tien Garment Company 7.7 49 1.5 1.6 0
13 | Ha Nam Garment Company 21.6 31.7 04 0.1 0
14 | Son Nam Garment Company 25.2 20 0 -9 6
15 | Dong A Garment Company 13.3 1.6 0 0 0
16 | Nam Ha Garment Company 8.8 11 I 0.3 0.1
17 | Song Hong Garment Company 11 23 0 0 0.4
18 | Thai Ha Garment Company 19 o 8 0
19 | TB Th. Ha Garment Company 23 3 0 -0 -6
20 | Dong Hung Garment Company 6.3 4 4 -46 -0
21 | Kien Xuong Garment Company -7 3 -3 -2 42
22 | Hung Ha Garment Company S 9.6 6 1 2 -0
23 | Thai Nguyen Garment Company 15 11 C 1 L1 0
24 | Phu Tho Garment Company 8 18 0 0.4 0
23 | Viet Tri Garment Company 114 9.7 -2 03 0.02
26 | Song Hong PT Garment Company 15.7 31.8 - 02 04 Y
27 | Phu Tho Garment Company No | 11.6 17.8 3 Q.1 2
28 | Bac Giang Garment Company 10 5.5 i 0.1 0
29 | Bac Ninh Garment Company 214 7.4 i 0.1 0
30 | Quang Ninh Garment Company -~ 22 10 2 -4 70 5
31 | Hoa Binh Garment Company - 53 0.5 05 | 04 0
32 | Thanh Hoa Garment Company 11.5 5.7 0.1 0.3 02
33 | Bim Son Garment Company 8.5 - 8 1 2 0.2 -0
34 | Nghe An Garment Company 17 11.3 -4 -13 ] 16
35 | Thanh Cong Garment Company 26.5 6.1 I -3 -0
36 | Thua Thien Garment Company 8.6 5.5 -3 3 0
37 | Hue Garment Company 16.3 14.2 -2 -3 -0
38 | Da Nang Garment Company 20 23 © 04 1 0
39 | Quang Nam Garment Company 32 o 0 1 0
40 | Hoi An Garment Company 9.4 7.6 0.4 0 - 0
41 | Dien Ban Garment Company 19.7 .53 1 0 -2
42 | Nui Thanh Garment Company .93 kd 4 3 0 -
43 | Truong Giang Garment Company 13.2 _ 9.6 3 R 0 -
44 | Binh Dinh Garment Company 12.6 7.3 0.3 -4 0
45 | Khanh Hoa Garmeat Company 9.7 15.2 -2 12 0
46 1| Sai Gon Garment Company No 2 17.9 32 -3 2 - - 0
47 | Tien Phat Garment Company 15.6 15 16 0 -0
48 | Phu Nhuan Garment Company - 14.8 17.2 ~ 10 12 - -0
49 | Sai Gon Export Garment Company 17 252 4 -3 0
50 | Sai Gori Garment Coimpany No 3 16 - 297 -4 3 0
51 | District No 1 Garment Company . 9.5 30 -7 5 0
52 | Tay Ninh Garment Company 26.8 19 9 16 0
53 | Dong Tien Garment Company " 157 35 3 4 0 -
54 | Dong Nai Industrial Garment Company 18.7 28 1 0.05 0
55 | Binh Thuan Garment Company 11.6 12 S 3 0 0
56 | Long An Garment Company 11,6 - 127 3 3 0
57 | My Tho Garment Company 9.7 114 6 6 - 0
38 | Tay Do Garment Company 22 216 4 -~ Ol - 0




3—2

Development Perspective
for Viet Nam's Textiles and Garment Industry

Duong Dinh Giam
Ministry of Industry

1. Basic features of the textile and garment industry

Textile and garment industry is a sub-branch of the consumer industry. It serves the dressing demand which
is among two essential demands of the human's life. _ |

Historically, the existence and de\ie;lop_ment_ of the textile and garment industry has always linked closely to
the human society's evolution. The more developed the s_ociéty is, as well as the more urgent production
problems can _be resolved by scie’nc'g and technoldgy, the more perfect the textile and garment industry will
become and thcrcforc; better serve the human life.

The textile and ganﬁent industry is in fact the combination of the 2 narrowly specialised branches that are
texﬁle and garment industries. A}mough these are the two different specialiséd branches, there is a close and
in,écparable relation between them. Without the gé.rment industry, the textile products cannot achieve their
ﬁnél goal of meeting' the hunia_n‘é dresging den'lands._ And versus, the garment industry has utilized the textile
.ir.ldus.try as the only and unreplaceable soufce of material supply for its operation. The development of textile
industry with various kinds of pfoducts will 6ffer great opportunifies for the garment industry to select its
input materials. Meanwhile, the growth of garment industry with many designs will stimulate consumption
and provide a good output for textile industry.

- As an independcnt industry, the textile and garment industry has its own basic features, that are:

L1 Textile and garment industry is an industry that produces unreplaceable products
Most of indusuies produce re'placééble products. Take the domestic electric éppliances as an example:
instead of hsing electric fan, people can use bamboo fan or even do not use any fans. Similarly, as for
- electronic prodﬁcts, instead of using a television set (for audiovisual demand), people can use only a radio
- (for acoustic demand). On the contrary, the textile and gaﬁnent industry's 'products cannot be replaceable,
i.e. people can only substitute a type of cloth with another type for their dressing dcmzind, but cannot have

; nbthing toputon. - |

- This is the mést basic feature of thé textile and garment ihdustry. This feature has made textile and

garment products essential to the human life. This feature also governs all the activities of the industry, and
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therefore decides the industry’s most important task of ever better serving the human demands.

1.2 Textile and garment industry is an industry that produces short life cycle products

Among consumer products, textile and garment products often have short life cycles, unlike processed
food with the eating taste is often determined and stays stable during a long time period. This can be
explained by the high fashionableness of textile and garrnent products. Such products are used not only
simpty for covering the body, but also for setting off the elegance and beauty of the people who put on the
clothes. It is a common mental habit that everyone likes to be innovative, creative, even original and
impressive. Therefore, textile and garment products have to continuously change in order to meet such
demands. _

In addition, textile and garment products.are also influenced by such factors as eultnre, tradition, customs,
religion, climate, sex, age....Therefore, these products are often varied and diversified. _

The seasonality of the textile and gzinncnt industry is very high, therefore products for a season will
hardly consumed during other seasons. This is an important feature that manufacturers should capture in
order to organise the production 5o as to tunely meet the consumers demands. - _

In brief, the textile and garment products' changeablility is a very lmportant feature that remmds the

industry's manufacturers to be precautious and not too passaonately chase existing results, while ignoring

continual changes in the market demands.

L3 Textile and garment mdustry is an industry thax does not reqlure too comphcared technology, has low
investment rate, short pay-back period and is smtable Jor small and medium producuon scale

The textile and garment industry is an. mdustry that occurred and deveIOped early in the humans
development history, partiaily because its technology is not too complicated. As compared with other
industries, particularly the heavy industry, the textile and garment industry has .a much lower investment
cate, e.8. 1/10 of the mechanical industry's rate; 1/15 of the electricity industry's rate; 1/20 of the metallurgical
industfy's rate. .

Even in the group of consumer industries, it costs only USD 15,000 to create a new employment in the
textile industry (from spinning, fabric weaving, dying to finishing stages), UsD 1000 inthe garment mdu.my,
as compared with USD 30,000 in the paper industry. _

The pay-back penod of the textile and garment industry is also shorter than that of many other industries:
The pay-back period is 10 to 12 years in the textile lnduslry, 5 to 7 years in the garment industry. Meam_lvhile,
the p'ay-back period in heavy industries is often lb to 15 years. | |

Thanks to the mdustrys uncomplicated production technology, easily tramed workers, some producuon
stages can be organised at househoids. Therefore, the industry has existed and developed in aimost all the

developing countries and attracted a large portion of their workforce._ It's also because of the industry's
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technological characteristics, even if it is modernised, many production stages will have to be manually
implemented in the short and long run. Therefore, together with the development of the textile and garment
industry, the number of workers attracted to the industry will increasingly higher, not taking into account
the number of workers in other related industries such as mechanical, manufacturing, chemical industries

and especially in agricultural sector, which supplies input materials for the textile and garment industry.

1.4 Textile and garment indusiry is an industry that has undergone several production movements among
countries and regions worldwide, as well as internally within a country.

The textile and garment industry is an industry that has early participated' in the international commodity
market as well as undergone several production movements among countries and regions worldwide. Looking
into the develqpment history of the world's textile and garment industry, we can see that it firstly occured
and developed in England in as eérly as the [ate 18th century, and then was shifted to other European
countries in mid-19th century. Japan adopted and developed strongly the industry in the 30s of 20th century.
Then, the industry was shifted to other Asian countries and marked by the new industrialized countries'
(NICs") success in 60s and 70s cf 20th century. Currently, the industry is in the movcment to less developed

~ countries such as Chma, Viet Nam, Thalland Indonesia, the Phlllppmes In the future when these countries
no longer have their comparativc advantages, particurlarly the advantage in labour cost, the industry will
probably shifted to other less .d'eveloped countries.

Intémally wifhin each éountry, the textile and garment industry has also been shifted from a region to
another. Initially, the induStry was often coﬁcentratcdly developed in urban areas thanks to the ad#antages
in infrastructure, high labour skills... After that, as the advantage in labour cost has gradually been eroded,
the industry haé to shift to other less developed urban areas in order to maiﬁtain its comparativé advantages,
or even to rural areas in an attempt to minimize its production costs.

This movement has happened naturally and indispcnsably. This is also an important feature that
mﬁnﬁfacmrers should take into consideration, otherwise their existing advantages will disappear and they

will be e;_(éludcd from th:s h.ighly competitivé'playi.ng field.

L5 Texnle and garment mdustry is a sensitive mdustr:v, us produc:s are often stnc!ly protected '
Before the issuance of the agreement on textile and garment products an important achievement of the
Uruguay negotiation round, the mtematlonal trade of texule and garment products was regulated by special
tradmg forms, based on Wthh most of 1rnp0mng countries have established quantity rcstrlctxons against
the 1mponed textile and garment products. On the other side, popularized tax rates imposed on these
products are often higher fhat those on other popular industrial pmduéts. Such barriers have greatly affected
the production and trading of textile aﬁd garment products all over the worid.

In the past, as well as at present or in the future, textile and garment industry was and will always be a
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sensitive industry with strictly protected products. Such a protection exists not only in textile and garment
exporting countries where, as in common thinking, domestic production is strictly protected, but also in
powerful countries like the US, EU countries... where the textile and garment industry is not developed or
was previously developed but then shifted to other countries and regions worldwide. However, the existence
of such barrier in developed countries is not for protecting their domestic produétion, but for dominatiﬁg
and controlling developing countries by restricting these countries’ comparative advantages. These
restrictions are created in such forms as import quotas, rules of origin and labelling... It shows us that
capitalistic exploitatidn has developed to a more sophisticated level, i.e from monopolistic capitalism to a
- new form in which weak countries must depend on power countries. - _
This is among very important features that the countries who want to join the:inter_national textile and
* garment exporting market should take into consideration in order to set appropriate policies.
The aforementioned features are the most basic features of the textile and garment indﬁstry. They decide
the prbduction organisatioﬁ process and directly affect the industry's prﬁductioﬁ éfﬁciency. The study and

clarification of these features play an important role in determihin'g the develdpmeht orientation and

recommending appropriate solutions.

2. Preliminary _analysis of Viet Nam textile and garment industry's development
during 1991 - 1999

2.1 Scale and pace of development

* 2.1.1 Regarding quaniity and structure of products

Table 1 Main products' outputs of Viet Nam's textile and garment industry

(including FDI sector) ] S :

Products Unit | 1991, | - 1995 | 951 (%) | 1999 - | 9995 (%) | 99/91 (%)
Whole fabrics | 1000 tons | 40.26 s922 | 147 | 7373 | 124 183
Finished silk | 100m | 280 263.00 9 3070 | 121 s
Canvas 1000m | 1,870 2,05800 | 110 15,057.0 732 805
Knit wear 00units | 26 | 3018 | 116 04 | 100 | 117
Knit wool Ton 728 1,165.00 160 é,z7_3 95 | 312
Jute carpets | 1000m* | 604 23900 | 40 7000 293 115
Towers, searts | 100 units | 109 C2600 | 253 | w0 | 17 | 322
Garments 100 units | 106 17190 | 162 0494 | 1M 287

Source: Statistical year books from 1991-1999
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Both quantity and structure of products have considerably changed, from spinning, fabric weaving to
sewing stages, including the manufacturing of additives for domestic production and exports.

2.1.2 Regarding production and export value

Chart 1 Vietnamese textile and garment industry's production value growth

# m B M ® % N m ® Niam
—8— Clag sghitp Dét - May Dt —H—May

Source: Statistical year books from [991-1999

Chart 2 Vietnamese textile and garmént products' axport earnings

T47

Nam

© Source: Ministry of Trade

The garment industry's production value has sharply risen (at the rate of 25% per annum), however
- the textile .industry's pr_oduction value increases inconsiderably (at the rate of 5 - 6% per annum), therefore
slowing down the overall grovﬁh rate of the textile and garment industry to 12 - 12.5% per annum -

* lower than the industrial sector's overéll grbwth rate of 13.5% per annum.
.Expon_ eaﬁings rises by an average rate of 35% per annum, higher than the national export earning's

B growth rate of 27.5% per annum.

2.2 Development investment
Domestic investment during 1991 - 1999 (by Viet Nam Textile and Garment Corporation's (Vinatex)
. enterprises) was VND 5000 billion, of which 2 - 3% is budget's fund; 15 - 20% is left from depreciation

- fund; the remaining is lendings from domestic and foreign sources. This figure has not taken into account
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other hundreds of billion dong invested by non-state and local state enterprises, or co-invested by joint-
ventures between state enterprises and other economic sectors,

Thanks to the investment, only central textile and garment sector has managed to improve its spinning
capacity from more than 50,000 tonnes up to 75,000 tonnes, fabric weaving capacity up by over 40 million
metre and sewing capacity up by threefold.

By the end 1999, foreign investment in the textile industry records the project number of 68, the total
investment of over USD 1.5 billion; while these figures of the garment industry are 95 and over USD 210
million, respectively.

FDI projects mainly focus on the south of Viet Nam. Moreover, the tendency of declining foreign

investment has been continuing, particularly since 1998 and there has not been any sign of recovery.

2.3 Regarding ownership structure

Chart 3 Industrial production value structure by economic sectors
Textile industry . Garment industry .
1991 g 1995 1991 1995

56.81

1999

.

{T] Ngodi quc doanh © [0 Qubcdoanh - ' bpin twnwoc ngori

3. Challenges and opportunities for the deVelopnwent of Viet Nam's textile
and garment industry -

3.1 Challenges and shortcomings
3.1.1 Failure 10 meet fhe domestic market's ever higher and varied demands
in 1999, the total industry's output recorded only 314._7 million m?, i.e the avefage_ consumption per
capita was only less than Sm%/year. . '
According to a survey, the actual per éapita consumption of textile and garfnenf products (both for

domestic consumption and industrial production} in Viet Nam is much higher. However, most of the
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shortage in domestic supply is filled in by imported textile and garment products in different ways,
including many types of products that have not yet been produced domestically.
3.1.2 Tiny and unstable export markets
al __Regarding quota markets
Viet Nam is considered to hold the most advantages in these markets as compared with other
markéts. Although we have gained some achievemeants at the entry to these markets thanks to such
preferences as ever higher quotas, high convertibility among commodity groups, ability to use ASEAN's
redundant quotas..., such preferences have actually failed to improve Viet Nam's competitivencss
against other countries in these markets. Specifically as follows:
+ - The quantity of quotas that we are enjoying is still much lower than many countries: e.g. 5%
of China's quotas and 10 -20% of ASEAN's quotas
+ . The number of commodity groups that are restricted by quotas is still higher than other
countries: é.g. 29 groups for Viet Nam, 55 compared with 20 groups fof Thailand and 8 groups
» for Siﬁgapore.
In addifion, the weak competitiveness of Vietnamese textile and garment products also reflect in
- the foliowing aspé_cts; '
.+ As wc. have just recently pénetratéd into these markets, the number of direct customers is
still small. Despite being grahted quotas, most of Vietnamese enterprises have to export through
a third_country in order to approach the EU market. Such commodity lots, as stipulated by the
EU,. shall not enjoy tax brcferenccs. It is because of this r-cstric.tion that many enterprises failed
_' to sign tﬁe contract and " wasfed" their quotas.
+ .A.lthobgh the aumber of quotas is limited, many high-technically required categories are
*still left vacated as no enterprises manage to meet requirements.

b} Regarding non-quota markets

_\/iemames;e textil.e and garment products exporté:d to these markets also face many disadvantages
as comﬁﬁéd with other countries' products, ¢.g:

-+ < Our eﬁport éamingé of these pfoducts to the US rhark@:t is still tiny (e.g. USD 26.4 million in
1997 as compared with the US's import earnings of these products of USD 44,646 million in
the same bériod)_. Meanwhile, the same period's export earnings of China, Mexico and
Hongkong are USD 5,998 million (accounting for 13.4%), USD 5,246 million (9.9%) and
USD 3,973 million (8.9%) respectiveiy. In 1999, Viet Nam's export of textile and garment

: pfo_clucis to the US rose sharply, yet sﬁyed at over USD 70 million.
Our biggest dif’ﬁcul_t'y'in cxponing these products to tﬁe US is high tax rates imposed on imported
. goods. This caﬁ; be expldinéd by the fact that we have not been granted the Most Favoured Nation

' (MFN) status, or the Generalized System of Preferences (GSP) as most of our input materials are

291



imported and the trade agreement between the two countries has not been officially approved.

The US market often prefers to import textile and garment products in FOB term (direct selling).
Meanwhile, Vietnamese enterprises tend to prefer sub-contracts, and therefore it will be very difficult
to penetrate into the US market.

+  In Japanese market, our products have gained high credibility and the export earning to this
market tends to increase strongly over the past years. However, being worried about this increase,
Japanese enterprises have recently proposed their government to impose the quota regime on
Vietnamese products. If such proposal is approved, it will further hamper Vietnamese products'
competitiveness in the future,

+  In Eastern European and SNG countrres markets: Thcse are the traditional markets for
Vietnamese commodities in general, and our textile and garment products in particular.
Previously, they are considered to be quite easy markets, but the situation has recently changed.
Their tastes and requirements for quality have been heightened. In these markets, though we
have not yet.approached big custerners, our textile and garment products have l)_Een consumed

. in considerab.le amount thanks to a broad retail network (maily e'stab-lished by overseas
.Vletnamese) Recently, there have been many srgns that this retail network has changed to
consummg commodities from othcr countnes such as China, Turkey Thrs can be partially

- explained by lower prices and more various desrgns of these products.

Another dlfﬂculty for Vletnamese products is that transport rates to these markcts are qu1te high
due to far dlstance from our country while the rail transportanon (vra Chma) to Eastem Europe is still
blocked. This has played a role in raising our product:on costs and !owerrng the products'
competitiveness. o

Altheugh all quota-related advantages or disadvantages (if any} shall be abolished by December

31, 2004, we will still face many disadvantages as we have not yet joined the WTO, specifically as

follows:
- - Being restricted by quotas even after the year 2004

- Being imposed higher tariff as compared with WTO members in some _major markets

3.1.3 Poor designs; shortage of information, particularly the information on markets; therefore, exports

mainly under the sub-contract form _
Our textile and garment enterprises have little information on markets and foreign production partners.
Our network of commercial bureaus exists in almost all countries worldwide, however they have paid

little attention on providing domestic enterprises with information on the market in general, and textile

- and garment market in particular, even the information on our big and traditional markets. Meanwhile '
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our enterprises are still ﬁnanc;ally dlfﬁcult and cannot afford to pamcrpate in trade promotlon events

abroad, the information on rntemauonal markets therefore is further hmrted We have failed to foresee



and catch up with changes in designs and fashion to plan the preduction.

Presently, most of our textile and garment enterprises export products under sub-contracts (with the
exception of Vinatex where 30% of exports is under the form of purchasing material, selling finished
products), with a low localised content in exported products; imported matertal and additives accounting
for over 70% of product's value, leading to low export efficiency; and the real added value gained from

export of products represents only 25 - 30%.

3.1.4 Unsatisfactory labour quality

Viet Nam is considered to hold advantages in human resource for the textile and garment industry
(with available quantity, low costs and good ability to absorb technologies...).

However, it is not really true in fact. It is easily noted that there is a big gap in workers' skills between
domestic sﬁte and non—sfatc enterprises. |

The results of skilled workers' competition events yet failed to reflect the actual skill levels of the
industrj’s workers as the nuinber of skiltful and highly productive workers is unconsiderable and mainly
concentrated in the staie sectbr, while the other majority are unskilful and therefore, unproductivé (bbth
in textile and garment industries). The avefage working productivity in our textile and garment industry
is equivalent tb only é half or twé third of the regional average productivity. This has raised our cost
prices and lowered the competitiveness.

Most of key staff in textile and éarmem enterprises are hniversity or collcgc graduates, with relatively
high profeés_ional_ level, however their level in industrial- method management is still weak as well as

they have few apprbacheé to modern management methods. This has bfought about a big obstacle against

- the production organisation and line arrangement in enterprises.

3.2

Weak skills are also reflected in the fact that, among many chtcgories exported to the EU, most of
enterprises only focus on some easily-made categories such as jackets, trousers, shirts... while high-

technically required categories such as éofnplets... are paid little attention.

Opportunities for"'Viet Nam textile and garment industry's development

" As aforementioned, challenges for our textile and garment industry's development on the path of

international and regional integration are formidable. However, opportunities for the industry's development

are also considerable, reﬂéctihg in the fbllowing aspects’

321 _Ever expanding markels

- a} Regarding export markets

The total annual trade value of textile and garment products in the international market records
about USD 300 - 350 billion, accounting for Qvér 6% of the world's total trade value. The growth rate
~ of textile and garment pfoducts' trade has stayed high and stable during a lon'g' time period of about 10

* years (from 1985 to 1995), and in 1995 reached the average general commedity trade's growth rate. In
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1996, the share of the world's textile and garment exports to the total industrial exports gained 8.4%
and its share to the overall exports gained 6.1%.

In general, the trade of textile and garment products spreads globally, but especially develops in 3
major trading centres {accounting for about 80 - 90% of the world's import and export value) that are
Asia, Western Europe and North America.

The aformentioned information reveals that there is a huge potential for the textile and garment
export markets. Particularly for Viet Nam, the uablocked US market .will offer a great perspective for
our textile and garment exports.

This is an opportunity that we have long waited. If we rﬁiss to grasp the opportunity and prepare all
the conditions for our exports at a big quan.tity to this market at the beginning, we will be fall into
severe quota restrictions as we have faced in the EU market.

Other markets such as the Middle East, Latin America, Africa are new markets that textile a.nd

garment exporting countries are looking in. Viet Nam should shortly examine to penetrate and establish
a standing in these markets. '

b} Regarding domestic markeis:

Our current population is nearly SO million and is going reach 90 million by 2010, the domestic
market therefore offers a great potcntlal for consumptlon products,. partlcularky tcxt:lc and garment
products

~ According to rough csumatcs if our per capita GDP reaches USD 600 - 800 by 2005 and cbtlmated

| USD 800 - 1000 by 2010 our annual consumpnon of goods will be raised to USD 250 - 350 per capita

by 2005 and USD 350 - 400 USD per capita by 2010. As compared with the current annual consumption

. of goods of over USD 100 per caplta the figures wdl increase by 2 -3 times by 2005 and 3 - 4 times

by 2010. This shows that the demand for consumption goods in general, and for textile and garment
products in particular will be very high in the coming years. _

Therefore, Vietham's textile and garment industry shouid take appropriate me_asureé to control the
domestic maricét, avoiding the current situation where foréign products are dominent even in oﬁr
"home market". Meanwhile, the dppormnity for us to stand up_do.es_not fast forever. The de_adl’ine
2006 for our integration with regional countries is coming, and Viet Nam's tcxtiic .and garment
enterprises are standing at a crossroad. We should shortly renovate ourselves so a0 grow up and
strengthen our position in the market, compete with foreign .emcrprises both. in Victnamese and rcgioa_hl
markets, otherwise we will eliminate ourselves from the " playing game” if wé cc;nﬁnﬁé to lean passively
on the govemment s assistance. Every hesitation and retreat wﬂl leadtoa lost opportumty and fallure

3.2.2 Ongoing vigorous movement of capua! and technology in rhe world
As analysed in chapter 1, the global movement of caplta_l and technology in the textile and garm'cr.u.

industry is among the industry's basic features. At the moment, this movement tendency is at the 3rd
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stage, i.c. from new industrialised countries to less developed countries such as China, Viet Nam,
Indonesia, Philippines... Our FDI attracting policies is considered less attractive than other regional
countries. Particularly, after the regional financial and monetary crisis, FDI inflows into Viet Nam in
general, and into our textile and garment industry in particular, are declining seriously and yet failing to
recover. Meanwhile, in other countries such as Thailand, Indonesia..., the pace of economic and FDI
recovery is accelerating rapidly. As a fact of matter, without an attractive investment environment, investors
will ignore Viet Nam and move to more advantaged countries and regions. In order to overcome such
disadvantage, it requires not only the industry's efforts but also the government, through its policies and
mechanism, to p'rovide preferences in order to attract FDI into the industry and boost up its industrialisation
ans modernisation process.
3.2.3 Improving capacity in producing exported textile and garment products

Thanks to eipanding markets, our textile and garment export earnings have increased considerably
for a long period. This success can be attributed to enterprises' great cfforts in organising the production
$0 as to meet requirements for quality and delivery time.

Presently, we are gradually losing our labour cost advantages against China and Indonesia, however
in retern,' we are able to ensure the quality and especially the delivery within the shortest period. This is
considered our textile and garment enterprises' biggest competitive advantage as compared with other
regional countries.

Therefore in the coming future, our enterpnses shouild further improve the production organisation in
an approprlatc way S0 as to maintain our competmve advantages and preserve the workforce for the
industry. This is both an opportunity and a challenge for the industry in the coming time.

3.2.4 Increasing trend of non-quota markets' expansion

While facing many difficulties in quota markets, Viet Nam's textile and garment enterprises have, in
many ways, gradually penetrated into non-quota markets, particularly the Japanese market.

* In the current Vmatex enterpnses export structures, 60% of export earnings is gained from non- quota

_ markets. Despite the moclest value thls shows that Viet Nam's textile and garment enterpnses partlcularly
Vinatex's enterpnses are really able to compete by the quality and price in the international market.

Such strength is not easy to achleve therefore other enterpnses on such momentum, should follow

the advance enterpnses experience examplcs 0 as to penetrate into non-quota markets and moderate

the likely market tension in the coming time.
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4. Some concerned issues for the development of Viet Nam's textile
and garment industry

4.1 View point for strategy selection

There are many view points arising in the development course of textile and garment industry such as
the view point on scientific and technological issues, ownership structure, export orientation... However,
the analytical focus hereinafter will be on the most important view potnt, that is:

Place the development of textile and garment industry in the overall development of industry and
ensure an appropriate position for it in the following stage of industrialization and modernization.

Textile and garment industry is a sub-industry in consumer product industry. Experience in many countries
shows that in the initial stage of industrialization they based on textile and garment industry for taking off.
The outcomes recorded by.thc Great Britain, Japan and NICs countries are typical example illustrating
this.

In our countries, attributed to various reasons (including the fact that witlﬁn the couﬁtry there have
appeared sonﬁe new industries like oil and gas exploita:ttion and other processing industries), the share of
textile and garment industry has declined from 15.6% (1986) to 9.49% (1991) and 8.57% (1999) as compared
to total production value by the industry as a who.le.. However, its share in nation-wide industry still ranks
the 4th, after food and beverage pro.ceSSing, oil and gas exploitation and non-metal mineral prbduct

production industries.

The following table represents the share of textile and garment industry in nation-wide total industrial

output value during 1986 - 1999.

Table 2 Production value structure of textile and garment industry

in Viet Nam's industry as a whole S
Unit: %

. Indicators 1986 1991 1995 1996 1997 1998 1999

The industry as a whole - 100 100 10 ] 100 100 100 100 -
Textile and garment industry 15.6 9.49 8.82 8.27 8.62 8.61 8.57
Of which: Textiles 134 8Ol - 597 539} - 540] . 553]{ .. 556
Garments 2.2 1.47 2.85 2.88 3.22 3.08 3.01

Source: Statistical Year books during 1986 - 1999

In the group of consumer goods comprising paper, food stuff processing, textile-g.arment industry, leather

and artificial leather, textile-garment products account for a considerable proportion;
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Table 3 The share of textile and garment industry's production value

in the group of consumer goods

Unit: %
Group of industry 1991 1995 1996 1997 1998 1999
Total 100 1060 100 100 100 100
Xenlvlozpaper 1 484 | 427 | 444 | 4.60 | - 458 | ! 3.03 |
Food sttt .. 7008 | 6791 | 6796 | 67.55 | 6405 | 63.27 |
Textileand garment ) 22,70 | 2000 | 1894 | 1881 | 1897 | 2043 |
Of which: Textiles | 1955 [ ] 1354 | 1235 | 11.83 | 1189 | 1325 |
i Garments T 35 | 646 | 659 | 698 |1 708 | 718 |
Leather and artificial leather | 1.45 782 866 | 904} 124 | 1127

Source: Staristical Year books during 1986 - 1999

>

From the table, it can be seen that textile and garment industry ranks the second in consumer

goods groﬁp, after food stuff (including various sub-industries like alcohol, beer, cigarettes, cake,

. candy and canned food...) and stands far bcydnd the rernaining. In recent years, the share of textile

and garment industry in consumer goods group has been gradually declining due to the rise of
leather and artificial leather industry, but still placed at high rank. In 1999, it regained its share

recorded in 1995. In the future, thanks to increasingly expanded market, this industry will still

. maintain its current growth rate.

W1th regard to its contributions to state budget the textile and garment industry has still lagged behmd

_ many others like alcohol, beer and cigarettes. However, it has its own dominants, reflecting in the followings:

. With regards to export ca_m'ings, the export earnings by the textile and garment industry over the

- past 7 years have increased and jumped to the second (after oil and gas) in ten major exports of our

country, advancing far beyond other cprrts in consumer goods products.
Furthermore, the textile and garment industry is a labour-intensive one, employed a large number
of workers with not very big investment and has been in the process of receiving transfers from

East and South East Asia countries. Our country is in the process of accelerating industrialization

with the availability of labour who are easily trained and therefore this can be considered as a

production industry with the best potential for development. With present capacity of attracting

: about 800 thousand employees which will potentially increase in the future, the textile and garment

mdustry together with othcr mdustnes has been greatly contributing to generating more jobs thus

- relieve the burden for the society. .

Material sources for the development of textile and garment industry are cotton and mulberry which in

our country are capable of further being e;ﬁpanded. The textile and garment industry will strive for meeting

about 70% of cotton retluifements by 2010 and promote the export of seri-products. This will increasingly

“create nppbrtunity for the industry to raise its export earnings and attract more labour force.

With al.l'me_se botentialé and advantages, it is necessary to place the development of textile and garment

_ .industry in the overall development of industry and ensure an appropriate position for it in the following
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stage of industrialization and modernization.

In the following stage, specially after 2010 and 2020 when our country basically becomes an industrialized

one, textile and garment industry may no longer hold such an important position in the cause of socio-

economic development of the country as compared to the previous stage. However, it will still play a big

role in accelerating the development of agriculture and other economic and technical industries.

4.2

Some concerned issues for the development of textile and garment industry

4.2.1 Formulation of a correct product strategy

Product strategy is a package of organizational, economic and planning measures for undertaking
market and demand research, production arrangement, goods preparation and selling in accordance with
clients' demands at the least business costs. The product strategy is formulated based on market share
research, potential of enterprise and analysis of competitors. The product strategy is feﬂécted in prdduct
and structure policies and at the same time is the objeétive of invesuhent aﬁd a .grouﬁd' for identifying

investment schedules. It is noted that market research does not only stop at idenfifying the market's

capacity, but the most important factor directly affecting the business efficiency by enterprises is that

with the identified capacity the cnterprises must define their niche markets, i.e. the most appropriate

- products for development and producuon
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The capacnty of export markets is great as ldenuﬁed even very grcat However, ll docs not mean that
we can meet all the market requirements and therefore if we can not 1dent1fy an appropriate product
structure suitable to our eqﬁipment capacity, productio.n technology and skills by labour, not :iny product
by enterprises can be exported. _ |

Some people pessimisticaily argue that Viet Nam is not capable of meeting the requirements of eiport
markets because these markets espcciaily big ones like EU, Japan, the United States require very high
quality and their fashion and mode‘change very rapidly _wi(h some modes requiring very complicated |
equipment and tcchnblogy. | |

This is partly true because their requirements are high but vc'ry diverse. Their ﬂiversiﬁcation is the
very base for Viet Nam's enterprises to select and find out their niché markets. W_e are not capable of
traciﬁg after for meeting sophisticated fashion aﬁd modes because they change vgry' constantly, but we
will focus on meeting thé demand of middle class sections which requires refatively good and middle
level of quahty, or focus on products for which the dcmands do not vary much among different social
classes For example, for knitwear, such requirements as ﬁne combed cotton ﬂbres anti-shrinkage
processing... are common requirements for kmtwear T-shms. Whether T-shirt consumers are of rmddlc
or poor classes, at all ages, will hav‘c no demand.s other than such teQuireniénts which cah fotally be met
by our current technology. Thcrcforc knitwear products should be focused on.

~ As a matter of fact, knitwear products of such c0mpames as Hanoi Textile and Gannent company,



Thanh Cong Textile, Nha Trang Textile... have been exported in large quantities.

Denim fabrics, which is popularly called jean, of different products such as trousers, shirts, shorts,
waistcoats... has not changed in composition and density over centuries. Viet Nam is capable of producing
and exporting this kind of fabrics, for example Phong Phu Textile. Towels can also be considered a key
exporting product of our textile and garment industry, as this product does not require too high
téchnological level.

Another example for this argument is men shirt that has not changed much in design over decades.
This product is very familiar with us, gains a big export volume but is still produced in the form of sub-
contracting. If the investment is focused on producing fabrics for men shirts, it will not be too costly and
concurrently, the weaving and sewing stages will be linkéd together in a closed chain. Presently, shirt
. fabrics produced by Viet Thang, Dorrg A is very popular in the domestic market and also avaitable for
exXports.

Therefore, the determination of product structure for each export market is a hard job which requires
. our great efforts. _ .

Thir opinion can face oppositions that our selection of easily-made products which are appropriate
for our production' level will be the same as other regional economies’ production intention, therefore we
will face fierce coropetition. Indeed, in a market economy, different countries having the same export
prodtrct structure is inevitable. Therefore, if we wisIr to win the competition the solution will be to take
advantage of cheapcr labour cost as comparcd with other regional economies, concurrently to 1mprove
our productmty and product quallty (thanks to our hard- -working and skillful 1abour force), and even to
accelerate the delwery date .30 far aithough the price no longer plays the determinant role in competition,

Citwill stlll be, together with the product quality, among the most important factors that decide the success
in competltron.

In short, the ability to identify niche markets in the international market is an cssentiallrequirement to
c.'rch pntcrprisc as well as the whole textile and garment industry in Viet Nam.

In domestic market, the determinat_ion'of commodity structure is not very complicated. However, the
'difﬁculty lies in price strategy and production assignment.

As for price strategy, so far, many enrerprises have still decided produc_ts'.prices in different markets
mainly based on_their production and circulatipn costé, rarher than on market demands. In the coming
time, the price strategy should be revised. Product prices should be calculated based on the demand of
each market, edch region and éve_n seésona_lly adjusted (e.g. winter commodities should be sold at lower
priccr in early summer) or adjusted according to the .prod'uct’s life cycle (at the beginning of the cycle,

- prrceé sh_ould be lowéred for promotion purpose, as well as at rhe end of the cycle, prices should be
 decreased to réducc the inrrt:rrtdry). That means prices will be very ﬂexiple and based on consumers' felt

- value. .-
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The production assignment and specialization will provide the best condition for enterprises to plough
their investment, renovate technologies and equipment and improve the workers' skills so as to better
meet the market demands,

At present, in Viet Nam's textile and garment industry, the aftermath of a long period of unorganized
development is reflected in too much diversified enterprises and a too little unified branch.

In fact, over the past years, we have made some ¢fforts in establishing a product strategy, however it
is still confined to papers and in conference roomﬁ. The construction of a product strategy is mainly
called for but has not been put into implementation as it is not based on the practical situation in enterprises
as well as lacks a unified direction.

In the coming time, the product strategy should be established at as soon as the enterprise level and
based on their comparative advantages. After that, the strategy will be generalized and revised at the
corporation level, avoiding the market ov'erlapp.ing or abandonment.

The establishment of a product strategy should aim at identify.ing strategic ﬁroducts of each enterprise,
forming a system of.mutuai supplementary products. If the production assignment is well conddétgd, -the

competition among enterprises, at least within the Viet Nam Textile and Garment Corporation (Vinatex),

will be resolved.

4.2.2 Build up a multi-layer industrial and technological structure, improve the co-operation and linkage
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- berween textile and garment mdustrtes

- The trend of international and reglonal mtegrataon is m'evemb!c Therefore, in the commg tlme the

investment should go in the followmg basic dlrectlon

a Hegghtened specmhzauon in each enterprise and dzversrﬁcanon on the whole branch s scale

Hclghtcncd spcc:ahzatlon will be an important onentauon for each enterpnses investment.
Specialization based on the market demands and the branch’s productipn assignment will lead to the
fact that several enterprises have the same key products. In such case, we should take adwintage_ of the
economic scale in order to establish the linkage as welluas to make best use of technological and
equipment capacity of enterprises at close locatlons

In order to fulfill this task, each enterpnsc after identifying its key products, wnll focus its investment
on weak stages that are determinant to its productlv_lty and product quahty. The corporatl_on w1ll have
to assist enterprises in implementing their investment programmes when thé cnici'priscs face difficulties. .

Diversification on the branch scale is the basis for the branch's production investment by multi-
layer technological structure. In particular, some important links in the technological line that are
determinant to the product quality, such as spinning and ﬁl_\isﬁing, should be invested with modern
technologies and organized on an industrial production scale. The rcmaining links such as product
weaving, sewing... can be organized both in centralized and dispefsed manners, @ith different

technological levels from manual or semi-mechanical, mechanical to automatic, depending on each '



product and target consumers. Multi-layer technology investment will save investment capital and
provide an important precondition for the economic - technological linkage among enterprises, leaving
aside whether an enterprise is central or local, state-owned or of other economic sectors in the same
territory.

- Moreover, such investment will take full advantage of domestic and external resources on different
scales, both in terms of capital and labour, allowing to quickly meet various and ever higher domestic
market's demands in terms of quantity and quality, concurrently providing an approach to foreign
arkets for export development.

b)  Investment aimed at reducing the imbalance in the whole branch's production capacity and

strengthening the linkage between the textile and garment indusiries;

The investment direction in the coming time will combine in-depth and in-width investments. Firstly,
the focus will be in-depth investment so as to reduce the imbalance between links, especially between
the 2 links of spinning and weaving. Concurrently, we should mobilize foreign capital sources to
enrich the invegtment if possible. Specifically as follows:

- Spinning: The production capacity is quite high, however due to outdated machinery and
equipmént as well as the rough ﬁbbe.r.pcrccnt'ag.c of 60%, the fibber supplies for knitwear and
high-quality fabrics weaving still face difficulties. Spinnefs that have been in use for over 20
yeafs should be graduélly replaced, while spinnérs that have been newly invested since the 1980s
shou#d be upgraded. |

Spinning enlerpfisés shouid be 're-planned towards deeper specialization, the investment should
be focused §n several cnteﬁiriscs that supply high-quality fibres for the whole branch.

- Fabrics weaving: Investment should be strongly focused on weaving in order to balance with
spinning capécity and pfoducc high;quality fabrics for export, establish the linkage between
textile and garment industries. In order to meet the target, the investment should be towards
deeper specialization in each énterprise as mentioned above, concurrently transferring outdated

~ machinery to rural areas in order to take advantage of land, premise, labour... resources, following
the policy on o.rgahizin.'g' the'prbdhction by multi-layer technological structure.
In parallel with the discharge of some types of weaving machines, all other equipment such as
starching, récking machines... should be renovated so as to be compat.ible with newly'invested
" modern weaving mﬁéhinéry.

- - Dying, ﬁnis.hing: 50% of the equipment need to be replaced in order to produce high-quality
produéts such as fabrics for making shirts, jackets, trousers... Individﬁa! equipment should be

- restored, ubgraded, supplémentgd in order to complete the whole line.

Dying and finishing is the stage that réquir_eé modern tcchﬁolo’gy and hugé investment capital.

* Therefore, investment should be concentrated at large scale following the principle of establishing
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high quality and modern centres for printing, dyeing, processing and finishing in regions.
Investment under this form will create conditions for both concentrating capital in modern
technology and solving the problem of environmental pollution.

Sewing equipment: Machines that have been in use for over 10 years and/or technologically
outdated (representing about 20% of the total equipment) should be replaced as soon as in the
early next century so as to ensure the production efficiency and catch up with the international
fashion development trend. _

Small garment enterprises should be strongly developed on the national scale so as to meet the
trend of export market expansion and domestic market divefsiﬁcation.

The investment, aimed at reducing the imbalance in the branch’s production capacity and

strengthening the textile - garment linkage, should be reflected in focusing the investment on

fashion deeign, including material design (fabrics sample) and product styling (fashion). In this
area, instruments for technological desigo and testing production should be adequately invested
to meet the reouirement_s of carrying out researches and de\?eloping new products. Thus, the

investment in modern machinery and equipment in production stages can bring about a practical

_ output of new products for the market.

The textile - garment linkage can also be implemented through the co-fegistratioh of a single
iraoemark in the.internationa_l'market by textile and gaﬁnent enterprises (for garﬁ_mnts made
from domestic fabrics). Thus., the cost will be lower. for boih the two partners, .c'oncurrently
textile enterprises will be provided with opportunities to access to international market while
they have not yet had conditions; for direct exp.ort. of fabrics . | :

In conjunction with the in- depth investment, the branch should be in- wtdth invested, the

production should be developed so as to meet the target by the years 2005 and 2010. {These

* targets should be re-adjusted in line with the practical situation and avoid depending on subjective

opinions or running after' quantities, which wﬂl lead to unsciehtiﬁc investﬁlent orientation in the
future). However, in order to reduce the imbalance in the w..hole branch's production capacity as
well as the redundan'cy in indivioual entcfpﬁses' preduction capacity, there is a need for asset re-
allocation among Viet Nam Textile and Garment Corporatnons (Vmatex) enterpnses in line
with the policy on heightened specialization. Moreover even though enterprises have invested
equipment and technologies in the production of a specific product but the efficiency is low and
difficult to improve, both equipment and technologies should be transferred to more efﬁeient
enterprises. The overall branch's benefits should be of hlgher 1mportance than the mdwndual'
benefits of each locallty or enterprlse
The investment objectives for each specific stage are as follows:

The period from 2000 to 2005: The mvestment is mainly focused on capacnty synchromzatlon



concentrated on weak and insufficient links so as to basically meet domestic consumption demands,
preparing conditions for the bold move from sub-contracting export to the export in form of
purchasing matetials - selling finished products (FOB). At the end of this stage, the FOB export
eamnings will be raised to 50% of the total branch's export carnings (at present, Vinatex's enterprises
have gained the share of FOB export carnings in the total export earnings as follows: Textiles -
70% and Garments - 36%).

* Viet Nam's textile and garment industry should gradually establish its position in the international
market by purchasing the copyright of well-known textile and garment' trademarks, focusing on
high-quality production and exporting to the international market. The successful example of
Viet Tien garment company re-buyin.g Pierre Cardin trédemark should be broadly studied.
However, this solution can face the difficulty of the serious copyright piracy in Viet Nam that
will lead trademark owners to sue against Vietnamese enterprises on the copyright piracy. So far,
no solutions have been found yet to resolve this problem.

In-width investment sh(:)uld be restricted if the current production capacity has not yet been
fully exploited.

- The period frbm 2006 to 2010: Investment should be focused on expanding the production,
meeting the doméétiq demands in terms of products’ quantity, quality and categories. Non-
tradition;il techﬁologics such as technical fabrics production, fibber and fabrics processing so as
to create their desirable characteriétics, or energy- , water- and material-saved processing
technologies... should be 'graduﬁlly put into applic'ati.on. As for export markets, exports should be
'expa'nded_ to non-quota markets mainly by purchasing materials and selling finished products.
Key textile and garment products’ position should be strengthened in the international market.

: Acéording to specialists' calculations, the investment, both in-depth and in-width, in developing
the téxtiie_and garment industry by the year 2010 will mount to billions of USD, equivalent to
dozen thoﬁéand billions of VND. In the current context, 65—70% of the investment capital will be
attracted from externél sources, thrbugh the form of joint-ventures or 100% foreign-invésted
entefprises, or credit loans, grahts... Domestic sources can meet only 30 - 35% of the capital

- demand. .Ther'efore, "u_t .addition to attrac.:tivé.pol.icies on mobilizing foreign investment capital,
-there 1s a need for special policies on encouraging domestic investment.

The current situation of tﬁe branch's staté-oivned enterprises is that, in spite of great demands,
the enterprises are hcs'ita;lt to invest due to high risks, troublesome evaluation and lending
pr_ocedurgs. _

e ¢) _Production grrangement in the whole economic-technological branch
' Prqductidn activi_tieé should be 6tganizcd and assigned on the branch scale towards strong

~ specialization and co-operation. That means central state-owned and some local state-owned enterprises,
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thanks to modern equipment and technologies as well as skilled fabour, will take the role of producing
sophisticate goods, providing materials (spinning) or sub-contracting, dying, completing products for
other enterprises. Local small-size enterprises or other economic sectors will play the role as production
satellites aroﬁnd big enterprises. Thus, the branch's network of textile and garment enterprises by all
economic sectors will form a system to assist each other in developing.

The vertical production organizational structure including satellites proves very cfﬁcienf: A mother
company can include many satellites who produce the same products, which in turn will be gathered
and sold under a single trademark of the mother company.

By this way, the mother company can get many benefits, such as lower labour pressure as it can hire

- labour when necessary without signing permanent labour contracts, concurrently big investment in
equipment is not required. On the contrary, the satellites will .gct stable cmployment (thanks to the
mother company's stable markets and advanced management experience), and will be partially assisted
in capital by the mother conﬁpany. An affiliate can play the role of a satéllitc for different mother
companies. _ _

In recent years, this Iiﬂkage model has successfully applied in several textile and garment et_ltei'priscs,

. particularly not only such state-owned enterprises as Viet Tien garment. Ten garment, Duc Giang
garment, Hanoi textile, Phong Phu textile... but also non state-owned enterpnses such as Hong Quan
textxle Binh Minh textile...

However in order to ensure the success, it is necessary to establish. a close two-way relation between
the mother company and satellite companies such as notifying rcgularly about productxon plans and
exchangmg opmmns on products’ quality.

- Inorder to improve the investment efficiency and strengthen the linkégc among the branch's
enterprises, textile and garment proddction centrés should be gradually established in different
regions and areas. In each region or area, some enterprises will take the key role in specific areas
such as spinning, dying - finishing. The production otganhation can be as follows:

+  In concentrated areas, it is better to develop the horizontal specializatioﬁ (fibber, w.caving).
Specialized textile factories of different sizes will buy fibres.and weave mairﬂy low- and
medium-quality products for domestic market. In addition, sbmé textile complgxés. (iﬁ vertical

~ relation) will be constructed in order to specialize in h.igh-(;uality fabrics for domestic and
export demands. o

+ In non-concentrated areas, in order to save transporting costs, the production should be
organized in vertical relation (fibber - weaving combinatioh) but not on a.large scale, specializing
mainly in products fhat do not require high technological level such as different kinds of
towels, low- and medium-quality fabrics for domestic consumption.

 Small enterprises should be strongly developed in.conjun'ction_ with handicraft villages, particularly
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villages traditionally specializing in embroidering, weaving and sewing... in order take advantage of

rural labour and traditional experience.

- The capital accumulation process at Vinatex over the past time has been conducted smoothly
and gained some achievements. These achievements, on one hand, can be atiributed to the
enterprises' investment in improving their production capacity through the establishment of
member enterprises (operating as a satellite in provinces) so as to meet their development
requirements, and on the other hand, can be explained by the willingness of ailing enterprises in
merging with big enterprises. Moreover, Vinatex, in its development into a powerful corporation,
has been slrengthened'in production capacity by the voluntary joining of many local state-owned
enterprises.

In the coming future, based on experience drawn from the previous period, the branch's capital

accumulation process will eontmuously be implemented through voluntary j _|01n1ng Some ailing
_ enterprises that cannot survive will join voluntarily in more powerful enterprises.

However it should be stressed that administrative measures need to be utilized. The textile and

garment production should be soon organized in a way so that there will be no distinguishing between

central state-owned and local state-owned enterprises. Local state-owned enterprises will play the

role as a member operating directly nnder Vinatex's direc_tion and production assignment. tn the course

of proprietorship diversiﬁcation, on one nand, existing state-owned enterprises will be equitised, on

the other hand, the corporation will join its cﬁpital in new projeots, including the equitised enterprises’

voluntar'y joining in the corporation. Thus, Vinatex will gfadually grow into a powerful corporation.
423 Investment in matet’iai supplying regions and oda'itives production development

Materials and additives are production inputs. Without stable supplies of materials and additives, the
production cannot develop in a stable manner. Moreover, it should be stressed that the textile and garment
industry‘s development orientation is sharply export—oriented while the export capacity is greatly affected

" by the ongm rule (if domestically produced materials and additives are utilized, more export preferences
of quotas, export duty will be available). Over the past time, due to different causes such as limited
technologlcal level, capltal and notably low production organization level, the production of materials
and additives still face many shortcotnings, although great efforts have been paid.

For.z recent vea'ré,-this activity has been paid more attention. However, there has not been yet a
comprehensive and.cornpetible development strategy among branches and ministries. Therefore, in the
commg future, a matenai development plan should be established for different kinds of fibres as well as

. for the' productlon of some key addmves leadmg to basic self-supply of different kinds of fibres and
some key addmves for production in the future. Specifically as follows: '
a) ' Cotton |

~ Every year, in order to meet the produ'ctit;in requirements, a large amount of foreign currency worth
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USD 90,000 is paid for the import of 80,000 tones of cotton fibres (1999's figure), excluding nearly
USD 200 million for fibber import. As being imported from different sources, the cotton quality is
unequal, leading to complex mixture of materials and negatively affecting products’ quatity. If
domestically produced cotton is utilized, we will be independent in material supplying, save hard
currencies and balance the import and export earnings. Moreover, the land and labour potentials will
be exploited in different regions nationwide.

Presently, the cotton growing arca nationwide is over 17,700 ha and will be expanded up to hundreds
of thousandé of ha in the future. However, in general, the cotton growth is still at a low pace and faces
many difficulties. |

The utilization practice shows that Vietnamese cotton fibres are of the similar quality to grade 1
cotton (ﬁnder the former Soviet Union's standards), but still need to be improved in terms of equality,
ripeness and subagents. ' |

In order to-absolutely resolve the problem, it shouid be agreed that the cotton will be considered an
iﬁiponam stratégic industrial crop with a larget dfat Viet Nam wili sclf-supply 40% of cotton material

for the textile and garment industry by the year 2005, and 70% by the year 2010. To meet the target,

' ﬁrstly, the cotton development should be included in nauonal focal dcvclopmcnt programmes with

policies on prov;dmg capital, credit, technology preterences, concurrently following basic 1ssues_should

be resettled:

- Mobilize all capital sources from the centre, locali.tis@s,.pu'blic and .éve'n foreign Sburces for the
| cotton dévclopfnent.
- Drawup specific policics on agriculturai.éxtension such as pmvidin'g.capital assistance, lending
capital in advance of protectmg producers. _
- Arrange the production co-operation, guarantee the stable and long-lasnng purchase of products
between Viet Nam Co_tton Company and textile enterprises.
" Viet Ném Tobacco Company's experience in developing tobaééo _regioﬁs should be learnt and
followed. | |
Natufal silk _
Seri-culture is one of our traditional occupations. in 1992 the mulberry gfowing area is 35,000 ha |
with the output of 850 tones of very fine silk. However, due to madequate attennon the suk growth is
at a low pace with the output of only 1,400 tones in 1994 In rcccnt years, the outpul has been raised
up but still less than 2,000 tones and much lower than the demand. On the other hand, textile p;oducts
made of domestic natural silk are stitl limited and of low quality. At present, we have only exploited
this precious material méinly by exporting mate.:rials,.leéding to low économic_: éfﬁ_cienéy. In the future, °
in order to improve the ec.onomic cfﬁc’icnéy, equipment and tcchno_lbgy should .'I.J.e provided fér

processing higher-quality produété. for expoft. There is a need for the techholegy to process waste silk



into spunsitk of which the export value is not much less than that of very fine silk.
¢} Synthetic fibres and dying agents and chemicals

Presently, most of synthetic fibres are imported at the annual volume of about dozen of thousands
of tones that cost about USD 50 million. Under the expected material utilization structure by the year
2010, in which mixed fibres account for 30% and synthetic fibres represent 30%, the demand for
synthetic fibres by the year 2010 will amount to nearly 100,000 tones. Presently, there are two 100%
foreign-owned enterprises specializing in synthetic fibber production. Howcver, their production almost
come to a standstill due to plummeting synthetic fibber price in the regional market. In addition, our
main dying agents and chemicals must be totally imported. At present, Viet Nam has established an
oil refinery project in Dung Quat to take advantage of its oil resource. Therefore, the production of
synthetic fibres and some main dying chemicals by the year 2010 promises a bright future. The branch
should make proposals to the Government as well as co-ordinate with state agencies in an attempt to
accelerate projccté' progress, allowing to partially self—supnly such important materials as soon as
possible.

d) Additives _

| The organization of additive production is still improper due to the lack of experience and a master
plan and therefore investment projects over the past time mainly go in 1nd1v1dual direction of each
enterpnse {luckily, some projects have been successful) In the coming time, the additive producnon
should be shortly re-planned, avoiding the spontaneous investment which will lead to such capacity
redundancy as in the .te.xtile and garment industry over the past time. At the very first, the production
should be focused on products of hoavy demand such as buttons, hooks, zippers, labels of ail kinds.
The noditive .production doos not require high technology but the problem lies in the lack of capital.
An individual enterprise can have difﬁculties in production, however, with the branch's assistance or
the co-ordination among enterprises, such shortcomings will be resolved in a few years.

In short, the mvestment in matenal and additive productlon wxll not only help us to be mdcpendent :
in production and i 1mprovc the domestic production value for textﬂe and garment products, especially
export products, in order to receive origin preferences (such as the Generalized System of Preferences
- GSP) at the entry into some major markets like the EU, the US... but also of great importance to us
in crcating enlployment for the rural area, transforming the economic structure in agriculture and
accelerating the currént agricultural and rural industrialization process.

'Thcrcfol_'c, preferences and incentives such as prioritized quota allocation, rewards derived from
the export suosidy fund should be provided for enterprises that utilize domestic materials in their
cxportmg production. In addition, enterprises should take their initiatives in introducing to foreign

' .customers the matenals and addmves that can be domestlcally produced in order to foster the exports
and limit the imports. By thls way, the domestic material and additive production will have great

development opportunities. -
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Preface

Textile-garment industry is considered as one of the key areas of Viet Nam industry development in the era
of speeding up the national industrialization, modernization. Being one of the sectors that has the longest
history of development, it has been considered as having rather-powerfui potential for development. In the
development process, under either the central-planning mechanism or the market mechanism with state
management, government macroeconomic policies always play an important role in the Textile-garment
industry's development and efficiency. New deveiopmcnt circumstances create both opportunities and
challenges for its development. The innovation of trade and industrial policy for providing policy support to
the efficient and sustainable development of the industry is considered as an urgent task.

Hence, sponsored by ﬁCA, the groups of National Economics University's researchers and Japanese experts
have cooperated to study the issues titled "Viet Nam's textile-garment industry in the context of integration:
The selection 6f devel;)pm'ent policies for the future"”.

The reseéarch objéctive is to estimate the im'pact of sdme gbvcfnment macroeconomic policies on the
developfnent of Te'xtiié-garment industry, and on this basis to put forward recommendations about innovating

those policies for the development of"I;exti]e-garment industry in the context of new conditions.
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Part 1 Advantages and basic conditions for developing the textile-garment industry
of Viet Nam

Textile garment industry is an important sector in the first period of industrialization in many countries
inchiding Viet Nam. Having specific advantages such as not so much capital needed for investment and short
payback, labor consuming, and a wide range of opportunities to expand domestic and foreign markets with
the participation of various economic sectors by ownership, at present textile and garment industry of Viet
Nam is considered as a key and efficient manufacturing sector.

In the course of the country's socio-economic development, textile-garment industry has been of the Party's
and Government's concern and assigned an important position in the development policies related to the
consumer gobds sectors. The document of 8th Party congress has affirmed the need “... To strongly develop

“light industries especially textile, garment, leather, footwear, paper, handicrafis. To invest for modernizing of
technological lines, improving the qudliry and competitiveness of product. To gr_(zduaiiy change ﬁ’orﬁ the
CMP forms of réxrile, garment and leather goods into buying raw materials' for the ekport production, to pay
aitention on raising the marketing abilities in order to expand the market. To overcome the backward of the
fibber and textile industries...”.' The documents of the 9-th Party Congrcss also indicate the need of
"...developing those sectors that have camperit:’ve advaﬁtage_s, and that have been able to share the domestic
market of essential consumer goods and prdmoting export, such as agricultural, forest and seafood processing,
garment, leather, foorwear and some other machinery and consumer prbducrs... 2 |

At present, along with the trend of reglonal and international economic integration, there has been a serious
compctltlon among the textile- garment producers aiming to wm and control the market, Aftcr the first period
of integration process, in preparing for the new period of a perfect and comprehensive mtegratlon, there are
great challcngeé for textile-garment industry of Viet Nam. Therefore, the matter is to have a cofrect and
comprehensive perception on advantages of this industry, in order to timely and effectively decide about

orientation and policies for its development.

1.1 Human resource
This advantage can be explained as follows:
- Viet Nam is a country with clouded and young population in the region and in the world.
By 1/4/1999 the population of this country is 76,327,900 persons, in wh.ich, péoplc.of working age is

over 43.8 miltion.’ The population of Viet Nam now is ranked as the 13th nation in the world and 2nd

Documents of the 8th Party Congress Nationa! Political Publishing House, Hanoi, 1986.
The draft document to submit 9th pany meeting, page 42

The draft strategy to develop educauon and training up to 2010 for modermzauon and industrialization (generat document)
- Ministry of education and trammg, page 2.
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one among ASEAN countries (behind Indonesia). Every year about 1.5-1.7 million young people enter
the labor force that contributes to the existing large and powerful working forces.

A rational, full and effective use of that plentiful labor force will create favorable condition for
developing the textile-garment industry.

In addition, the numerous population can also form a large market that needs garment and textile
goods.

There have been positive mavements in the quality of the human resource.

This can be seen via obvious improvements on health, cultural standards and technical education and
skills of human resource of Viet Nam in recent years.

On the health issue, if prior to 1990, the healthy status of Vietnamese people was evaluated as of
average and weak level, since 1990 up to now there have been many positive changes. Malautrition of
children reduced .c.]uickly, the people’s living standards have been improved so that increased kcal/ person/

“day level.

The advantage in hﬁman resource of Viet Nam is also manifested through high cultural standard of
labor force. Sta_tistir.:srshow that the rate of literacy of labor force increased from 91.3% in 1989 t0 94.9% .
in 1997. The rate of illiterate ﬁeoplé reduced from 8.7% to 5.1% respectively. Nowadays, nearly 94%
population over 15 yeaf old are literate. Al cities and provinces'in Viet Narﬁ meet National standards in
erasing illiteracy and universalizing pnmary education. The average year of children going to school is

738 ' _

In comﬁarison with countries in the region, while considering the difference on social economic
conditions, the ratio of Iite_racy and yeafs of attending school of the Viet Nam's labor fofces are rather
high, e'\.fen higher than that of China and Singapore with a higher than Viet Nam level of development.
At the same time, the ratio of learning in school among the labor force is rather high {(91.6% in 1997).

" The changes in the structure of human resource by education levels has also changed posmvely, for
.the rate of pnmary and secondary school graduates increased from 30.5 and 8.9% (1989) to 60.51 and
14 14% (1997), the rate of those havmg not passed prlmary school is significantly reduced from 46.2%
(1989) to 20.26% (1997) [sec appendix 1]. Beside, appendzx 1 shows that the structure of labor force by
education levels in rural and urban areas becomes more and more rational, especially in urban area.

- Another element reﬂectmg the improved quahty of Viet Nam human resource is the professional,

' techmcal degree of labor force.
Considering the quantity, the proféssional degree of labor force has been increased [see appendix 2).
Howe\;ef, thére exist incoﬁsisfent problems in professional and technical education levels of Viet

‘Nam's labor forcé, namciy: the share of those with profc.ssional technical higher diploma increased more

* The draft strategy to develop education and n'ammg upto 2010 for modem:zauon and mdusl:nalizauon (general documenl)
- Ministry of education and training, page 2
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than that of technician, technical worker, resulting in the situation when "trainers are more than workers,
and lack of skilled workers". There has been a shortage of skilled is labor, in 8 years, 1989-1997,
professional technical force increased only by 2% and the share of those without professional techniques
accounts for about 90% of labor force.

in 1996 in the industrial sector the share of labor without skills was 67% and that with low skills was
33%. The ratio of educated workers was low and and the ratio of partiéipants of professional schools fell
(1). The education level of workers is low, at present there is still about 20% that have not passed
secondary and 53% have not passed higher school education. Workers without foreign languages shares
(86% in term of Eﬁglish, and 98% of other foreign languages). Workers with high skills {class 5 and
onward) is less than those with lower class of skill, 25.10% versus 31.25% [see appendix 4&35]. Beside,
there are some other limits aboht.professional .and technical levels between urban and rural areas, different
regions and economic sectors [see appendix 6&7].

However, because textile- garment industry is to use simple labor with no demand for high professional
techhiéal levéi, we can affirm that although there are still limits that needs to be overcome, but Viet Nam

- human res.ource_are of a basic and importani advéntage for the development of textile—garmeﬁt industry
in coining pc;iod. The problem is to have policies on cffcctive.and rational use of the resources in
parallel with the organization of education and training forms aimiﬁg to raise professional and technical
levels of the labor force.
- The worker prices in the Viet Nam's texﬁle-gwment sector is lower than that of other countries.
The wages level in Viet Nam textile- ganﬁent seétof calculated to USD at present is lower than thét of

countries in the region. -

Table 1 Labor wages in textile-garment sector of several countries.
{Unit: USD/Hour)

Japan French USA UK - Taiwan Korea Hong Kong | Singapore

16.31 12.63 . - 10.33 10.16 5 3.6 339 . 3.16

Malaysia Thailand Philippine India China Indonesia Viet Nam
0.95 - 0.87 0.67 054 . 0.34 0.23 0.18

Source: Viet Nam Garment - Textile Corporation

However, there is an opinidn that the wages of worker in the textile garment sector of -Viet Nam is
higher than that of several countries with developed textile- garment industry such as China and Indonesia
with conclusion that Viet Nam has no competitive advantage in term of wonfkefs wage. .- '

In our opinion, when comparing with Indoncsié, we need to take in to account the dercEiation of
local currency (Rupiah) foliowed by the financial crisis in 1997 and rather high inﬂatioﬁ in this country
(in 1998 was 59.8% and in 1999 - 22.7 %). The excess supply of lébor caused by the restructure and

merger process of enterprise after the crisis {(in 1999 there were about 6.1 million labor Waiting for job)
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which obviously results in low wages in Indonesia. But considering for long term, when the economy of
Indonesia becomes stable and developed, the wages will have raising trend and we may lose the current
competitive advantage.

When comparing the wages with China, by our viewpoint, it is necessary to examine some elements:
First, China is a country with strong development of textile-garment industrial sector in localities, rural
areas—where there is rather populous and labor supply is always higher than demand; Second, it should
have the discrimination of wages between textile and garment sectors because basically the textile sector
needs only to use labor with low skill, popular labor, but the garment sector needs skilled fabor. Meanwhile,
the textile sector in Viet Nam is too small compared to other countries, especially to China, in reality we
are now developing mainly the garment industry [see appendix 4). Therefore, comparison of worker
Wages in textile—ganﬁent sector between two countries is not suitable, it is necessary to separate wages
for textile and garment sectors in order to compare with consideration about regional efements (urban,
rural area).

By our evaluation, when countries of ASEAN aﬁd other countries are still importing a certain amount
of Vietnamese textile-garment labor, it élearly shows that the low price of labor is still an advantage of
Viet Nam human resource. But in coming time this advantage may be reduced gradually if we would
not implement m?asures such as raising productivity and skill of labor to consolidate this competitive

advantage.

1.2 '_Investme_nt features: Viet Nam's textile-garment industry does not require big investment and too
complicated technology, with low capital ratio and fast payback, suitable for small and medium
scale of Viet Nam

.Naturally the texﬁle-garmcnt sector is a small-scaled ihdustry, therefore its capital ratio is much lower
than that of other, especiaily héavy industrial sectors, equivalent to 1/10 of the power sector, 1/15 of the

‘machinery sector and 1/20 of the metallurgical sector.

.In'man'ufac.turing industry of consumer goods in order to create a new job, the textile industry needs only
about 15,000 USD, the garmeht industry needs about .1,000 USD, while the paper sector needs nearly
30,000 USD. '

Moreover, due to short tinie of manufactﬁring and selling products the payback period of the textile-

- garment iﬁdﬁstry is much lower than that of 6ther industries. Comxﬁonljr, the payback period of the textile
. sector is 12-15 yeats, of the garment sector is from 5 - 7 years, \'u_rhile that 6f other industries is over 15
years, ev_i:n more in such industries like steel sector. _

B'ec'ause.qf not too complicated manufac.turing technologies and easy training of labor for the textile-
garment sector, the broduction organization of texﬁ_lc, garment enierprises in forms of small and medium

scales is quite suitable for the Viet Nam's geographic, economic and social conditions. This is also an
q geograp
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advantage for the development of textile-garment sector in coming years.

1.3 Tendencies of shifting from developed to developing countries

As a late coming country, Viet Nam has favorable conditions in inheriting achievements of developed
industrial countries. Hence, the tendency of shifting the garment-textile sector from developed countries
into developing countries with the cdmpetitive advantages in labor force end prices has created for Viet
Nam opportunities to develop this industry.

The development history of garment-textile sector of the world is also the history of transferring the
textile-garment industry from developed regions to leés-developed regions due to the impact of comparative
advantages. This does not mean that garment-textile production no longer exist in developed countries but
it has appreached to a higher level, that is producing higher quality and value commodities contaiining high
technology and intellectuals. _ |

Studymg the development history of the world garment and textile industry, we see that it early appeared
in the United Kingdom at the end of XVIII century and there has occurred the first shit from the U K. to
other countrics m Burope. The second shift is from Europe to Japan in 1950 s in the period of thc post 2nd
world War. _

From 1960s, when the production cost in Japan siguificantly increased and there was lack of human
resource, the garment and text:le industry was transferred for the third time to Newly Indusmallzed Countnes
in Asia such as Hong Kong, Talwan Korea. Up to 1980s, when Eastern Asian Countnes gradually shxfted
into producuon of high-tech goods such as: Automoblle civil engmeenng, electronics... the comparatlve
advantage lost, together with the speeding up of capital investment to overseas countnes, NICs and developed
countries have forced to shift this i.ndustry to developing countries sueh as ASEAN, Chida and South-
Asian countries.

Process of garment-textile transferring has been also implemented among inner areas of a coﬁntry. Initially,
the garment-textile industry is always focused on urban areas due to advantages in infrastructure, labor
skills, trade. However, it has been gradually lost the advantage on tabor and worker pﬁce, to keep the
comparative advantage, the garment-textile industry must shiﬁ Step by step to less-deveioped urban areas
and rural areas. _ N | '

Therefore, the shifting process of garment-textile industry is obvious, so making maximum use of this
shifting process is an advantage and fundamental condition to develop the gannent-textile'industry in
coming period. The notable issue is that Viet Nam is obligated to implement policies, measures of '.'faking |
a short cut—going ahead of world trend movements”, on the one hand its'is to meet the .shi.fting'proeess

 from other counmes on the other hand it is also necessary to tram h1gh—slulled workers, mvestmg into
technology and science to produce the commodities with hlgh intellectual content hlgh grade of quality

like in high - development stage of the garment-textile industry in developed countries.
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L4 Long tradition: Garment-textile industry owns long-traditional in Viet Nam and currently it holds
a certain position in the World market, especially markets of developed countries

The historical documents show that, the Textile industry was initially formed in XII century in Red River
delta.

In this place, areas of raising silkworms sashes Hung Yen, Thai Binh ... Cotton plant was also cultivated
in mountainous areas of the North of Viet Nam and in some provinces such as Ninh Thuan, Dong Nai . But
up to 1889, it marked the official development of Textile Industry in Viet Nam since the French established

- Nam Dinh Textile industrial zone. _

After the 2nd World War, textile-garment industry strongly developed, especially in the South with
advanced equipment and technology of Europe and in the North with technology of China, Soviet Union
and Eastern Europe. Rebuilt Peace in 1975, under the renovation lines of the party, textile and garment has
been increasingly developed and holds the significant position in the development structure of industrial
production of Viet Nam.

.The History proves that Vietnamese people have the old-aged tradition on textile and garment. From the
feudal period there were mény handicraft village formed and manual craft organizations. Generally, industrial
" organization of this period included 02 forms: State form govcrﬁcd by the feudal state, traditional form
: foc_used on intemal. streets and surrounding wards anﬂ communes. Besides, it is also mentioned handicraft
villagé, mn peasaﬁt hodschold-villéges as the secondary job in the family.
: Textile vil_lages in West Lake at present such as Trich Sai, Bai An, Yen Thai, Nghia Do has been renown
in the dynésty of Ly Cong Uan (1016). In “Du Dia Chi" Book in century XV, __Ngujen Trai listed name of
Nghia Tain and Thuy Khe villages that were famc').us from Ly, Tran dynasties for fresh snlk weaving technology
and according to "An nam chi nguyen” written by Cao Hung Trung a Chinese author, in Viet Nam in XV
- century, the wea.ving worker of the cbunﬁ‘y produced white silk with width {of 1 meter).

Hence, Garment and Textile Industry owns the old-aged tradition in Viet Nam. Currently, garment-

textile .products of Viet Nam have been consdmed.in the World markets including markets of developed
. countries such as Japan, EU, tli_e United Stétes and sorﬁe other countries of SNG and Eastern countries.
Therefore, the traditional factor and market are great advantage in process of garment textile development

of Viet Nam in coming period. -

1.5 Favorable geographic positions: Viet Nam is a country owning thé favorable geographic positions
that contribute to the garment-textile industry déirelopment _
- Locating in the East of Indo-China peninsula, near the South East Asia center, Viet Nam belongs to
R Asi#—Paciﬁc region. Thié is the.mo.st flexible region of the World at the end of XIX century and the beginning
of XX éenttiry. With area of 330 363 km? of land and large area of sea spreading along the border length of

- 3260 km with some hundn:d thousand islands. Viet Nam is covered'by sea in the East, the South and a part
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of the West, Sea face China, Philippine, Malaysia, Indonesia, Thailand, and Combodia.

Therefore, regarding marine route, Viet Nam is like a large port that easily exchanges economy and
culture with different countries of the World. This condition facilitates the commodity transportation by
sea route, helping to minimize transportation fee, creating advantages in competition on price with different
countries. |

The land of Viet Nam with the North faces China, the West faces Laos and Cambodia that facilitate the
road transportation, railway and_dpening the frontier pass of commodity business. Tﬁc natural condition of
Viet Nam has also many advantages in developing the industry of cotton planting, raising silkworms for
the development of garment-textile industry.

Besides, Viet Na.m has also many development potentials of chemical production and cohsl_:ruction
mateﬁals, importaht industrial production areas and tourism. Development of these sectors has significant

affect to support in development of garment-textile industry.

1.6 Overseas Vietnamese: Due to condition of specific politic and economy, Viet Nam has a large
number of overseas Vietnamese, facilitating the development of garment-textile industry
Currently, Vict Nam has a lar'ge. number of Vietnamese oversea in fdrcign countriés, in which focusing
on countries such as the United States, Australia, Russia, Ffahqe aﬁd EU nations, thus, this number of
Vietnamese oversea can be the source of sﬁbplying finance and the market cbnsuiﬁing commodity as well
as seeking; tharketing and expanding market for garment-textile products made by Viet Nam in the coming
~ period. - ' |

This is also an advantage need to be effectively exploited.

1.7 Old aged and diversified cultural tradition: Viet Nam is a country owning the old aged and
diversified cultural tradition, exploiting this factor in development of garment-textile industry is a

~ comparative advantage _ _
Due to character of gérrnent-textile prodﬁct have the short life, carrying character of fashion and under
the impact of cultural factors, cilstom, religion, climate, gender, age ctc. with cﬁaraétcrs of Viet Nam
whose various and diversified culture, Vietnamese people is very séﬁsitive with the Wcaring, 50 in cominyg
period when garment-textile. products. graduall'y trahsfer from commodities contﬁining low intelligence,
not owning fashion and éultural character into the intelligence and cultural content, the issue of exploiting
the national identities of garment -textile enterprises are of great importance and owning édvantages of
approach and exploitation against the foreign enterprises. This is also a very significant advantage helping

textile-garment enterprise to exploit the domestic market.
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1.8 Material basis: Development of textile-garment industry owns the positive sense to promotion of
agricultural development capability to provide the materials

Currently, most of secondary materials of textile- garment industry of Viet Nam such as cotton, combined
fiber, dyeing chemicals... are still imported, this reason reduces the competitive strength on price of Viet
Nam export goods and restricting the initiative in the production of concerning enterprises. Whereas, Viet
Nam completely owns the foundation to construct and develop area of cotton materials due to the favorable
condition of land, climate as well as fiber material such as PE and silk PE due to Viet Nam has oil fieids
and petrochemistry project in Dung Quat are constructing.

Besides, occupation of raising silkworm, mulberry is also the old-aged traditional of Vietnamese people,
thus, development of silk material is quite reliable. _

Conclusion: Textile-garment industry of Viet Nam now concentrate and gather 03 'factors, they are:
clemeni weﬁther (shifﬁng of this industry from developed countries to developing countries, competitiveness
superiority on laboring price); faverable terrain (favorable condition on geography, nature, culture, human
resource and old-aged tradition, policies adopted and paid by the Party and the State to textile-garment
industry); concord among the people (textile-garment enterprise has been increasingly strong and holding
a certain status in.the World market). The concemiﬁg issue is how to exploit and combine such factors to

obtain a rapid, efféctivc_: and sustainable development in the near future.

"Part2 The present situatib_'r\ of textile-garment industry and the impacts
~of some macroeconomic policies '

2.1 The overview of development situation of Viet Nam textile-garment industry
2.1.1 The structures and efficiencies of business types
Translating the policy to develop the multi-sectoral economy into reality, since the later 80s, Viet Nam

textile-garment industry has developed many business types in different ownership.

Table 2 The number of businesses in textile-garment industry

State corporation Union firm Non state- House- Joint-venture | All-foreign
Central | Local | Total ¥ run firm hold company firm
Textile 28 © 24 52 0 227 10,000 22* 36**
Garment 38 84 122 - 8 384 30,000 36* §2r*
Total 66 108 174 8 61l 50,000 58* gg**

Source: Viet Nam naiional Textile-garment corporation.
Note: * until 12/30/1997,

** Unail 12/30/1996
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The production capacity of these businesses is presented in Tabie 3.

Table 3 The production capacities of Viet Nam textile-garment industry

Item Unit Domestic business | *OrciBn-ownership Total
business
Textile fibre Ton 72,000 90,000 162,000
Cloth & silk Million m® 380 420 800
Knitwear Million units 31 8 39
Ready-made product Million units 280 120 400

Source: Viet Nam national Textile-garment corporation,

The product'ion capacity of the sector mainly concentrate in Red River Delta (Hanoi and the surrounding
. area)} and Southeast (Ho Chi Minh City and the surrounding area).
2.1.2 Output and structure of lines

The production capacity of the sector has increased remarkably, especially garment ind'ustry, but the

practical production is still lower than existing prbduction capacity (Table 4).

Table 4 Qutput of some main products -

1997 | 1998

Ttem Unit 1991 | 1992 | 1993 | 1994 | 1995 | 1996 199
Fibre 1,000 tons _|40,261 [43,656 | 37,585 |44.403 [59.222 |65.390 |67.540 |69.076 | 73.726
Cloth &silk | 1,000000m | 280] 272| 215| 226| 263| 285] 2986 315] 3017
Canvas 1,000,000m | 1871 2.13] 2421 252| 206] 227] 248 1392] 151
Knitwear Million units - 26 18 31 271 302 2531 251 294 | 3044
Ready-made | \iionumis | 106 104 91 121| 172| 207| 302| 275| 305
clothes .

Source: Statistical yearbook [999.

Since 1991 up to now, except cloth and silk and knitwear have increased slowly (1.13 times and 1.17
times), other items have increased fast (fibre: 1.83 times, canvas: 8.07 times, Ready-made clothes: 2.88
times). In fact, the reason is that the garment industry has low investment rate, fast capital turnover and
the ability to penetrate deep into export market; canvas product is the main material for producing export
canvas shoes. Meanwhile, because the technology is backward and slowly renovated, with the low
ability to satisfy market requirements, textile industry has_'low growth, -

In general déivelopment tre'nd, the structure of téxtile-ganncnt lines is'd.ivcfsiﬁed incréééiﬁgly._l—lowever,
the competitive power of the goods is still low. Textile product does not sétisfy_ the gartnent réquire'ment,
in the domestic market, there are full of cloths imported from China and Thailand by mar'l'y diffefént '
ways. With the existing standard, Textile product does not satisfy the garment re(juiréme“t, éspccizi_lly
export garment.

While textile product is mainly consumed on the domestic market, garment product is not only consumed

on the domestic market but also is the important export. Viet Nam goverﬁment lays down a policy the
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strong development of garment industry to export based on labor advantage.

Viet Nam textile-garment product is attending on many Asia, Europe and North American markets.
Textile-garment product is considered the main export items group. For recent years, textile-garment
export turnover, especially garment has increased fast. In 1991, textile-garment export turnover is 158
millions USD, but in 1999, it is 1,747 millions USD, 11 times since 1991, and is expected to be over
2000 millions USD in 2000.

2.1.3 Technology level

It is only essential to strongly renovate the technology of textile-garment businesses when the economy
has a new management mechanism and the market changes to the "zone number 2" market. The present
technology levels of textile-garment businesses have clear differences. This is shown as follows:

The difference in technolégy level among businesses from different economic sector. They can be put
in order as follows: foreign-owned enterprises, s@ted—owned enterprises, non-state enterprises.

The difference in téchnology level among textile businesses and gafrnent businesses. While textile
stated-owned enterprises have only 15 percents of new machines, most of export garment businesses are
equipped new machines instead of old machines. In general, textile product is not able to satisfy the
requirement of export garment businesses.

Becaﬁse of the speciﬁcity‘s in production and market, the raté of textile technology renovation is often
more slow than thét of garment businesses.

The fact of tle'xtilc-gﬁrmen't technology level can be examined through follow situations:
Textile-spinning tecfmo!ogf equipment: - _

The number of .tcxtilc stakes used more .thar.l 20 years hold 44.67%

The niimber of textiie.stakes used less than 20 years and more than 10 years hold 36.62%

The numbér of textile stakes uéed less than 10 years hold 8.6%

. Shuttle-textile technology equipment:
: The ratio of new textile machiﬁes tﬁat are just equipped is about 15%. The ratio of old narrow-size
shuttle-textile machine is 88%. T'he_re is an imbalance among the textile technology stages. Production
'capacitiés of preparation stage's' are lower.than knitting capacity.
Printing and dyeiﬁg technology equiprﬁent: .
Mai_nly places.in s[atéd—owned enterprises with a capacity of 380 millions m’. According to experts,
- 35% of printing and dyeing equipment are good, 30% of printing and dyeing equipment need to be
recovered and modernized, 35% is more than 33 years old and need to be eliminated.
Gﬁrmem technology Equipmém:

‘Garmchl industry is'a_ttachcd. special importance to technology-renovation investment in order to fulfil

the high réquirement of iaﬁan, EU and regibnal market. At éresent, there is a large difference in level

among the s'tage.s of the technology chain. While fh_ere are modern equipment in sewing and compicting
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2.2

stages, handicraft, low-productivity labor is still mainly used in preparing and cutting stages.

Macroeconomic policies and their impacts on textile-garment industry development

2.2.1 Investment-orienfing and investment-attracting policies

Viet Nam government has had concrete policies to orient the investment for textile-garment industry
development. This can be summarized as follows:

A;' first, Viet Nam government defines clearly that textile-garment industry take the place of a main
point industry in the industrial structure. The reasons are follows:

- -~ Viet Nam has material foundations that are very important to keép developing textile-garment

industry.

- In present, capital capability for Viet Nam industrialization and modernization, investment for
textile-garment industry dcvclbpmént is limited. Moreover,.thc development of this industry takes
part in solving a mass of urgent souci-economic problem of Viet Nam: job solving, satisfying the
essential requirement of population, penetrating iﬁto international market. _

- The development of this industry in Viet Nam is in a background that developed countries icnd

~ to "export" the industry using much labor and ﬁaving low cont:ent of technology and science to the
dcfcloping country. This will make use of the advantage in technological, financial and market
helps. _

Being put into that place, textile-garment industry has attained the special_cohccm of the government
investment and series of polici_eé to stimulate ihe industry development. For ekaﬁlple, "Viet Nam national
textile-garment corporation is the takes the superiority of all the industry, total investment in five recent
years is 3504 billions Dong, raise the average growﬂ‘; rate from 5.2% to 13.3% pef year';.s

Second, the policy to develop the multi-sectoral economy crea.tes. condition to mobilize the domestic
resource and attract the foreign investment to for textile-garment indusiry investment. In the former

years, in textile-garment industry there are only sate enterprises, and co«operatives which make simple

- products for'don.le'stic need and process for some countries in Economics interdependent assembly (SEV),

at present, ownership structure and type structure of businesses in textiie-ganngnt have a diversified
deveiopment. Beside state enterprises is strengthened and developed, non-state sector and foreign sector
step by step play an important rule in Viet Nam 'textileLgarment indd_stry. At present, fofeign-in\?ested
sector hold 55.55% of textile production éapacity and '52_.50% cloth production capacity, 30% of garment

production capacity of Viet Nam. In 1999, production of sectoral businesses distributed as follows:

5
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Table 5 Textile-garment production according to economic sectors in 1998

Textile Cloth Garment Knitwear
Quantity % Quantity % Quantity % Quantity %
Total 73,726 | 100 317 | 100 304,939 | 100 30411 | 100
State-owned 67,944 92.15 187 5899 | 143,869 47.17 28,410 9342
Non-state 419 0.56 29 9.14 98,120 32.18 800 2.63
Foreign invested 5,363 7.27 101 31.86 62,950 20.64 1,231 4,05

Source: Statistical yearbook 1999,

Third, from these general lines and policies, Viet Nam government has issued concrete policies in
order to stimulate the development of textile-garment businesses. There are some policies as follows:

- According to Law on domestic investment inccntivc, investment project for textile-garment production,

production of material, secondary material for export production and import substitution belonging to

- list of branches and trades with investment incentive:

Being lent for exporting by state-owned banks with interest incentive and being guaranteed for
‘export credits by National investment Assistant Fund.

- Being taxeexémpt in raw material and éccesso:ies import for export production.

- Being exempt land hiring fee from3to0 6 years and being reduced 50% of tax on land using.

- - Receiving incentives in corporate income tax: lower tax rate than other businesses (25% comparing
with 32%) and other incehtivcs in corporate income tax reduction (reducing 50% when exporting
to a new market, reducing 20% when éxpon is more than 50% of total turnover or having stable
market in three years. running. -

- Garment businesses using numerous labor is reduced 50% of corporate income tax in two years
for increased turnover by new investment.

Law on foreign investment has regulations for textile-garment investment and export incentive:

- Project for production of textile-garment material, secondary material for export production and
import substitution belonging to list of branches and trades with investment incentive or special
in_céntive (being corporate income tax-exempt in four years from the time of having business profit
and being reduced tax in the following four years.

- Béing permitted to export, entrust or get export entrusting the items not produced by the business.

- The businesses sell the product to other businesses for export producing is exempt of material
import tax and turnover tax of sold product.

Because of these concrete pblicies, Viet Nam tcxtile-garmen't industry has had strong and rather-

stable development for recent years. _

However, in the present policy system of dévelopmem orientation and investment incentive, there are

two different codes correcting onc-production field. In concrete regulations of these two codes, there are

" differences of the inéenti_ve._ That creates a feel of a treatment distinction, an unequal in business and
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production development incentive.

2.2.2 Market and export promotion policy

Products of textile enterprises are consumed mainly in domestic market (approx. 70% turnover of
textile enterprises) and in form of materials such as ﬁber, cloth, though most of these goods are under
foreign brand, mainly in Thailand and China and there are many goods from smuggling. Referring to
garmeht enterprises products are mainly for export, ddmestic turnover of garment entcrpfises are very
low (7.5%, 8.7% and 9.4 % in 1997, 1998, and first six month of 1999 respectively).® In addition,
recently there have been challenges that may cause the export revenue to fall. For example, in 2000 the
growth rate of textile-garment export revenue from markets with no quotas was onlly 7% against 17% in
1999. One of the reasons was the reduction in the export prices—by 6-7% (the unit price of a jacket in -
1999 was 18.5 USD, but in 2000 it fell to USD 17.5).7

In export market of textile and garment enterprises, there are some problems' that need to be solved:

At present, the share of export in form of own productioh (FOB export) in the total expo.rt of the
textile-garment industry is only around 25% (according to ﬂxe strategy to speed up the téxtile-garment
industry, this ratio must increases to 50% in 2005 and 75% in 2010)

The trade mark of goods is also an issue that should be paid attention: In 1999, Viet Nam did export

. textile and garment goods valued over USD 1.7 billions, but nearly 70% of which were processed products

. _u'ndcr' trade marks of partners, and the rest 30% was of domestic producers’ trade marks or under license

of foreign trade m.firlcs.8 This fact restricts capability of development of Viet Nam the textile and garment

industry because of depending on foreign partners, and at the same time reducing the efficiency of

~ export (profit carned from a jacket subcontracting is less than from its FOB selling by USD 0.14. Obviously,

the subcontracting bias in textile-garment export is signiﬁcahtly less efficient than that of export in
general. '

Answering questions about critical difficulties for textile and garment enterprises in exportetion, nmr;ageria[
and research specialisis have given some reasons: poﬁr quality and _d.esign. (64.71% of interviewee consider it as.
top reason), bad capability of approqching market (47.06%) qnd diﬁicuin‘és due (o non-compelritive prices are
the second order reason (35.29%). Beside 29.41 % of opinions abc;ur the difficulties in customs formalities as the
Jirst order reason, 47.06% of interviewer considered the difficulties due to lack of state support is the third and |
1176 place it in the first rarnk. ' | |

It is clear that for one industry that has imporiant meaning not only about economic aspect (holds the

second position in export) but also social aspect (the industry that employs much labor and has long
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tradition), State already has policies that gives favorable conditions for it. Market and export promotion
policies that have been being buiit and implemented are as following:

. Negoti_ations on quotas in markets that have export quota like EU. At present, the quota policy is
still maintained but it can be cancelled in 2004 when conditions for export to EU for textile-garment
industry will be more favorable. Moreover the Government have decided regulations of decreasing
quota fee in order to create favorable conditions for exportation of textile and garment goods.
Newly issued by the government regulations on quotas create more favorable conditions for textile-
garment export. The issuance of the decision number 200/QD-BTC of December 18, 2000 by the
Minister of Finance announced about the removing the quota fees imposed on textile-garment
goods that are exported to the EU and Canada (related to 15 categories of textiles and garments).

- For promotion of export to non-quota markets and enhancing the use of domestic materials in
producing export gdods, the government established intensive rewards for export to non-quota
markets and for using domestié materials. Besides, to encourage the change in the products pbrtfol ios
(currently the majority are jackets), the inte-ministerial circular issued by Ministry of Trade, MPI
and MOI Nd 19/TTLT/BTM/BKHDT/BCN decided to use 5% of quota to EU as reward for export
of textiles and garments of group 2 (with more than 90% of domestic materials), especially for T-
shirts, polo, shirts the rewards are 10% over the distributed quota,

- Pus_hing up trade rélations between. Viet Nam and other markets (Japan, USA, SNG, Eastern
Europe, and ASEAN), signing Viet Nam-American Trade Convention has created a new
opportunity to the i_ndustry. There is a forecast that " as soon as signing Viet Nam - American
Trade Conventions, téxtilc-garment export turnover will increase by 800 mjllionsr USD"? In the
first step for infensively developing Viet N;im-Arherican trade relations, the support from the
Government will play very importanf role. |

- Creating ﬁreferential conditions in investment and export for textile_-garment industry. Retated
to this industry Law of Domestic Inv.éstment Encouragement has defined projects that invest in
production of Iexport goods and production of materials, supplementary for producing export

' gobds, import substitutes as projects with investment preferences (that can be provided investment
- credit .with pre;ferential interest rates, credit guarantee, export crcﬂit, credit for expanding
production, support by thé Price Stabilization Fund, exerﬁption frorn.import duties on materials,
accessories that supplies for export goods productioh). Beside, according to this Law, enterprises
that invest in production of export goods have other priority such as exemption from or reduction

' of land rénting fee, fee for land use or tax on land use, pfeferential corporate inéome tax of 25%

(common rate - 32%), exemption from or reduction of corporate income tax according to pointb,

’ 'I'IlaOVS(, \ﬁét Nam - American Trade Con#entidnﬁ: Moré opportunity for domestic production, Industry Review, No 17/
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term 1, article 17 of the Law of Corporate Income Tax. Morcover, the listed enterprises are
exempted from additional income tax defined by term 1, article 10 of Law of Corporate Income
Tax.

Law of Foreign Investment (amended) defines: Projects on production of export goods, Projects of
investment in labor intensive sectors are the subjects of investment encouragement, that means they are
provided preferential conditions such as shortened time for investment license procedure, ekemption

* from or reduction of import duties, exemption from or reduction of corporate income tax. The mentioned
investment preferénces are also related to the textile-garment industry.

- Improving export-import and customs procedures: Policies and activities on controlling export
and import especially that of textiles and garments have been improved significantly. However,
the general idea of enterprises is that the attempts done by customs and other related authoritics
have not yét changed much in favor of textile-garment enterprises.

Replying questions towards policies that create most favorable conditions for enrergrises, interviewees
menﬁoned the Jollowings: .
- Reduction of quota fee
- Removing atlocation system for some quotas
- Tax reﬁ:hding for imported ma.rerials
- More favorable domestic investment policy {70.59%)
- Implemeﬁmrion of Law of Foreign Investment (47.06%)
~ Export-import policy (64.71%)
With reference to policies that are unfa;orable Jor textilé-garment enterprises, the féf!owigés have been
indicated:
- Regulations of bidding
- Policy of VAT: Almost all the ideas given to the survey questiots are agreed about that VAT put textile-
garment enterprises into more difficult sir.uar'ian. Many interviewees consider that VAT is irrelevant for
textile-garment enterprises (82.35% both due to high rate and_ mf.;thods of c;zlculan'on).
- ' Procedures for getting the permissions to import dury'e.'tenapri'om
- Customs and other relaréd authorities control (ecérwmic guards, market controlling staff, tax agencies
and customs) | _

Some other policies that have not created good conditions for textile-garmcrit Mket develdpmént
and export promotion are as follows:

. Complicated prbcedufes for getting cettificates of investment pfefe_rehce

- Quota allocation leading to diverse quotas with sniall sizes of contracts and high transaction
costs as well as making lost for enterprises due to inability to éxp.ort in large vo_lum_#s.

- The system of quota bidding shows some shortcomings due to the fact that some enterprises
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use artificial (unreal) prices in bidding and may be unfair competition for guotas. -
- Lack of domestic market promotion policy, so that the domestic market has not been explored
enough while textile enterprise capability can not be used properly for the garment industry.
2.2.3 Policy of technology innovation support

Investment laws show the innovation promotion policy. According to the Law of Domestic Investment
Encouragement, enterprises that engage in establishing production lines, expanding the scale, technology
innovation are also under the preferentiai conditions like in the case of exported goods production
(mentioned above). Investment projects are exempted from import duties in term of machines, equipment,
and transportation equipment for forming fixed assets or expanding production, technology innovation.

The government continuously enhances support for investment in equipment of textile-garment
enterprises by using state budget or ODA finance. This source of finance shares about 45% of total
inve_stment outlays of Vinatex..However, of them not much investment clearly shows the technology
innbvation bias. That is, the government support is biased, paying attention mainly on equipment and
not (_m other technology elements, especially the materials, organizational and human elements. The
financing has not yet met the demand for féchnélogy innovation. Besides, technology innovation can not
be scparatcd. from the market and investment direction.

Answering the questions about the investment of rex_ri[e—garmenr industry, 64. 71 % interviewees mentioned
lack of capi.'x;al-fs ;he most. diﬁ'i_culr Jactor, 64.71% indicated the lack of invésrment opportunities and investment
di.recn'on as the ;second importanf one and lastly, complicated investment procedufes may also be the constraint
Sfor techn;){ogj innovation {35.29% indicated as most tﬁﬁ‘ic#h factor, 47.06% indicated as a se;:ond difficult
Jactor).

Referring to investment pfomotion it can be seen that the government .has not yet directed investment
to technology innovation of the textile indu.stry. The research and development activities have not been
‘paid enough attention for developing the material resources in order to meet the démand, 50 that most
textile and garment enterprises rely on external materials while textiles and textile chemical products

can ot find their market.

2.2.4 Policy of domestic production protection

Textile-garment industry is considered as the sector under high ﬁrotectioh of the government. Although
- the tariffs are not so high, but the differences between individual tariffs and the average one are relatively
large. Because of the low tariff 6n inputs and high tariff on final products, the level of prétcction can be
" considered as high. According to the Ministry of Planning and Investment, the average import tariff for
© textile is 41_%.and for garments is 42%. The effective rate of protection for some kinds of products may
even reach more than 90%. The indicated level of protection and the average import tariff are really high
_ compared with the requ irement of gradual reduction of import tariffs in the process of integration and

" AFTA fequirement (rnaxinium S%).
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Nevertheless, the protection of domestic production policy has not yet covered some other aspects.

The issues are as follows:

First, the policy on the origin of goods has not been developed while the importers already have used
this policy for Viet Nam's textiles and garments

Second, the taxation policy has not strong enough for promoiing the use of domestic raw mhterials
and so has not created conditions for the development of inputs production that can serve textile-garment
indﬁstry.

Third, some of preferential terms of investment and production have still showed the discrimination
between domestic and foreign investors

Last, there still exist shortcomings in controlling tmported goods so it makes the unfair competition

between domestic and illegally imported goods severe for a long time that may discourage domestic

production.

Although protectioh of domestic production is necessary at this morﬁent, but this policy can not be the

most important for the development of the textile-garment industry and it may be treated as supplementary

measures.

 2.2.5 Material development policy
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Material ensuring is one of the importént conditions for _tcxtilé-garment ihdustfy dévelopment.
Moreo#er, the industry production effect signiﬁcantly depends on the quaﬂtity; quality and the price of
material supply. Although there are some policies to develop material for textile-garment industry, but
it's a pity that the situation has not aﬁy remarkably change.

First of all, there are some conditions for material .supply of textile-garment industry. -

Natural material:

Viet Nam is considered a country with certain ability in producing natural textiles for textile-garment
industry. Mulberry growing and silkworm.breeding, cotton grdwing are traditional handicrafts in some
Viet Nam rural areas (North mountain areas, Red river delta, Tay Nguyén, Ninh Thuan and Binh Thuan,
the South East). o

In order to ensure the material for textile industry and create conditions td diversify agriculture
production, Viet Nam government has cxpanded the plans of cotton dcvélbping, mulberry growing and
silkworm breeding in some areas. |

- In 1995, Viet Nam cotton company {(belonging directly to Viet Nam textlle-garment natmna.l corporation)
has imported 80 tons of cross- -bred cotton seed and gwe techmcal help for provmces in North east, Tay
Nguyen, central sea-coast and Nonh mountain areas to cultivate 10 000 hcctarcs of cotton. Cotton is
considered an important industrial plant, its dcvelopment not only helps textlle industry to ensure domestnc

material but also speeds up the con_verston of plant structure, raise Viet Nam agnculture productnon (m' '



general, production value of one cotton hectare is two times more than rice growing).

Due to incentive and help measures of the government, cotton area, productivity and output is increasing

uninterruptedly.
Table 6 Cotton area, productivity and output in Viet Nam
Norm Unit 1995 1996 1997 1998 1999
Area Ha 17,500 15,000 15,200 23,800 22,400
Productivity 100kg/1ha 1.3 7.5 9.2 9.2 - 96
Output ton 12,800 11,200 14,000 22,000 21,400

Source: Statistical yearbook 1999,

Combining with cotton development, mulberry growing and silkworm breeding is considered a
traditional handicraft are aiso restored and developed in some areas (Thai Binh, Hai Hung, Quang Nam,
Larﬁ Dong...}. However, rﬁulberry growing is still rather disperé;ed, backward silkworm kind, low
productivity and quality, unstable market is the main .factors make Viet Nam mulberry growing and
silkworm breeding development insecure. Viet Nam annual output is about 2,000 tons with dispersed,
small scale.

. Synthetic fiber 7
_Although there are some project of synthetic fiber deveiopment for textilé industry, because of
di_fﬁcu'lticls in capital, tcchnology and material supply, in fact, there has not been any chemical fiber
factory in Viet Nam. | '

Thus at prcscnt Viet Nam has Just been able to produce and supply a smali part of cotton matenai for
ﬁbre the main part is still imported from abroad. It is necessary to say something more that Viet Nam
cotton quality has not satisfied the need of fibre technology, so that it is only additionally used in a small
proportion (about 10%). The large import of cotton itself has limited the developing ability of textile

industry and its economic proficiency.

Table 7 Annual cotton and fibre import

: . (unit: ton)
- R - 1995 1996 1997 1998
Knitting fibre and silk - 93,800 74,300 132,500 183,000
Cotton 68,200 37,400 41,500 67,600

Source: Statistical yearbook 1999.

Materidi and secondarjr m-arer".a"al for garment indusrry :
There is a situation that gamient_industry is fast developing but Material and secondary material for
. production is mainly imported from abroad. This r_eflg'cts the garment weakness and the imbalance between
_iexti.le dc_velopniéht'and garinent developmeht..Moreovcr, mény garment businesses is applying processing

mode, it means that the foreign partner places an order, supplies cloth and secondary material, domestic
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