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1. Status of the machinery industry in Viet Nam

1)

Agricultural machinery
(i) Market environment

»  Current agriculiural machinery industry in Viet Nam reflects her growth of economy.

Mechanization in agriculture is progressing as the economy grows. As a result, the productivity of

agricultural machinery tends to increase.

Farmérs have been taking a positive attitude on accepting the intro&uction of agricultural
machinery. Efﬁciéncies of agricultural machinery supply great demands of farmers. In suburbs
neaf_by big cities like Mekong delta, Ho Chi Minh City, and Hanoi, accepting of Vagricul.tural
I;lachinc'ry can solve the probl_ems t_hat they are currently trying to over come. For instance, a
problem of shorté.ge of workers in busy period can be solved by machinery work. Moreover,
purchasing power will rise as a result of increase in cash income from the enlarged quantitative
crbps saies_. In ad'diti-on, machinery work can change the ﬁumber of harvest within a year. For
instance, changing from one harvest in ﬁ year to the semiannu.al crop or even to the &i-annual crop

can be'possiblc.

On the other hand, farming areas in mountainous and countryside, agricultural machinery has

- notbeen accepted yet. In the mountainous area, farming area is small. Therefore, the possibility to

accept agricultural machineries in such_a' place is low even in the future.

" - For example, MARD predicts the national average of tractor usage within cultivation work.

According to the MARD, it is about thirty percent per area under cultivation. However, the percentage
has reached to the ¢ighty percent in Ho Chi Minh City already. The percentage shows the existence

319



of two different styles. One is the area where mechanization has been widely accepted like Ho Chi

Minh City, and the other arca that has not been accepted agricultural machinery.

+  No matter since before the Viet Nam War or new introduction, a great number bf agricultural
machineries, that are Japanese-made used machineries and Chinese-made machineries, exist in
Viet Nam. A chance in accepting Viet Nam-made machinery is few. A small diesel engine is built
in a tractor. Chinese diesel engines occupy fifty percent of the total new demands. The twenty-five

percent are Chinese used diesel engines. Only the left over twenty-five percent are the small diesel

engines that are produced by Viet Nam domestic enterprises.

Table i: A status of the national market in main agricu!iural machinery

Compact diesel Rice milling Pump - Pump
engines machine (Agriculture use) (Domestic use)
National market 100,000 50,000 50,000 50,000
National 15,000 50,000 . 30,000
production (Share) (15%) {(100%) Hizen Pump 20,000
VEAM 15,000 20,000 - 1500. -
Made in China 70,000 - 10,000 40,000
Japanese used R
Others Machinery, etc. - . 10,000
10, 000 (Used pump, etc.)
Provided by VINAPRO Interview
The market overview of cornpact dxesel engme (below 20 horse power)
Nauo;l'zcizlﬂt:a.rket M_ade in Vietnam [mportmg products Used products
- 1,000
High cost model 4,000 (336%%(; (Main Made in ;
S China, etc.)
: o 10.000 . 30,000 o
Low cost model 50,000 ? (Main Made in 10,000
: : (8,000) China, etc.)

Provided by VEAM interview

(2) The status of suppliers

+  VEAM group is the central agricultural machinery sﬁpplier. ‘Especially in diesel engines, VIKYNO
and VINAPRO are the central govcmmcntal entcrpriscs Privately owned entcrpriscé which dcsigns,
produces, and sells rice m1l11ng machineries, start to appear. These enterpnses continue to grow

" nearly ten percent annually as the national market expands.
« " Normally, an agriculfural mﬁchinery enterprise in Viet Nam coh_ducts the entire process. The
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process consists from processing of necessary parts to assembling of components. Thercfore the
production rate does not increase. In addition, a company must develop their technology not only
in each part but also construction of a product. As a result, a company cannot improve neither their

technology nor production rate.

. | VIKYNO technically tigs up with Kubota. VIKYNO produces Co_mpéct engines by using about
one hundred subcohtractors. Kubota produces the same typed engines at their factory in Thailand.
Compare to the engines, that are produced in Thailand, ViKYNO's enginé lasts onty for half. And
the price of VIKYNO's engine is about thirty percent less expensive (Engines made in China lasts

even less than a half of VIKYNO's engine, and the price is also about half.)

+  In 1999, an export of agricultural machinefS( to Iraq rapidly increased because of a governmental
agreement between two countries. Besides that, although Viet Nam exported agricuitural machineries

to Laos and afound the Asian nations, still the quantity of exbort is limited.

Tabl_e iii: The status of business and planning of the VEAM group

— Planning number

Items Unit 1998 1999 2000 12001 (F) {2002 (F) | 2003 (F) | 2004 (F) | 2005 (F)
Value of Billion |, 57| 267| 20| 36| 376| 421| s10) 600
production Dong
Sales Egg:’“ 464 480 485 553 640 711 833 960
Export value US$1000 | - 3 8 5 7 3 9 12 15
Main production ' B
Diesel engine 6,371 14,809 | 15,000 | 20,000 | 25,000 { 30,000 | 40,000 [ 50,000
Tractor . 1,894 1,756 1,900 | - 2,200 2,500 3,000 3,500 4,000
Thresher 24916 | 20,044 | 22,000 | 25,0600 27,000 | 28,000 | 30,000 ! 30,000
Pump - : . -1.- 8,849 4,000 4,500 5,000 5,500 6,000 6,500
Rubber role 93915 | 104,408 { 133,000 | 130,000 | 200,000 | 200,000 | 250,000 | 300,000
Main ¢xporting product S e el : o .
Diesel engine 844 8,476 4,900 6,000 6,500 7,000 7,500 8,000
Pump - ' 200 | 7314] 2,500] 3,000] 3500| 4,000 4500 5000
Rubber role 2,803 | 25,126 7,000 [ 10,000 | 15000 | 18,000 | 21,000 [ 25,000
Employee 6,668 6,402 6,500 7,000 7,200 7,700 7,800 8,000

Provided by VEAM general company data
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Table iv: VINAPRO production items and its overview

' . . , .- . Pump
Compact diesel engine | Rice milling machinery Rubber role (For agriculture)
Sales scale 50% 22% 18% 10%
Produce from a compact
e 6-18 horsepower rice milling machinery A rubber role for a Compact
Production . rice milling .
; compact engine. for a farm to a large . agricultural
items and L ) . DR machinery,
) Technical tie up with sized rice milling ) ; pump,In-house
overview . ; ST technical guidance ,
Yammer, machinery for a . design
. from Taiwan
factory.In-house design
Production 6,000 14,000 100,000 4,000
number
Domestic 2000 13,000 1,000
Maﬁgg&N&ét::ezaaq’and 1,000Myanmar, Sri Taiwan, etc 3,000No.1 in Iraq,
: ’ Lanka, and Bangladesh e Myanmar, etc.
Myanmar.
Pomestic 1 svout 10% 30% 40% Below 5%
VEAM Group such as -
-VIKYNQ, " No main
: SONGCONG, etc. is the No main competitor, competitor,Small : .
Competitor central enterprise. ~ About 20 small and intermediate YlKPYNO,;lézon
Chinese made product is | companies like PE, etc. enterprises p, etc.
the most powerful produce. '
~._competitor. - PR

Provided by VINAPRO interview

2) Motorcycle

(1) Market environment

«  Motorcycle market is expanding in Viet Nam. In 1999, new motorcycle sales number was four

hundred thousands. This yeér, the new motorcycle sales number will be over five hundred thousand.

Esbééially, a mqtorcyclcz made by Honda is éxtremely ﬁdpular among consumers. Honda occupiés

about seventy percent of the national mbtorcycle market in Viet Nam.

- A Production of new motorcycles by CKD and IKD 'are_ a_iso growing. Viet Nam goéefﬁmeﬁt

was planning to impose a ban on IKD and CKD. However, the government ri:cognizéd their beneficial

tariff income. As a result, the government permitted the CKD and IKD. Importers, that acqliire

similar parts from China and asscmble parts, are increasing. Importérs sell products by using very

similar bland. The bland is called HONGDA. After the sales of the HONGDA products, Honda

seal is put on the product and sold at the store. Honda is planning to take action on these importers.

A half of the new sales are such similar products.
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<The status of supplier>

+  Honda posses an integrated mill near by Hanoi. Many parts are provided by Japanese-affiliated
companies or from Japan. A relationship between Honda and local companies are few. Honda
would like to acquire parts from the local companies; however, a production rate of the local
companies remains low. Honda hardly can find a company that satisfies their demands.
Governmental enterprise can produce a lﬁrgc number of products, however, their technology is low
because such enterprise holds variety of procedures. Small and intermediate enterprises posses
higher technology than the governmental enterprise. Because small and intermediate ehterprises
enhanced their technology for their special field. Although they have technology, they do not have
enough productivity that satisfies Honda's demand. Therefore, it is difficult for them to make a

- contract with Honda.

= Currently, nincteen enterprises, wlﬁch supply parts to Honda, exist. Four of them are local
companies. Others are Japaﬁes_e—aﬂiliated companiés. Honda acquires welding and ironware such
a stand and loading platform. Although, Honda is searching for the local companies, they can
hardly find one. One company will join in Honda within this year. However, Honda had to provide
+ guidance to the company for a year, and then tested about hundred of sainplc products. Finally, the

company improved to be able to make a contract with Honda.

» - The local supplier companies are located in the north. Even if a problem occurs, the local -
bompanies are ready within one hour. Although, companies in the south seem to be able to supply

parts, considering the load condition makes it impossible to make it come true.

. ~ Honda carries a large iﬁtegratcd mill in Thailand. The scale of the factory is larger than one in
Viet Nam. Honda seems to be 'plémning to position the factory in Thailand to be the bases of Asia.
However, if the factbry in Viet Nam can improve in acquiring better suppliers, the price cut ma'y be

possible. If so, becoming an exporting base is not a dream.
2. Development potential

»  Once a consumer purchases a pro_;iucQ he/she tends to use the product for extremely long term. The
period is considered to be as twibe as longer thanaJ apangse.cbnsumer. That is Why a demand for repair
g phr_ts is in great request. In thé'fepair parts market, standard parts are hard to find, instead, "after parts,”

that are produced by the local small and intermediate companies, are common. In addition, such companies
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1)

also produce various kinds of attachments for agricultural machineries. These companies specialize in

producing parts. And their skill is improving. On the other hand, productivity remains low. Currently,

they stay in only production of "after parts.”

For example, a VIKYNO's subcontractor, which produces “after parts,” is certainly making a profit.

As a result, the companies little by little constantly change their old equipments to newer equipments in

their facility. Such a growing companies exist.

Development potential on agricultural machinery

<Advance of Japanese-affiliated companies into the Viet Nam market is out of hope>

According to the business experience in Asia, when the GDP becomes one thousand and five
hundred to two thousand dollars per person, Japanese-affiliated companies rapidly initiate a transverse

diesel engine market. If the national market is large, production will start based on the direct investment.

-Right now, the central Japanese-affiliated bases in Asia are in both Thailand and Indonesia.

Nomura Research lnstitu_té predicts GDP based on the view of Viet.. Némfs Ecoﬁomy.- In the Iyear
2000, the Gf)P is three hundred and fifty dollars per pérson. In 2010, the GDP will be seven hundred
dollars. And the GDP will be one thousand and three hundred dollars. in 2020. Although population
scale is large and agricultural production is in active, a pOSSlblllly that Japancsc afﬂhated compamcs

advance into Viet Nam to conduct their producuon is low.

Table v: A forecast of the economic indicator

2000 2010 2020

Provided by Nomura Research Institute

L ' 2005
GDP/Person $350 - $500 $700 $1,300
Population (assumed 1.2% annual growth) 8 Llmillion 89million 99million 120million

<Viet Nam national market will expand three times as much as right now>
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MARD announced that the govemment has planed to .expand the mechanization of areas under
cultivation from thirty percent to eighty percent until 2010, Currcntly, a sales numbcr is one hundred _
thousand. Assumption of the sales number becomes three hundred thousand lf mcchamzalmn rate is
apphed to the number of small diesel engines. In other words, the ma.rket scale can be assumed to

become about three times larger than right now. Although, the mech_anizatioh rate will not grow in the



mountainous area in 2020, a replacement cycle starts. Therefore, an expansion from four hundred

thousand to five hundred thousand is assumable.

<Active use of subcontractors hold promise in improvement of productivity>

Until now, agricultural machinery makers, in Viet Nam, conducted from producing parts to
assembling the parts. A partial governmental enterprises start to structuralize subcontractors in order
to improve their productivity. Some cbmpanics start to have better productivity and extend the number
of production. They are also improviag product qualities. The other gove.mmental enterprises started
to make a use of outer competitors’ productivity and their technology. This trend shows that enterprises

will accelerate ordering the procedure of parts processing to subcontractors.

Many governmental enterprises think that if the technology will be heightened by introduction of
better facility, the productivity will increase. On the other hand, the most private companies would
like to make a good use of the existing facilities. If the needs arise, private companies would like to

invest in equipments and plants at the minimum cost.

<Increase of partner companies from the small and intermediate companies>

- Whether small and intcrmcdiate companies can improve their productivity or not. And then, whether
those compamcs can have an ablllty to supply parts, or not.
- By producing "after parts make a certain proﬁt and i lmprove their technical sklll

(2 Start to deliver parts to enterprises that assemble parts
Sonie private companies, that have had such abilities already, start to appear.
- Some companies deliver products to companies that are trying to structuralize subcontractors. Such

companies are improving technical skills and productivity. However, such a case is very rare.

LA company, which produces threshers, only produces attachments and outer parts. Many companies

'purchase Japanese-made driving parts such as used engines, motors, and gears. Some companies sell

 driving parts -as "after parts. | Some steps exist for a company to grow. Right now, a company purchases

used parts and assemble parts. In the near future, the company needs to investigate demands

specnficatlon Then, the company needs to acqunre main parts. Fmally, the company can engage in

* designing of the main parts. A partial Viet Nam companies have already investigated demand

specification. These co_mba_nies may conduct both 1) engaging in designing of the main parts, and 2)
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2)

assembling the parts in near future.

On the other hand, as long term users exist, a market for repair parts are expanding. Therefore,
companies, those supply "after parts” are growing. Right now, most companies, which supply "after
parts,” stay in producing imitation. Others research in materials and theory of structures. That is why
such companies can produce high quality "after parts.” Such companiés may increase the number of

parts that they design. Then, these companies may transform {rom "after parts” production companies

-~ to subcontractors that support new production. After that, these companies may grow as partners of a

larger company, wﬁich produces the final product. If that happens, designing products with the final

productibn company is no longer a dream.

In order to make it come true, technical aspects in designing ability, processing accuracy, and

productivity management need to be improved. And also, in order to introduce facility, ability to

- manage financial resources is indispensable. Marketing ability to pioneer the business partners is also

necessary.

Development potential in motorcycle industry

<Market scale becomes four times larger in 2010>
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»  Government predicts annual sales of new motorcycle. The Annual sales of new motorcycle of the

year 2005 are eight hundred thousand. In 20_10; it will be two million. In reality, Honda, the largest

major company, is considering in an investment project depending on the production plan.

The other Asian countries, sales numbers are as follow. The Séies number of Tﬁailand was 0.91
million in 1997. Indonesia was 1.85 million and China was.9.? million. The eéonomy of Tha'ilan.d is
growing. The market in Thaiianﬂ, consﬁincrs' demand is shiftihg from muto.rc'ycles to automobiles.
The sales number of motorcycle in Thailand was 1.47 miliion in 1995. From the peak poiht, the sales

number of motorcycle is declining. In the motorcycle market, when the GDP reach to two thousand

- dollars per person, the market becomes saturated. The growth of sales number cannot be seen in both

Taiwan and Malaysia anymore. From the population aspect, sales number will n(;t grow when the

number reach to about over 2 million in Viet Nam. Population in Thailand will is 60million. Population

in Indonesia is 200 million. Viet Nam's population will be 100million in 2010. In 2020, population
will be around 120millien.



+  As asequence of national market growth, motorcycle companies will begin producing parts that
they are currently importing from Japan and other countries. As a result, cut in cost may come true by

improving the local content rate.

Table vi: The Viet Nam's motorcycle market overview and markets in Thailand and in Indonesia

Viet Nam Viet Nam Thailand Indonesia
2000 2010 (estimation) 1997 1997
Population - 80million 100million 60million 200million
GDP/Person . $350 $700 $3,000 $1,100
Number of sales in motorcycle 0.6million 2million 0.91million 1.85million

Provided by Nomura Research Institute/ summarized from statistic data of each country

<Concern of AFTA>

. If AFTA is confirmed, tariff will be abolished. A possibility to establish one base in Asia by Japanese-
affiliated companics éxists. Not only assembling motorcycle makers but also vendors in Viet Nam,
which sﬁpply parts to asseinbiing makers, may integrate the base. By producing massive volume in the
ASEAN érea, the cost down may come true. If such a condition is possible,'high possibility in exporﬁng
products and integrating the base exists. Assembling makers can acquire paris at the cheaper price.
Honda obmmentated that Honda's basic idea is to produce producté that contain specifications that satisfy
needs of users. And Honda also would like to conduct the production in the 'country where the users live
in. If thi.s is true, a boésibility, that Honda evacuate Viet Nam, is quit low. However, for the other
makers, instead of remaining in Viet Nﬁm evacuating from Viet Nam rﬁay have more opportunity. This
poséibility requirés the cost.down achievcmént by havihg an ASEAN base. In order to make it come
true, immediate construction of market environment, which raise massive merit by increasing the

production number, is indispensable.
<Hope for growth of domestic vendor>

«  Whether small and intermediate companies can improve technical skill and ability to supply parts. -
Phases are as follow.
. (D By producing “after parts,” improve technical skill and make definite profit.

@ Deliver products to assembling companies (mostly foreign-affiliated firms in a while)
+  Currently, nineteen companies are the supplier partners for Honda in Viet Nam. Four of them are

the local companies, and the others are Japanese-affiliated companies. As Japanese-affiliated companies

continue to improve their production number, a number of industrial locations can be assumed to
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increase. As a result, a partial parts, that are currently imported from Japan, will be produced. However,
AFTA concern exists as it is mentioned earlier. At this point, industrial locations will not be built
much. Because most Japanese-affiliated parts makers have already advance into Thailand. After the
AFTA, Japanese-affiliated companies will be able to achieve cost down by exporting parts from Thailand
instead from Fapan to Viet Nam. A tariff becomes less by exporting from Thailand. The most important
objcctivc in order to improve rate of supplier is to enhance companies in Viet Nam. Right now, one
supplying company will j jom in Honda. However a trend to order functional parts to a very small
company exists. Some companies, that produce functional parts exnst near bv Ho Chi Mink Clty
already. But, such companies have not had partnership Wlth Honda because of the distance. If high
advancement in the southern industry comes true, northern industry will also achieve its advancement.
In order to become a prospective business partner, several phases exist. A transformation from an
"after parts"-producing company to a more advanced éompany is necessary. Such cbmpany should

improve _deéigning ability such as structural calculation. Improvemeht of product quality by using

- existing facility and teéhnology also needs be achieved. In additibn, by renewing facilities, a Quality

improvement and stabilization need to be wrned in to a reality.

3. Possibility of exporting industrialization

1)

328

' Agricultural machinery

| Right now, Chinese-made agricuitural machinery (Eﬁginés, ete.) occupies a large sharé in d‘le Viet
Nam's market. Mostly, the products are imported by using a contraband trade. Therefore, many

introductions exist mostly in the north.

However, an improvement of technical skills, an extended product life cycle, and a cheaper price
will make it possiblc to compete with the contraband trade. If noted aspects are possible, even when
the prdducts are imported by using a regular rout, the préducts will have better attraction for users

than the products from China in the future. .

Very good potential exist in Vietnam's industrial hicrarchy. The industry hierarchy can even compete
with China. Building up systems of product development, production, and sales, that correspdnd o

clients' needs is extremely important.

" Inamean while, producuon of agricultural machmery needs to accommodate the domestic market.

The future opportunity depends on the domestic pmductmn scalc When the pmdnctmty lmprovcs
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Table vii: A future view of agricultural rﬁachin_ery (Centralized on diesel engines)

2000

2005

Around 2010

Around 2020

Targeted
market

Focuses on Domestic market. .
Along with a growth of domestic
market, production number - .
expands.

{Same with the left table)

Focuses on Domestic demands.
Advance into neighbor markets by
using AFTA (Laos, Cambodia,
etc)

Activate a full-scale export
including Asian neighbor nations.

Market scale
{compact

diesel engine) .

100,000

200,000

300,000

400,000-500,000

Technology
{Facility.
production,
development)

Cannot afford to investment.

Difficult to invest for renewal of -

facilities. - Newer investment
needs are not high.No new

development,Process imitations.

Improve technology by making
the maximum use of existing .

facilities.Improve production ..

management ability. No in-house

development. Process with basic
.| design like the strength of -

material.

By introduction of new facilities,
improve the precision and
productivity. Enhance designing

‘talent, and conduct in-house

development.
Commmercialization of products,
that has designs reflecting market
needs. ) :

A partial companies accept the
forefront facility introduction.
Conduct highly advanced
Process.Companies, that conduct
in-house development, increase.
Not only product development but
also develop basic development
will be conducted by some
companies.

Industrial
structure

Two types of companies exist.
One is a state-owned enterprise
conducts integrated production.
And the other is a company that
produces "after parts.” They do
not fuse, and each unit conducts
their business activity
independently.

Companies, which produce the
final product, starts to improve
productivity by having a business
partnership with companies that

| produce "after parts.”

Companies, which produce "after
parts,” also make a profit by
improving guality management
ability. Not much difference
between Governmental and -
privately owed companies can be
determined. Privately owned
company start to receive orders
from a state-owned enterprise.

A cluster of companies that
specialize in each process start to
appear. Each company enhances
their area of specialization such as
process field, process accuracy,
designing, and so on. .
Collaborations with foreign
companies begin in cooperative
development. = Companies begin
the OEM production in the same
level with advanced country
enterprises. '

Enhance each expertise. Anda
collaborative product development
by domestic companies will be
conducted.Some company
produce injection, that has high
added value, appear.  As a result,
all-Viet Nam made product
{include engines) will be
produced.




an increase in exporting to Cambodia, Laos, and ASEAN nations is expected.

Motorcycle
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Opinions of Japanese-affiliated companies, that conduct production, tend to have & great impact.

For a while, a possibllity, that Honda exporting a complete product, is low. As Honda's basic idea
introduced before, Honda would like to make products with specifications that reflects needs of users
in Viet Nam. Also, if the local content rate would not be improved, export possihility is difﬁcult. in
terms of profit margin. However, along with the domestic demand, if the production number will
reach around three hundred thousand, increased number of product by Viet Nam Honda becomcs
p0551ble Massive producnon produces a merit. If that happens companng price of Thailand- made

product is necessary. A chance to export partial parts arises.

For a while, considering the current productmty of both Japanese afﬁhated comparues “and local
companies, export of parts are dlfﬁeult The local ] apanese—afﬁhated compames process 1mported
products that are from Japan. Products that are produced by the local companies have low added
value. Also such productsare more than likelv bulky. Therefore a'possibility to export to a different
base is 1ow If AFTA is carried out, a poss:bxllty that Honda lﬂlpOl't parts from Thailand is hrgh Viet
Nam Honda can 1mport cheaper parts from Thailand instead of acquiring the parts from vendors in

Viet Nam.

In a long rum, Viet Nam becomes a leading country ln Asia. fora production number of compact
motorcycle. A chance for the product export to Asian nelghbor countrles is high. A motorcycle
market has already gone as high as it can go in Thailand. Motorcycles are exported from Thailand. A
partial compames ‘establish research and development function. The R&D develops pa.rts and de31gns
local specnﬁcauon They also controls parts supply within Asian area. Therefore a great poss:b1hty

for Viet Nam to be posmoned as the production base of compact motorcycle exrsts
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Table viii: The view on future of motorcycle

2000

2005 Around 2010 Around 2020
Targeted Domestic market only.Along with | (Same with the left table) Domestic market is Domestic Market is central A high
market the domestic market growth, - : central. Becanse of AFTA, possibility, that Viet Nam become
expansion of production number. products with low added value are | the central country to produce
: ‘ exported. Product with high compact motorcycle, exists.
added value are imported from
Thailand, etc.
Market scale 0.6million 0.8million 2million 2million
Technology A local content rate is fifty A local content rate improves up A Jocal content rate hardly A local content rate hardly
(facility, .| percent.The most are Japanese- to around seventy improves.. Product importing improves. Froduction with high
production, affiliated parts makers.The local | percent.However the local country changes from Japanto . | added value starts.
development) | companies are only parts with low | companies stay in supplying basic | Thailand Export products, with
: added value. - functional parts. - low added value, to Thailand
- o where the final assembling base is
located.
Industrial Two different types of companies | Cornpanies, that produce final Along with the increase in Parts production companies
structure exist. State-owned enterprises products, start to have business - production number, subsidiary increase. Production of
conduct integrated production. relationship with companies that industry expands. The secondary | functional products with high
Others produce "after parts.” produce "after parts." Although and the third local subcontractors | added value also is conducted.
Each conducts each own business | local companies enhance their . occupy a large share However,
independently : technology, they cannot supply companies that have a business
enough functional parts. partnership with final assembling
: ' companies do not increase much.
Export Almost none ~ Almost none Internal demand is central Export | Start export of compact
possibility of parts with low added value motorcycles to Thailand and other

starts.

neighbor countries.




4. Policy option

Reinforcement of authority in each state-owned enterprise shop .

State-owned enterprises possess ail process. Basically, povernmental companies proeeés products for
companies that order. In that case, if the production nlumber of the company does not increase, extreme
increase of production number cannot be achieved. The failure to increase the protiuction number

results in decrease of labor rate of each shop. In addition, even the company tries to enhance their

~ technology, each field, that needs to be strengthened, is dispersed. Effective investment cannot be
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achieved either.

Independence of each shop is a key to build .up a eompetitive environment. Such an each independent

shop should be able to freely conduct sales and investment activities. -

Support on ability improvement in both sales and comprehensron of needs _

nght now, most compames strongly believe that if they produce products wrll be sold Not only a
sales ability is low, but also an interest in comprehendmg the needs of customers is low as wel] Especnally,
the characteristic can be seen among many govemmental compames A partml cornpames succeeded in
acquiring sales ablllty and reflectmg needs of customers to products. As a result, such companies are
rapidly growing. _ . o

At first, importance is t0 let the compames to be aware of a comprehensron of needs of customers In
order to let them realize the fact, 1mprovement of sales ablllty is unportant Then, collectmg of customers

opinion is necessary. Active movement, holdmg trarmngs and seminars, 1 make companies o determme

the importance is necessary.

Improvement on productlon management ability
* Many companies do not make the best use of e)ustmg facilities. However the compames clanm that
the productivity does not increase because they do not have new facﬂmes Normally, whtle compames
make good use of existing facility, at the same ume in ﬁndmg an area, whlch needs to be lmproved isa
necessary step. After ﬁndmg such a problemauc area, ﬁndmg a soluuon comes next In thlS case,
solution can be an introduction of new facrhty Such a careful ana]ysrs is mdrspensable Cornpames
should make the best use of existing facility. Improvement of product management ablhty is essential to
make it happen. ‘ 7

Companies should actively conduct training and seminars. An use of consulung service is also helpful

Clarifying in each problem that a company has is extremely lmportant



Reinforcement of technology development

For a while, instead of developing a new product, enhancement of technology is necessary. Developing
products that reflects needs is necessary in the future. Therefore, a conduction of technical guidance by
providing technical trairings and seminars are necessary to improve technology for a while. In the

future, conduction of trainings and seminars about an original design development is also necessary.

Advancement of small and intermediate companies

Smali and Intermediate companies, that posses various technology, will shoulder the future destiny of
machinery industry in Viet Nam. Although current industrial structure centralize governmental companies,
advancing many small and intermediate companies is necessary. And creating many extensive industries
are sought. For that reason, establishing business environment for small and intermediate companies is

important.

An establishment of physical distribution network

Northern companies and southern companies sometimes cannot have a business relationship because
of a physical distribution problem. Considering a status of industrial accumulation, advancement by
" fusing the entire industry in Viet Nam is desirable. In reality, a Japancse-affiliated éompany, located in
the north, said that they deteﬁnine.a southern company possesses technology; however, the poor physical
_diétribution network prevents them from having a business relationship. In order to advance the entire

industry, improvement of the domestic physical distribution network needs to be started immediately.

Financial support

Raising funds is limited especially among private companies. Most mechanic facilities are very
expensive.' Considering the current interest rate, an acquisition of new facility introduction is impossible.
In the future, a need for new introduction of facility will increase. When the need arise, company will
not be able to start new technology because they cannot raise funds. A long-term low interest raté loan
system needs to be furnished. For instance, giving a financial assistance for an introduction of new

facility is helpful. Anyways, a ﬁn'ancial_support is necessary.

Satisfaction of working environment
| Most people who work in ‘thc machinery industry have a difficult workihg condition in Viet Nam.
From now on, in ordcf for company to improve technology and developing ability, raising staffs is
NECessary. Especially, a éhortage in staffs with production management, technical cngineérs, and the
middle class ﬁmagement staffs exist. Colleges of engineering and vocational colleges of technology

are substantial. However, many graduates are involved in service related industry, instead of being
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invelved in machinery industry. A working environment of machinery industry is not in a good condition.

A reinforcement of the staff training and a reformation of working environment are indispensable.
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Table ix: A policy bption in Viet Nam fnachinery industry

2005

2010

2020

- Pioneer AFTA market in a full-scale

Future | - Market is an internal demands basis. - Centralize in internal demands in the .
' - Active sales activity-- Use of existing Market. Advancement into the AFTA - Product development reflecting foreign
facility- Improvement of the production - market {centralize in Laos, Cambaodia, etc.) needs
. 'management ability and production facility | - Start acquiring foreign needs - Companies, that develop the forefront
2 ' . Reflect internal demands to products + Conduct new product development technology, appear
3. (domestic needs) - Collaborative development system with
_ ..é Invest for new facility foreign companies
g | Policy | <Incubation Era> <Suppcm for Independence> . <Take Off Period>
'g - Conscious revolution of the governmental - Acquisition of foreign information - Foreign information- Financial support
= companies + Training in Marketing method - Technology development support
E - Governmental companies revolution - New product development {guidance for
B (dispersion, etc.) improvement of designing ability)
< - Supply market needs information + Financial support for facility investment
- Guidance for the production management
technology
Export (Almost none) - Internal demand is central.A partially to the | - AFTA member countries
AFTA membercountries
Future | - Foreign-affiliated companies produce + Foreign -affiliated companies produce - Foreign -affiliated companies produce
products products products. Partially, like OEM production.
2 - - The original local content rate is fifty - The local content rate is seventy percent - The local content rate is eighty percent
% percent - + Market is in Viet Nam. Parts are exported
z - Market is in Viet Nam to AFTA area
% | Policy | + Protection of domestic industry - Creation and development of parts + Creation and development of parts
= - Creation and development of parts companies companies
companies o
Export {None) Export parts Export compact motorcycle and parts







2—4
Policy on Assisting Development of Infant Industries in Viet Nam

Pham Quang Ham

Development Strategy institute

1. Trends of Shaping and developing infant ind.ustries in Viet Nam to achieve objectives
of industrialization and modernization

(1) During the past 10 years, growth réte of industry has re.ached a high level, averaging 14.5 % per
annum, despite of a slight decline due to monetary-financial crisis in the region. Such a development has
created a move of economic restructuring, ui'ging up the process of national industrialization and
modernization. Industry has an active impact on development of other sectors, particularly agricuiture.
Percentage of value-added increase in GDP. has been raised from 18.8% in 1990 up to 23% in 1995 and
26.8% in 1998. Key industries have seen a significant increase, enabling to make better use of domestic

.- resources, a number of industrial products have gained competitiveness, meeting market demands. Growth

¢ rate of major industrial products after 9 years is as follows:

- Products . Qutput increase 98/90 (times) Aveg'age_growth rate per annum{%)

Crude oil - o 4.63 21.11
Coal . L .- 331 o 11.03
Cement - 371 17.81
Steel 0 S - 841 S : 30.50
Chemical fertilizer 2.75 13.48
Insecticides 2.18 10.23
Paper .- =~ 3.80 , . . 18.16
Ready-made garment -2.31 : 11.03
Weaving threads - : : 122 : 2.52
Shoes, footwear : 9.07 31.72
Beer -~ ' 6.56 26.51
Processing machines . 1.73 : ' 7.08
Diesel engine : ' 145 . 4.75
Electric engine L IR 396 : - 1877
Machine tools 0.84 -2.16
TV assembly = = ' 381 18.20

Industrial experts also have seen a high growth rate, contributing significantly in export turn-over of

- the whole country. A number of industrial products have high export turnover are (in USD million):
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Unit: million USD

___________________ ;1991 1995 i 1996 i 1997 1998 @ 1999 |
Crudeoil ToS8LTT1033 iUUiAME V14260 1239 1860 ]
“Textile and garment "7 IS8 TR0 LSO T L5038 T UTAS0 LS00 ]
Leathershoes N 10 : 296 : 530 . 95 @ 1031 : 135
Electronics . O i 20 . 100 ;450 ;480 650
Coal ] ] 0 & . 89 ... 14 ;1o ;o102 i % |
Fishery products : - 621 697 ¢ 781 1 8BS ! 950

Foreign direct investment (FDI) to the industry from 1988 to 1999

. Total projects Registered capital Legal capital
1988-1999 : 2,800 37,088 _ 17,048
of which, industry 1,426 4,273 : 7,287

In 1999, licensed projects numbered 312, with registered capital USD 1,568 million, of which there

were 218 industrial projects with registered capital of USD 856 million. Some important industries have

- attracted much FDI such as crude oil (100%), steel manufacture and steel structures (70%), steel rolling

(54%), cement production (24% and expected to be 41% up to the year 2000}, electronics (50%) etc.

The State has focussed on infrastructure development to cteate favorable conditions for industry

.- development and FDI attraction. So far, 67 industrial and export-processing parks have been approved
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with Itheir plans, among them 58 areas have been set up (38 parks in the South),'conccntratcd in the key
region and 4 parks in Eastem part of the South, 13 parks in the North concentrated in the key region and
7 parks in the Central region. There have been 35 industrial and export-processmg parks wnth FDI
prolccts howcver land-use cfﬁcmncy is still low, attammg only 21 7% as compared to rentable land
area Up to the end of 1998 458 pro_;ects have bcen hcensed for investment to mdustnal parks wnth total
capntal amounung up to USD 6.023 mllhon and site area for project unplementanon is of 1.577 hcctares
(as compared to 6.983 hectares that have been mvested to infrastructure building). FDI to _mdustnal and
export-processing parks has contributed considcrably into involving more than one hundred ‘thou'saad
laborers and value of export turnover, that represents 11% of export turnover of the whole country ‘

The sector of state- owned enterprises has been rcstructurcd rcducmg the number of unproﬁtablc‘
enterprises that failed to accommodate to new managemcnt mechamsm For 9 years, the number of
industrial enterprises has been reduced by 977 (from 2,798 enterpnses in ea.rly 1990 down to 1820 ones
in late 1999). Similarly, cooperatives have been reduced frofn 23,024 dowh to 1,729 in 1995' Thcrc havc.
been alot of policies to encourage development of pnvate sector The number of private businesses has
been increased from 770 in 1990 up to nearly 8 000 in 1996

- Generally, almost enterprlses have been focussed on intensive mvestment, technoiogical renovation,
management renovation. 'I’herefore many cntcrpnses, particularly FDI enterpnses have more advanced
technologies.

However, there are also industries who lost markets due to backward fechnology, Io‘uu-r management

efficiency, unstable quality and high cost-price.



{2) Achievements obtained by industrial sector during past time are resulted from the policy of renovation,
rearrangement of production in industry. Enterprises in the industry have been gradually familiar with
market mechanism, not subject exclusively to subsidies from the State, and aware of necessity to raise
competitiveness of goods on the market. However, it is noteworthy to identify many weak points, to
overcome particularly in long-term vision, enabling to create a new industrial structure which is economic-
efficient and competitive on the market as well as to exhaust potential of our country. Remarks on
existing structure of the industry sector are as follows:

«  Exploitation industry: For recent years, this indﬁstry has seen a strong development particularly in
oil and gas exploitation, which plays an important role contributing to the start-up stage of national
industrialization pfocess. Currently, exploitation industry represents about 14.4% of industrial ou'tput

© value, particularly oil and gas industry accounts for 12%. Crude oil output in 1999 reached 15 million

- tons, export nearly USD 1.7 billion, contributing more than 10% to export turn-over of the country. In
the years to come, this resource will be increased, particularly gas, enabling us to develop processing

- industries, involving particularly power industry and chemicals, fertilizer industries. At the same time,
it also opens develobment petspective for'many territorial areas.

+  Processing industries: Percentage 6f pmccss.ing industries represents nearly 80% in industrial output
value. (1) Of which, processing.indusuies that use raw materials from agriculture, forestry and fishery
sector, account for a highest percé_ntage, over 30% of industrial output value. Many exported products
of high turnover valﬁe and compe:ti_tiveness on the regional market have been created such as: fishery
pfoducts, rice, coffee, rubber, c.aishew-nut, tea elc... Hoﬁevcr, it is only at a preliminary Stage of
'pmc_essing, mainly export of raw materials. .Processed raw-ﬁaterials of farmjng. products account for
only over 30%, a low peréenmgc, the remainder will be sold on the market in the form of fresh
products. This industry strongly developed will result in a trend of re-division of labor in agriculture,
in the orientation towards industrialization. However, in recent years, labor structure between agriculture
and industry has seen a very siight change. So.me products .ha'ving favorable advantages such as export
vegetéblé and fruit héve not Eeén developed 1o the ﬁtmost of potential. (2) Labor-intensive industries
such as textile, gﬁr_ment, leather-shoes, accounting for nearly 13% of industrial production value,
have contributed sigﬁiﬁcantly to export turnover. During the past years, these industries mainly dealed
‘with export t:vr(:.cessing= éreéting thus more jobs .for the commuinity and production distribution over
many parts of the country both in urban areas and rural areas. These are industries, which Viet Nam
has advantages m respect of ;ﬁanpower with low wﬁges, However, the form of processing to order
bringé along low added value. Association ties within the industry are still weak, most raw rnatcﬁals
are impért_ed frbm overseas. The main reason is poor technology that results in low Quality. On the
other hand, another réasdn is due to bad quality of marketing, mainly relying on partners who give

. order for processing work. Business environment is still restricted, not creating much motive force to
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the development of small and medium businesses and private sector. (3) Mechanical engineering
industry and electronic industry and information technology industry are high-tech industries involving
many workers, particularly highly qualified labor. Currently, these industries account for a small
percentage in industrial output value, about 6-7%. In recent years, a development has been beginned
with assembly industry paiticularly assembly of automobiles, motorbikes and electronic consumer
goods. These are industries involving many workers of higher technical qualification. However, it's
only the first stage which fails to create assistance industries; production facilities for accessories or
components associated with assembly industry. Not yet shaping a network of small and medium
businesses associated with big companies, so efficiency is not high, not enabling to raise. goods
competitiveness on the market. Demands of local markets are very diversified in tcims of products
from these industries, but not yet responsive because market demands are not high for having an
efficient production-scale on the one _iiand, and the industry itself, on the other hand, due to its low
technological level, its products are of low competi[iveness, and overridden by imports.

Trend to move to high-tech industries is only in the first stage. Its impact on development of national
economy is still small. Electronic and information technology indusiry starting up from assembly has
involved a number of prbductioxi facilities for conipcinents and equipment. Software industry also
begins to develop ﬁrsily application software. IT progr'am has develbped across-the country in system
of management and accounting. Currently, high-tech parks are being developed in two North and
South regions, so as to associate R & D, production aiid .hu'man resoilrce trairiin_g. e |

Industries of prod:uction' and supply of water and power are régardet_i as infraétructuré for industrial
development, so they are given priority to bc: invested for development. Their growth rate in recent
years reached about 15% pér annum on average. -

Industrial links are still weak, firstly those of production of upstream processes and downstream _
ones. Almost raw materizals, equipment and spare-parts and a part of semi-products for industrial
production have to be imported, subject to external m;cl_rket, so domestic resources cannot be éxploit:d
efficiently. Assistance industries are underdeveloped, most of sparé-pzirts and additive materials are
also subject to imports or overseas partners. As a result, cost-efficiency is low and industrial
competitiveness is wcak '

- Impact from mdustry on other economical and technical sectors and even on itself is stilt small

Mechanical engineering industry only meets about 8% of local demands for equipment ancl sparc-

- parts. Mechanical engineering industry has a small impact on agricuiture producuon. Mechamz_ation

of land preparation only meets about 30% of demand and tafgcts to be reached in a couple of years
‘will be 40%. In processing industry, almost tcchnologies are old-fashioned, equipment has been changed
slowly, local industry of machine construction is not up to requirements.

" Percentage of raw materials from agricultural products that are industrially processed is sull small



for sugar-cane, it reaches only 20%, coffee 40%, vegetable and fruit 50%, meat 3% etc. Therefore,
many times farming products are stagnated which causes degradation and waste and no cost-savings
can be made. Demands for processing equipment in the upcoming years are large and urgent.

+  Ship-building industry is one of important industries of Viet Nam, a country with more than 3,000
km of coast with more than 100 sea-ports. At the moment, mechanical engineerihg industry meets
only about 20% of local demands for new pf ships building and 15% of local demands for repairing
ships and boats. Every year we have to spend from 400 to 600 million USD for new building and
repair of ships and boats carried out abroad, in conditions of foreign exchange balancing.

+  Textile and garment industry also imports almost raw materials, chemicals, dyes, equipment, spare
parts and even some additive materials for garment industry. Fabric supplied for export garment industry
is also imported from processing orderer-clients. Local textile industry supplies a very small quantity,
about 10%. Therefore, export effectiveness is low, foreign currencics obtained are used mainly for
manpower cost and partly for equipment depreciation. _

«  Industrial enterprises are generally of small size and low technological qualification. Manufacturing
téchnologics are old.—fashioncd from 2 to 3 generations, percentagé of backward and average technology
is from 60 to 70%. Percentage of added value of industrial processi\ng producl is low, rate of pov_vef-
consumbtion per unit of product is high, monotonoué product, high cost-price, low labor-productivity

_ in industry, therefore competitiveness is poor.

. (3) Industrial developmeﬁt plays a crucial role in the cause 6f .'national industriaiization, struggling for
bécoming an industrial nation within 20 - 25 upcoming years. The seventh resolution of Party's Central
Comr_nittée has defined "Industrialization and modernization is a process of radical and comprehensive
reform of activities in production, Business, service and socio-economic management.from using basically
manual labor to using widely manpower together with advanced, modern technologies, facilities and
methods, bﬁsing on scientific and technological development to create higher social labor productivity”.

Industrialization associated with'modemizatioh, require that industrial development should access to
modern technologics of our era. Scientific énd technological advances play an importaﬁt role, as a key
for rhi)id CCOROMIC dcvcibpmcnt and shortening period of industrialization in many countries. Science

- and technology is a factor determining the compctitivencss of industry both in quality and labor
productwuy To achieve national industrialization and modernization, there should be an intensive
conversion of structure of the industry as per followmg trends:

. Conversmn from mdusmes using advantages of Viet Nam in térms of manpower and natural resources
(partlcularly in agriculture, forestry and ﬁshcry) into more intensive proccssmg mdusmes
. Convers:on from downstream mdustnes into upstream industries.

-« Conversion from low tcchnology industries into industries with high technologies, linki.ng tightly
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industrial development with technological development.

This structure conversion may take place both gradually step by step and at the same time, subject to
opportunities created by the economy.

In next coming years, it requires to focus on developing industries having advantages in competition
and important contributions to export. At the same time, it is necessary to promote the development of a
number of industries of importance as motive force to promote rapidly the process of national

industrialization and modernization {NIM) - infant industries.

2. Infant industries in Viet Nam

(1) In long-term. strategy, it requires to identify important industries to have nourishing and development
policies, creating industries with competitiveness in the future. These industries should become those
urging forward the process of industrialization and rrrodemization (IM). This requirement is more urgent

_in the trend towards a knowlcdge economy in next century. There are a lot of consideration criteria to
identify such industries. In our opinion, there are some criteria as follows:
. Crearing capacity for dcveloping modern tcchnologios rmd intensifying industrial links.'Imp.act
| spreads to téchnological qualification improvement and developing other countries. Raising social
labor productivity and compctrtlvcness of the sector and competltrvencss of the nation. |
« " Exploiting comparatwo advantage of the country in terms of human resources partlcularly of tramed
and highly qualified workforce, transformed into compentrvc advantages.

+  Creating national industrial potcrltial with a nation of population over 100 million_affcr the year
2010.

(2) Studying on competitiveness of important industries, the M'inistry of Industry. in a document has

divided industries into 3 groups: - '

«  Group having c'ompetitiven_ess includes industries of textile-garment, leather-shoe's, and industry
of metal structure manufacture. : |

»  Group havmg goods of competitiveness in future if protected by the State in mmal stage includes:
weaving threads industry, mechanical engineering industry, electrical equipment industry, efectronics
and information technology industry, chemicals industry, paper irrdustry, porcelain and ‘g.lass.in_dus!ry,
construction m'oteria}s industry (of whicﬁ there is oément prorlucrion) and a number of . industries of
goods belonging to food processing mdustry |

«  Group of mdusmes having goods of low competmveness steel mdustry
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Mechanical engineering industry

Industrialization and modernization is a process of radical change in terms of technology for all
sectors of national economy. For any product or industry, application of modern technology also relies
on using machine in an appropriate way. Therefore, mechanical engineering industry plays an important
role, it is not only an industry of manufacture but also an industry supplying tools to other areas of
manufacture and processing industries. In almost industrialized nations, mechanical engineering has
developed into a very sophisticated industry associated with electronic and IT industry.

Currently, mechanical engineering industry (MEI) has nearly 460 state-owned enterprises, over
900 private production businesses, nearly 30,000 individual production households of small-size under
10 employees -for each facility. Total Workforce of the whaole industry numbered 197,000, among them
about 10,000 are of university qualification. There are 12 specialized research centers.

Ouiput value of MEI accounts for 9% of that of the whole industrial sector.

Exports reach nearly USD 55 miilion per annum, including mainly household utilities and other
machines, however, its structﬁrc_ is not stable and of slow growth-rate, representing only aboﬁt 1% of
total value of export turnover. _
~ Asan important industry, but ME] of Viet Nam has many weak points. One of these weak points is
the lack of related industries and auxiliary industries. Most raw materials for producing higﬁ quality
prdducts mﬁst be irﬁborted. Mechanical engineefing companies have few opportunities to access to
consulting 'scrvices or technical design services, quantity of "soft" iﬁputs during manufacture process
is very small as _comparéd with tﬁe outSicle world. |

Production is limited due to old and backward .equipmcnt and old-fashioned production system
(there are many kinds of equipment which are over 40 years old from different origin and not renovated).
As a result, percentage of rejected products is high. Production organization is usually not self-contained,
resulting in low productivity, high cost and low competitiveness,

Technical wofkforce for this industry is very important, deciding the industry's success but is also
liﬁlitcd. Wﬁrkcrs of high skills and Workmanshib has declined rapidly in receﬁt years. Many engineers
trained for the industry have to work in other industries inconsistent with their trained professions.

- Number of workers in mechanical engincéring courses in vocational training centers or universities
also declines because t'h.is declined induéuy is not attractive for them.

MEI consists.of many specialties: manufacture of equipment and machines for agriculture and
pfocessing industry; repair and new btﬁlding of sea-ships; manufacture of machine-tools; automobile

- and-mb_torbike indﬁstry; manufacture of électr_ic equipment; manufacture of construction machines
' and structures; n_ia.nufactl..lre-(.)f machiﬁery and spa;rc-pai‘ts for light industry; fn_echanical engineering
for consumer goods etc... There is a large domestic _derﬁand for products of this industry, however as

per estimation, they‘meet only 8-9% of demands. Analysis of import of mechanical products in recent
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years indicates that: 30% of luxury consumer products of mechanical engineering industry such as
car, motorbike, washing machine, fridge..., 25% of individua} equipment and 30% of complete
equipment. Particularly in 1998, import was over USD two billion for complete equipment, if local
MEI participated in manufacture of a part, it was a great production value.

MEI has not to start up from zero but it has a long history of development' over several decades with
a certain basis, particularly high-skilled staff of engineers, technicians and workmen. In difficult
conditions, many products from the industry have meet market demands such as various kinds of
engine, water-pumps for irrigation purpose, a number of equipment for the transport industry, individual
equipmént for processing industry, new building and repair of sea-shipé of 11.500 tons of tonnage,
assembly industry with percentage of domesticating some kinds of parts/ components, consumer goods/
mechanical products such as electric fan, bicycle... Therefore, if assisted by policies, restructured,
modernized in terms of equipment, MEI certainly has a good prospect for development in the future.

Orientation of MEI development in the years to come is to meet 40% of local demands and to

. increase step by step by 30% of the industry's output up to the year 2010. At the same time, domesnc

content of mechanical products should reach up to 60.70% of product value. One of i unportant contcnts

in estabhshmg the industry assistance policies is selectm_g proper product stmcturc, to meet requirements
for industrialization and modemizat_io.n. Key products of MEI should be emphasized onto specialties
and product groups in the major fields as fbllows:

«  Mechanical engineering to serve agriculture and proccssmg industry

. Ship building industry

*  Machine-tools mdustry
«  MEI manufacturing electric equipment and materials
«  Automobile and motorbike industry with the program for domestication of components/
accessories production.
- MEI fbr equipment for light industry and construction equipment. _
* MEI should be restructured to raise the level of producnon spec:ahzatnon Itis poss:blc to mvcshgate

the shaping of industrial groups, for mstance group of mdustry—agnculture industrial group of

~ transport equipment, group of textile and garment—mcchamcal engmccnng, industrial group of mining

and exploitation...
Intensifying the investment to assistartcé industries, key technology industries so as to improve
product quality for the industry, | _ '
Important programs for development pssistance in 'lotl'g-tenn vision are: development of hu.man
resources; upscaling of domestic technolog1es devclopment of R&D capac:ty through the efforts of

the industry associated with research mstltutes and unwersmes



Electronic and IT industry

Electronic and IT industry is usuvally regarded as a "leading” industry in the economy. One of
reasons for regarding it as "leading” is that, application of electronic technology and IT technology
into other industries will result in creating inventions, raising labor productivity, creating new markets
and more jobs. It is just for this reason why governmenis of many nations have focussed on the
industry of electronic technology and IT more than any other industries, this has been the trend in the
years of 80's and 90's.

So far, electronic and IT industry in Viet Nam remains to be a rather small industry, its considerable
growth pace takes place only in a small number of products. Output value of the industry represents
about 4% of oﬁtput value of the whole industrial sector. Currently, in the whole country exist 74 state-
owned enterprises with total capital over VND 400 billion (equivalent to USD 38 million), involving
over 100 thousand employees. Mostly concentrated in 2 big cities, Hanoi and Ho Chi Minh city.
There are 52 private businesses with total capital of VND 500 million, invo.lving 1900 employees.
Enterprises with direct foreign investment (foreign-invested enterprises FIE) up to the end of 1999,
numbered 30 joinf~ventures with total invested capitai of USD 397 million, involving 3,700 employees,
39 foreign-owned cntci-priscs with total investfncﬁt of USD 365 million, involving 3160 employees.

Currently, consumer's electronic goods still prevéil over the products category of the industry,
indusﬁ*ial eieétmnic 'products represent only .about 13%. Capacity of T"b_/ set assembly is estimated
about mofe tﬁan 2 ﬁﬁllion sets per annum, but local market cufréntly uses about 0.7 million sets per
year. Beside TV sets, electromc companics also assembles a large quantity of other household appllances
such as cassette-radlo stereo tape-rccorder but in this area, productlon capacity also exceeds demand.
So far, thls kind of assembly remains to be prevailing. A major part is implemented under contracts in
initial desién of product,.m.ethod of equiprﬁent and arrangement of production line. Domestic
establishments do not devélop initial design and manufacture of commercial nature, there are not yet
marks .of signiﬁcﬁnt commercial nature for consumer's goods of household utilization and industrial
electrbnic products. Assistance industries have not been dgveloped, there is only newly shaped indusiry
of manufacture for low added-vall.lc.products. Components production is _underdeveloped. Regarding
.human resources, there exiét a very small number of highly qualified engineers in this industry. Staff
of leading scientists, designers, R & D engineers is in s.evere shortage.

The area of applied informatics strongly developed after 1990 has rapidly spread on a large scale
our all sectors, localities,'public s_ei'vices and schools. Computer science has developed its effects in
statc-manageﬁleﬁt, in. many enterprises, in banking, finance and education.

However, at the mbment, there exist no industry for fnanufacturing complete P.C. that have to be
mainly lmportcd In the whole country there exist only a line of computer assembly by GENPACIFIC

company, with capacsty of 50,000 units per annum, but operatmg with low output and inefficiently.
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Some business facilities organize the assembly in the module-form of some hundreds units for each
commercial transaction.

Software is now applied and produced by a number of universities, research centers and some
specialized companies and has some advances to serve practical needs. However, only a number of
simple application software have been developed. Basically, they are now doing business of distribution
and service for overseas cotmputer companies.

Telecommunication is one of industries, which has the most speedy growth pace. Telecommunication
is regarded as a spear-headed industry in technological renovation, catching up demands of the society
and market economy, which is accepted by customers.

In such actual status of electronics and IT industry as at the present, if gradually developed from
lower to higher level and started up from assembly to manufacthring corﬁponents and then up to

- complete products, it ie hard to catch up other countries, even countries in the region. Taking opportunity
to come directly to selective modern technologies, focussing on developing software technology relying
on intelligence of Vietnamese human resources. Giving priority te industrial and speciaiist electronics
to create fav_orable conditions for developing manufacmre of e_lectronic components, There should be
an orientation to ex-&port.at the initial stage electronic and IT producté. Combinieg internal sUength

' development with involving FDI, particularly focussmg on high-technology transfer. Urgmg forward

- scientific and technologlcal research on a basis of top prnonty investment, to have many products
bearing trade- marks of Vlet Nam. These are v:ew-pomts for dcvelopmg elecu'omc and IT mdustry
Many experts found that gomg immediately to IT as a spear- -headed industry of top-priority for

development is a proper strategic decns:on

Development of this mdustry will give an impact muluplymg compentweness of economic sectors
on the regional and world's market.

It is a high-tech industry, developing strength of our human resources ha\"ing educational qualification,
and of a large number of y(.)ung.inteilectuais of our country. It is recommended that.the State and
government will give a prior concern and aesistance so that this indu'stry' could become a motive force
for our country's economy in the future. - _ _

It is necessary to create and institute a healthy legal environment as a basis for R & D activities,
production and cemmerce of products of the industry, panicularly'SOftware products. The role of the

- State assistance is to be implemented for the indus&y development, ranging from State menagement
organization to assistance programs for R & D, human resources training, creatmg envu'onment for

developmg all economic sectors and mdmduals mvolvmg FDI and protectmn in the mmal stage.

Chemicals industry:

The chemicals industry is developed on a basis of using efficiently natural resources of the country.
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- At the same time, its important target is to provide in-full fertilizers and insecticides for agricultural
development as well as to secure a number of chemical products for other economic sectors and
domestic consumption, Viet Nam has natural resources used as raw materials for chemicals industry
such as: oil and natural gas (for industry of organic synthesis and fertilizer manufacture), apatite for
phosphatic fertilizer; natural rubber (for rubber products such as automobile and motorbike tyres...),
sea salt (for production of soda, chlorine...); limestone (for CaCO, and soda).

Viet Nam chemicals industry is yet small but many specialities have been shaped such as: manufacture
of fertilizer, pesticide, fundamental inorganic chemicals, detergents, consumer's chemicals ... Currently,
8% of demands for phosphatic fertilizer for agriculture, 30% of demands for soda, 15% of demands
for automobile tyres have been met. A number of products have met domestic dcmandé such as
insecticides, phosphatic fertilizers, batteries, detergents, bicycle tyres...

Chexnicals industry in 1995 - 1999 period has an average growth rate of 15% per annum. Up to the
year 1999, it has 17 joint-venture companies (with foreigners) mainly in manufacturing consumer's
chemicals, only 3 joint-ventures prodncing raw matetials for chemicals namely active agent for
insecticide, PVC plastic substance and DOP plastic substance. -

| Existing problems and weak points of Viet Nam chemicals industry are: (1) Production c.apacity is
very small and productions are limited (2) Technological qualification is still backward, resulting in
high material consumption, low competitiveness of products (3) In the industry's structure, oil-chemistry
R s'pecialty, a core area producing a number of raw materials for other industrics, has not been shaped. It
is necessary to nfnpare its efficient development after completing oil-refinery plant. (4) Financial
capacity is.stjll restricted, not enough to invest into big-sized projects.

Targets o.f developing chemicals industry has a rather complete structure including main production
fields suc'h as: manufacture of nitrogen fertilizer and phosphatic fertilizer, industrial and consumer's
rubber a number of i morgamc and organic key chemicals, consumer's chemicals... Shaping a number
of modern mdustnal parks for chemicals, chemicals manufacturing groups of large scale and using
modern technoiogies. Rapid investment to manufacture of products in large domest';c demands and
having advantages on raw materials and cxﬁortable such as: phosphatic fertilizer, tyres of automobile,
motorbike and bicycle, high-quality fibres, soda and so on.

Chemicals industry will be dcvelopéd on both areas nf consumer goods and capital goods. In the
first stage, in 6rder to come to meet qﬂ refining industry, it is necessary to import interim raw materials
to prodnce some raw materials such as PVC, PE that are currcntly in large demand. Development of

| chenﬁcals indusiry is camed out as per two levels: upstrearn (capital goods) and doewnstream (consumer
© goods). . _
| TIncentives should be given to all economic entities for i mvestmg and developing chelmcals mdusuy,

parmmmy downstream segment

347



Development of chemical industry, particularly downstream production processes, and large projects

require enormous funds and high technologies, so the State should give special assistance in the first

stage.
3. Assistance policies of the State

From actual conditions of weakness in many aspects, particularly in technology and competitiveness, with
a view to developing into key industries, with enough strength to re-equip the economy, urging forward the
process of industrialization and modernization, the State is required to have special assistance policies in tlle
first stage. Assistance from the State is necessary as a start-up motive force for sustainable dcveloplnent .of
industries, avoiding the maintenance of persistent requirements for protection as experiencecl in the past.
Particularly in the trend of integration into regional and world's economies, it is impossible to'm;_aintain trade
protecting barriers by means of customs and non-customs.

It is desirable to organize detailed study in respect of each elected trade lndustry to develop specified
assistance pohcaes enabling these industries/ trades to develop by itself rapldly, without relying exclusively
on the State or govemment

Each trade/ industry has its own development program Wlth a spec:ﬁed progress schedule _

- There are two kmds of assmtance pohcnes designed to institute and nounsh these mdustnes (1) In long run,
it IS necessary to focus on measurers/ solutions to create prereqmsnes for development of the mdustry Each
mdustry of production has its own features, however generally, _solutmns for create high-quallty human resource,

' strong assistance for science and technology, creating nec.essary infrastructure ... are all top-priority crucial '
solutions. (2) In the next coming years, it is necessary to create favorable 'environment for business and
production activities. Truly encouraging and assisting for development of different industries. Creating favorable

environment to attract varicus economic entities and FDI to be involved in investment and development of

the industry.

Policy of trammg and using efficiently humau resources

Human resources is a determining factor for successful nmplementanon of strategy of industry
development mcludmg key industries. First and foremost, it requlres to lmprove qualification for exnstmg _
staff at the same time prepare a staff of lugh quahﬁcat:on modemn knowledge 10 meet requirenients for
development in the years to come. ] _
“~.- With regard to existing staff, it requires to have both incenti\?cs to use qualiﬁed persons and retraining,
adding new knowledge and catching up new technologies. Training and using staff are designed how to
develop dynamics and effort of staff in a selective manner. Rétxﬁininé is designed to meet réduiremehl_;s

of efficient integration into the region and the world. New education and &aining should prepare for -
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higher development steps of industries and for access to new technologies of the era. It is needed to
revise starting from curriculum and appropriate kinds of training. Attention must be paid to orchestrated
training of managerial staff, technicians and high-skilled technical workmen. Improvement of human
resources quality for industrial development should be examined starting from general education system

associated with educational reform requirements.

Assistance policy on scientific and technological development

Technology is one of important factors to raise labor productivity, improve product quality and
competitiveness of business and industries. For key industries, the factor of tec.l*;nology is more important
and is of determinant nature. In present conditions, receiving technological transfer from overseas is the
most ra]iid and efficient way. Import of cquipmenf and receiving direct foreign investments constitute

- key channels for technological transfer. For efficient transfer, it requireé to strengthen own capacity of
recipient-cnterprises, in applying and upgrading imported technologies. It requires to improve
technological capacity of the enterprises. Strengthening ties between research institutes, universitics and
cnte'rpriséé. Providihg services for R & D and technical consulting services of high-quality.

. The Government should give priorities for applying and developing high technologies, particularly
IT. Having incentive policies such as tax exemption for application of new technologies, tax reduction
or exemption in the first stage for products of high-téch contents... Upgrading research institutes to

"increase capacity of high _technolo.gy creation and assimilating efficiently imported technologies. Increase
budget percentage of R & Din key industries. |

Giving incentives to intellectual labor, pérticuiarly intellectual properties and problems of copyright
and stimulating environment for creativeness.

Creating favorable conditions to attract investments for developing key industries

Fund is a determinant factor for growth and development of key industries. However, obtaining fund
and using fund efficiently have interactive relationships. USing fund effic iently, in its turn, create conditions
to have accumulation for further development. So, mechanism for fund sourcing to force enterprises to
be rcs;ﬁonsible for themselves to fund source is very necessary.

Local fund blays a dt_:terminant role, it dlso influences on another important resource, i.e. FDI (foreign
direct in'."estment). In order to hﬁve domestic fund, in addition to solutions for mobilizing through banks
form savings resources of the com.munity and other savings devoted to investment, it is necessary to
create an environment favbrable for buéinesses and enterprises. From this, enterprises could have pfoﬁtable
business opératidns, acc_u'muiatio_n for self-dcvelopnient. Regarding key industries, in the first stage, the
State should create favorable co.nditions giving long-term loan with low interests to in.v'e‘s‘t to a number
of important projects. At the sarﬁe time, the State will invest to some important programs such as training

and R & D.
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Together with incentives for domestic investment, a favorable environment will be created to involve

FDI to key industries.

Market policy, market protection for key industries

The State is recommended ta have policy to institute market and protect market for products of key
industries. Firstly, the State should be a client of these industries, projects of investment or purchase by
the State will order goods to these production industries, particularly products in terms 6f mechanical
engineering or electronics and IT. These should be policies for using local goods when local production
capacity is available.

And it is necessary to have demand stimulating policy for rural market whose buying capacity is still
limited, such as giving loan to farmers at low interests 6: repayment on credit with a view to enable them
to procure mechanical equipment, fertilizers and insecticides. It requires to organize well post-sales
services, repair service, guidance for operation and maintenance... '

At the same time, it needs to take measures for market protection, prevenﬁon of illegal imports,

defective goods, imitated goods... from entering inte local market and overriding l_ocal preducts.
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Promulgating technical standards for important products. to prevent from unders'irabie goods/ products

on our market as weil as providing information to customers, advising them to buy quality products.
Parallel to i.nccntives given to domestic market development, it requires to encoﬁrage_ sfrongly export

of our products to overseas market and to have solutions for'as_sisting our enterprises with secking

export markets,
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~ {at constant 1994 prices)

Industrial gross output by ownership

Unit: Bill.dongs

1995 . 1996 1997 1998 Prel. 1999

Total 103,374.7 | 118,096.6| 1344197 151,223.3| 166,965.3
I. Domestic economic sector 77,441.5 86,534.7 95,5419 | 102,864.8{ 108,946.3
1. State owned enterprises 51,990.5 58,165.6 64,4739 69,462.5 72,604.3

Central 33,9204 38,4110 42,2151 45,677.2 47.986.0

Local 18,070.1 19,754.6 22,258.8 23,7833 24 618.3
2. Non state 25,451.0 28,369.1 31,068.0 33,4023 36,342.0

Collective 650.0 - 6844| 7512 858.8

Private 2,271.1 - 2,7919 32239 313827

Households 18,1909 18,977 .4 19,703.7 20,826.8

Mixed 4,333.0 59154 7,389.2 8,334.0
IL. Foreign invested sector 25,933.21 31,5619 38,877.8 48,358.5 58,019.0

Source: Statistical yearbook-1999. General statistical office :
Structure of industrial gross cutput
1995 1996 1997 . 1998 . | Prel.1999

Sum 100.0 100.0 C100.0] 100.0 100.0
I. Domestic economic sector - 74.9 73.3 711 68.0 65.3
II.Foreign invested sector . 25.1 26.7 . 289 32.0 4.7
L Domestic economic sector 100.9 100.0 100.0 . 100.0 100.0
1. State-owned enterprises 67.1 67.2 - 67.3 67.5 66.6
2. Non state " 329 32.8 32.5 32.5 - 334
1. State-owned enterprises 100.0 100.0 100.0 100.0 100.0

Central 65.2 66.0 65.5 65.8 66.1

Local 34.8 34.0 345 342 339
2. Non state 100.0 100.0 100.0 100.0 100.0

Collective 2.6 2.4 2.4 2.6 0.0

Private 89 98 104 10.1 00

Households 71.5 66.9 © 634 62.4 0.0

Mixed 17.0 209 238 - 250 0.0
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Growth rate of industrial gross output

Unit: %
95-96 96-97 97- 98 98-99 95-99

Total 14,2 13.8 2.5 104 12.7
1. Domestic economic sector 11.7 10.4 7.7 5.9 8.9
1. State-owned enterprises 11.9 108 7.7 4.5 8.7
Central 13.2 99 8.2 5.1 9.1
Local 9.3 12.7 69 35 8.0

2. Non state 115 9.5 1.5 8.8 9.3
Collective 53 9.8 14.3 -100.0 -100.0
Private 22.6 15.5 4.9 -100.0 -100.0
Households 43 . 38 5.7 -100.0 -100.0
Mixed . 36.5 249 12.8 - -100.0 -100.0

11, Foreign invested sector 2.7 244 20.0 22.3

23.2
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Industrial gross output by kind of industrial activity

{ar constant 1994 prices)

Unit: Bill.dongs

No Sectoer 1995 1996 1997 1998 Prel. 1999
Total 103,375 118,097 134,420 151,223 166,965
I Mining 13,919.7 15,967.6 18,313.7 21,117.8 24,074.9
1 1 Coal 1,677.2 1,929.8 2,229.1 2,1384 . 1,670.5
2 [ Qil and gas 10,844.6 12,4669 14,238.6 16,868.6 20,065.6
3 | Metal ores 236.1 2825 172.3 199.9 1974
4 | Stone and others mining 1,161.8 1,288.4 1,673.7 1,911 2,141.4
{I | Manufacturing 83,260.6 94,7878 | 107,662 120,666 132,550
5 | Food and beverage 27,008.2 30,886.7 34,015.2 36,495.6 39,392.3
6 | Cigarettes and tobacco 3,976.7 4,195.6 43999 4,8949 4.960.3
7 | Textile products 6,176.2 6,373.6 7,261.2 8,365.9 9,288.9
8 | Garments 2,949.8 3,400.3 43254 4,666.5 5,031
§ | Leather tanning and processuﬁ 3,569.9 4,468 8 6,614.3 7,082.6 7,898.6
10 | Wood and wood products 3,323.5 3,198.5 3,145.7 2,956.3 2,824.1
11 | Paper and paper products - 1,946.8 2,293.6 2,643.8 ERYIN 3,526.3
12 | Printing, copying and pubhshmg 1,510.4 1,514.7 1,620.4 1,868.1 2,061 ¢
13 | Coke and petrolium 343.2 = 2087 - 83.5 107.8 - 1435
14 | Chemicals 5,085.6 6,283.1 72225 8,143.6 8,979
15 | Rubber and plastics 2,272 2,789.7 3,528 44175 . 5,309.6
16 | Non metallic products 9,200 10,120.6 12 222.8 13,744 4 15 278.8
17 | Metallic 3,428 4,085.9 3,999.8 4,079.7 43776
18 | Metal products 23316 2,941.1 3,5588| - 4,2103| - 47835
19 | Machinery and equipment 1,345.1 1,560.2 16738 . 2050 24288
20 | Computer and office equipment 2719 39.5 377 228 300.5
21 | Electric and electronic products 1,087.6 1,318 . 1,650.3 2,308 2,860.1
77 | Radio, TV, telecommication 20648| 30787 32781| 34776 35711
equipment ' ! - :
23 | Medical & accurate instruments 202.6 261.6 238.9 368.3 547.3
24 |Assembling & repairing motor 14597 13752 16293 1,6679| 1,843
vehicles .
75 | Production,repairing other meand 1,8927| 19824 1,8149| 33788] 38702
of transport : : :
26 | Furnitures 1,969.5 2,264.6 2,564.4 2,815.3 3,102
27 | Reproduced goods 88.8 . 1229 133.4 161 173
IIf | Electricity, gas and water 6,194.5 7,341.4| - 8,443.7| - 9,440 - 10,340
28 | Electricity, gas 5,443 8 6,537.8 7,596.5] . 8,5198 9,346
29 | Water 750.7 803.6 - 847.2 920.3 993.9
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Growth rate of IGO by the kind of industrial activity

Industrial gross output

Unit: %
1T Sector 95-96 96-97 97-98 98-99 95-99
Total 14.2 i11.8 12.5 104 12.7
I Mining 14.7 14.7 15.3 14.0 1471
1 | Coal 15.1 15.5 -4.1 -21.9 0.1
2 | Oil and gas 15.0 14.2 18.5 19.0 16.6
3 | Metal ores . 19.7 -39.0 16.0 -1.3 4.4
4 | Stone and others mining 10.9 299 14.2 12.1 16.5
Il | Manufacturing 13.8 13.6 12,1 9.8 12,3
5 | Food and beverage 144 10,1 1.3 7.9 9.9
6 | Cigarettes and tobacco 5.5 4.9 il.3 13 5.7
7 | Textile products 3.2 13.9 15.2 11.0 10.7
§ | Garments 15.3 272 19 7.8 14.3
9 | Leather tanning and processm_g 25.2 48.0 1.1 11.5 220
10 | Wood and wood products -3.8 -1.7 -6.0 4.5 4.0
11 | Paper and paper products 17.8 15.3 20.2 11.0 16.0
i2 | Printing, copying and publishing 0.3 7.0 15.3 10.3 8.1
13 | Coke and petrohum -39.2 -60.0 29.1 331 -19.6
14 | Chemicals 23.5 15.0 12.8 10.3 15.3
15 | Rubber and plastics 22.8 26.5 25.2 20.2 23.6
16 | Non metallic products 10.0 20.8 12.4 11,2 13.5
17 | Metallic .. 19.2 - =21 20 - 7.3 6.3
18 | Metal products 26.1 21.0 - 18.3 13.6 1971
19 | Machinery and equipment 16.0 7.3 22.5 18.5 15.9
20 | Computer and office equipment 41.6 -4.6 504.8 31.8 8i.2
21 | Electric and electronic products 234 23.0 399 239 27.3
2 | Radio, TV, telecommication 49.1 6.5 - 61 27 14.7
. equ:pment : : o -
23 | Medical & accurate instruments 29.1 -8.7 54.2 48.6 28.2
24 | Assembling & repairing motor 538 18.5 24 10.5 6.0
vehicles . ‘ :
25 Production,repairing other meand_ 47 8.4 86.2 145 196
of transport :
26 | Furnitures 150 13.2 . 98 10.2 12.0
27 | Reproduced goods 384 8.5 20.7 15 18.1
HI_| Electricity, gas and water 18.5 15.0 11.8 9.5 13.7
28 | Electricity, gas 201 16.2 12.2 9.7 14.5
29 | Water 7.0 5.4 8.6 8.0 73
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Industriat gross eutput

Struciure of IGO by the kind of industrial activity

{at constant 1994 prices)

_ _ Unit: %
TT Sector 1995 1996 1997 1998 Prel.1999
Total 100 100 100 100 100
i Mining 13.5 13.5 13.6 14.0 14.4
1 | Coal 1.6 1.6 1.7 1.4 1.0
2 | Oil and gas 10.5 10.6 10.6 11.2 12.0
3 | Metal ores 0.2 0.2 0.1 0.1 0.1
4 | Stone and others mining 1.1 1.1 1.2 1.3 1.3
I | Manufacturing 80.5 80.3 80.1 79.8 794
5 | Food and beverage 26:1 26.2 2531 24.1 236
6 | Cigarettes and tobacco - 38 3.6 33 3.2 ~ 3.0
7 | Textile products 6.0 54 5.4 5.5 5.6
8 | Garments - 29 - 29 - 32 3.1 30
9 | Leather tanning and processing - 35 38 - 4.9 4.7 47
10 | Wood and wood -products 3.2 2.7 23 - 20 1.7
11 | Paper and paper products 19 1.9 2.0 24 2.1
12_| Printing, copying and pubhshmg 1.5 1.3 1.2 1.2 1.2
13 | Coke and petrolium 03 0.2 0.1 - 0.1 - 0.l
14 | Chemicals - 49 5.3 54 54 .. 54
15’ | Rubber and plastics 2.2 ~ 24 2.6 29 - 32
16 | Non metallic products 8.9 8.6 9.1 9.1 . 9.2
17 | Metallic - 3.3 3.5 3.0 2.7 2.6
18 | Metal products 23 25 2.6 28 - 291
19 | Machinery and equipment 1.3 1.3 1.2 14 - 1.5
20 | Computer and office equipment 0.0 0.0 0.0 - 0.2 02
21 | Electric and electronic products 1.1 1.1 1.2 1.5 1.7
2. Radio, TV, telccomrmcatmn 20 26 24 ' 23 21
equipment : . - -
23 | Medical & accurate instruments 0.2 0.2 0.2 0.2 © 03
24 Assembling & repalnng motor L4 12 12 1.1 R
- | vehicles .
25 Production,repairing other meand 18 17 14 22 93
: of transport : - :
26 | Furnitures 1.9 1.9 1.9 - 1.9 1.9
27 | Reproduced goods -~ 0.1 0.1 - 0.1 0.1 0.1
HI | Electricity, gas and water - 6.0 6.2 - 6.3 6.2 - 6.2
28 | Electricity, gas 53 3.3 N 3.6 3.6
29 | Water 0.7 0.7 0.6 0.6 0.6
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Industriai gross output by sub-sector

{at constant 1994 prices) .

Unir: Bill.dongs

1995 1996 1997 1998 Prel.1999
Total 103,375 118,097 134,420 151,223 166,965
| The agricultural, fishery, jorest 38,3522 | 43,0641 47,004 | 51,2394 556626
processing sector
| | Food and beverage 27,0082 30,886.7 34,015.2 36,495.6 39,392.3
2 | Cigarettes and tobacco 3,976.7 4,195.6 4,399 9 4,894 .9 4,960.3
3 | Wood and wood products 3,3235 3,198.5 3,145.7 2,956.3 2,824.1
4 | Paper and paper products 1,546.8 2,293.6 2,643.8 31777 3,526.3
5 | Rubber products 2,097 2,589.7 2,899 4 3,71491 - - 49596
H | Labour intensive sector 12,695.9 14,2427 18,200.9 20,115 22,218.5
1 | Textile products 6,1762 |  6,373.6 7,261.2 8,365.9 09,2889
2 | Garmenis 2,949 8 3,400.3 43254 4,666.5 5,031
3 | Leather tanning and processmg 3,569.9 4,468.8 6,614.3 7,082.6 7,898.6
| gy | Highttech sector & sectorwth | 41 15561 478755| Se1281| 63,0714| 71,0695
close relative : - :
1 | Coke and petrolinm 343.2 208.7 835 107.8 143.5
2 | Chemicals 5,085.6 6,283.1 7,222.5 8,143.6 3,979
3 | Plastics - - 175 - 200 - 250 300 350
4 | Non metallic products 9,200 10,120.6 12,2228 13,744.4 15,278.8
5 | Metallic : 3,428 40859 3,999 8 4,079.7 4,377.6
6 | Metal products 2,331.6 2.941.1 3,558.8 42103 4783.5
7 | Machinery and equipment 1,345.1 1,560.2 1,673.8 2,050 2,428.8
8 | Compuiter and office equipment - 279 - 3935 EIN 228 300.5
9 | Electric and electronic products - 1,087.6 1,341.8 1,650.3 2,308 2,860.1
10 | Radio, TV, telecommication 20648| 30787| 32781  34716] . 35711
. eql"pment . i N r B . I
11 | Medical & accurate instruments 202.6 261.6 2389 "~ 3683 547.3
p | Assembling & repairing motor 14507] o 13752| 1,6293| . 16679 1,843
vehicles :
{3 | Production,repairing other meand | 1,8027| 19824 18149| 33788| 38702
of transport i ST B - 2
14 | Coal 1,677.2 11,9298 - 2,229.1 2,138.4 "~ 1,670.5
15 | Oil and gas 10,844.6 12,466.9 14,238.6 16,868.6 | 20,065.6
IV | Material, power & fuel sector 23,6756} 27,436.1 31,375.1 34,893.3 38,474.9
1 | Chemical Industry 56038| - 66918 7,556 8,551.4 9,472.5
Coke and petrolium 3432 208.7 . B35 107.8 1435
Chernicals 5,085.6 6,283.1 7,2225] . 8,1436 8,979
- | Plastics - : oo 178 200 250 . 300 350
2 | Metallic (Steel sector) - 3,428 4,085.9 3,999.8 4,079.7 - 4,377.6
3 | Non metallic products(Cemem) 9,200 10,120.6 12,222.8 13,744 4 15,278.8
4 Electncuy, Bas 5,443.8 6,537 8 7,596.5 8,5i9.8 9346
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Industrial gross output
Structure of 1GO by sub-sector

{at constant 1994 prices)

Unit: %
1995 1996 1997 1998 Prel.1999
Total 100.0 100.0 100.0 100.0 100.0
;. | The agricultural, fishery, forest 37.1 65| 350 33.9 33.3
processing sector )
1 | Food and beverage 26.1 26.2 253 24.1 23.6
2 | Cigarettes and tobacco ~ 38 3.6 - 33 3.2 3.0
4 | Wood and wood products 3.2 2.7 23 2.0 1.7
5 i Paper and paper products 1.9 19 2.0 2.1 2.1
& | Rubber products 20 22 22 2.5 30
Il | Labour intensive sector 12,3 12,1 13.5 13.3 13.3
Textile products - 6.0 54 54 5.5 ~ 56|
Garments 29 29 3.2 - 31 30
Leather tanning and processing 35 38 - 49 4.7 - 4.7
g | Hight-tech sector & sector wih 39.8 40.5 40.3 ar| - a2
close relative : : -
Coke and petrolium 0.3 0.2 - 0.1 0.1 . 0l
Chemicals 49 53 5.4 5.4 .54
Plastics ' 0.2 0.2 0.2 0.2 0.2
Non metallic products 89 8.6 9.1 S 9.1 5.2
Metallic : 33 3.5 3.0 2.7 - 2.6
Metal products - 2.3 25 2.6 ~2.8 .29
Machinery and equipment - - 1.3 1.3 1.2 14 1.5
Computer and office equipment - 00 0.0 0.0 0.2 0.2
Electric and electronic products 1.1 1.1 1.2 " 1.5 1.7
Radio, TV, tclecomncauon _ 20 26 D24 a3 21
equipment : : L - :
Medical & accurate instruments 0.2 0.2 0.2 0.2 0.3
Assembling & repamng motor 1.4 i2 12 11 1
-vehicles : : -
Production,repairing other meand :
of transport : 1.8 1.7 1.4 2.2 2.3
Coal - 1.6 1.6 1.7 14 1.0
Oil and gas - 10.5 10.6 10.6 ll 2 12 Y
IV | Material, power & fuel sector - 22.9 23.2 233 231 23.0
1 1 Chemical Industry 54 - 57 5.6 - 57 57
Coke and petrolium 0.3 0.2 0.1 0.1 - 01
Chemicals : 4.9 53 54 54 54
- | Plastics 0.2 0.2 0.2 0.2 - 02
2 | Metallic (Steel sector) N 33 35 3.0 2.7 - 26
3 | Non metallic products(Cement) 8.9 86 " 91 " 9.1 - 92
4 | Electricity, gas 5.3 5.5 5.7 5.6 5.6

358




Industrial gross output

Growth rate of IGO by sub-sector
(at 1994 price) '

_ Unit: %
Ngunh 95-96 96-97 97-98 98-99 95-98
Total 14.2 13.8 I12.5 104 12.7
y | The agricultural, fishery, forest 12.5 9.1 8.8 8.6 9.8
processing sector
1 | Food and beverage 14.4 10.1 7.3 79 99
2 | Cigarettes and tobacco 5.5 49 11.3 1.3 5.7
4 | Wood and woed products -3.8 -1.7 -6.0 4.5 -4.0
5 | Paper and paper products 17.8 15.3 20.2 15.0 16.0
6 | Rubber products 23.5 12.0 28.1 335 24.0
Il | Labour intensive sector 12.2 27.8 10.5 10.5 15.0
Textile products - 3.2 13.9 15.2 11.0 10.7
Garments . : 153 27.2 7.9 7.8 14.3
Leather tanning and processing 252 48.0 7.1 11.5 22.0
iy | Hight-tech sector & sector wth 163 13.1 165 127 146
- | close relutive .
Coke and petrolium -39.2 - -60.0 29.1 33.1 -19.6
Chemicals 23.5 15.0 12.8 10.3 15.3
Plastics 14.3 25.0 200 16.7 189
Non metallic products 10.0 20.8 124 11.2 13.5
Metallic - 19.2 -2.1 2.0 73 6.3
Metal products 26.1 21.0 18.3 13.6 19.7
Machinery and equipment - 16.0 - 13 225 18.5 15.9
Computer and office equipment 41.6 4.6 504.8 31.8 81.2
Electric and electronic products 234 23.0 399 239 273
Radio, TV, telecommlcauon 49.1 6.5 6.1 27 147
equipment : :
Medical & accurate instruments 29.1 -8.7 54.2 48.6 28.2
Assembling & repairing motor 5.8 185 24 105 6.0
vehicles -
Production,repairing other meand 47 84 86.2 145 9 6
of transport .
Coal 15.1 15.5 4.1 - =219 -0.1
Qil and gas 15.0 14.2 18.5 19.0 16.6
IV | Material, power & fuel sector 15.9 144 11.2 10.3 12,9
1 | Chemical Industry 194 12.9 13.2 10.8 14.0
Coke and petrolium -39.2 -60.0 29.1 331 -19.6
Chemicals 235 15.0 12.8 10.3 153
Plastics 4.3 25.0 20.0 16.7 18.9
2 | Metallic (Steel sector) 192 -2.1 2.0 7.3 6.3
3 | Non metallic products(Cement) 10.0 20.8 12.4 11.2 13.5
4 | Electricity, gas 20.1 16.2 12.2 9.7 14.5
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Gross domestic product

“(at current prices)

Unit: Bill. dongs

1995 1996 1997 1998 - 1999
Total 228,892 272,037 313,624 361,016 399,942
1 | Agriculture,forestry &fishing 62,219 75,514 80,826 - 93,072 101,723
2 | Indusiry and construction 65,820 80,877 100,595 117,299 137,959
3 [ Service : 100,853 115,646 132,203 | ~ 150,645 160,260
Structure of gross domestic product

{at current prices)

: ‘ g .. Uni %
1995 1996 1997 - 1998 . 1999
Total : : 100.0 100.0 100.0 1000 1000
1 [ Agriculture,forestry&fishing 272 27.8 25.8 258 - 254
2 ! Industry and construction 28.8 29.7 - 32.1 325 345
3 1 Service 44 1 42.5 422 41.7 40.1
Industrial value added by main sub-sector
(at curréhiﬁrices) o
o . o B Unir: Bill.dongs
. 1995 1996 1997 = 1998 - 1999 .
Total 50,028 63,111 80,072 96,441 116,195
I |Mining 11,009 15,282 19,768 " 24,196 34,194
2 { Manufacturing 34,318 41,291 51,700 “6L906| 70,346
"3 | Electricity, gas and water 4,701 6,538 8,604 10,339 11,653
Structure of industrial value added by main sub-sector

{at current prices)
| | L L Unin %
1995 1996 - 1997 - 1998 = 1999
- | Total 100.0 100.0 100.0 --100.0 100.0
1 | Mining 22.0 242 24.7 25.1 294
2 | Manufacturing 68.6 654 64.6 64.2 60.5
3 | Electricity, gas and water 9.4 104 10.7 10.7 10.0

360




Industrial value added by main sub-sector

{at constant 1994 prices)

Unit: Bill.dongs

1993 1996 1997 1998 1999
Total 43,960 50,078 56,619 63,003 68,836
1 | Mining 10,345 11,753 13,304 15,173 17,450
2 | Manufacturing 30,231 34,339 38,743 42,694 45,888
3 | Electricity, gas and water 3,384 3,986 4,572 5,136 5,498

Growth rate of industrial value added by main sub-sector
. _ _ Unit: %
95-96 96-97 97-98 98-99 95-99

Total 13.9 13.1 11.3 9.3 1.9
1 | Mining 13.6 13.2 140 15.0 14.0
2 | Manufacturing 3.6 12.8 10.2 7.5 11.0
"3 | Electricity, gas and water 17.8 147 12.3 7.0 12.9

Industrial gross output by region

(at constant 1994 prices)

. Unit: Bill.dongs

e 1995 . 1996 1997 . 1998 - 1995 -
Whole country 103,374.7 | 118,096.6| 134,419.7| 151,2234| 166,965.2
Red River Delta 17,590.5 19,923.8 23,541.7 26,704.8 | - 29,2999
North East : - 6,882.8 7,798.6 8,984.2 10,520.2 11,505.7
North West 320.5 364.4 3984 493.7 550.5
North Central Coast 3,705.2 3,986.2 4,401.7 4,852.8 5,257.5
South Central Coast 49720 55840 6,483.8 7,198.9 7.926.7
Central Highlands L 649.6 731.0 807.4 848.5 994.3
North East South 51,693.2 60,188.2 68,2229 77,016.0 86,481.0
MeKong River Delta 12,2369 13,154.0 14,296.6 15,4100 15,914.2
na : 5,3240 6,366.4 7,283.0 8,178.5 9,035.4

Note: na means data of mixe some regions
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Structure of industrial gross output by region

CUnit: %

1995 1996 1997 1998 1999
Whole country 100.0 100.0 100.0 100.0 100.0
Red River Delta - 17.0 16.9 17.5 17.7 17.5
North East 6.7 6.6 6.7 7.0 6.9
North West 0.3 0.3 0.3 0.3 0.3
North Central Coast 36 34 33 32 - 3.1
South Central Coast 4.8 4.7 4.8 48 4.7
Ceniral Highlands - 0.6 0.6 0.6 0.6 0.6
North East South 50.0 510 50.8 50.9 51.8
MeKong River Delta 11.8 11.1 10.6 10.2 9.5
na : 52 5.4 54 5.4 54

Growth rate of industrial gross output by region
_ . o _ . Unit: %
95-96 96-97 . 9798 .- 98-99 - 9599 .
Whole country 14.2 13.8 12.5 10.4 - 12.7
Red River Delta 13.3 i8.2 134 97 13.6
North East 13.3 15.2 17.1 - 9.4 137
North West 13.7 .93 239 11.5 14.5
North Central Coast 7.6 104 10.2 8.3 9.1
South Central Coast 12.3 16.1 110 10.1 124
Central Highlands 12.5 10.5 5.1 17.2 11.2
North East South - 16.4 + 133 129 12.3 13.7
MeKong River Delta - 7.5 - 87 .18 33 68
na- 19.6 144 12.3 10.5 14.1
Main industrial products
. . : production o . Growthrate . ..
N. Products Unit 1995 [ Plant, 2000 | Est. 2005 | 95-2000 | 2000-2005
1 | Electricity Biil. kwh 14.7 26 43 12,1 11.2
2 | 0il Mill. tons 7.62 17 22 174 - 53
3 | Gas " Bill. m’ 0.25 1.5 8.5 43.1 41.5
4 | Coal Mill. tons 8.3 10 15.3 38 89
5 | Steel Mill. tons 0.38 14 23 -29.8 10.4
g | Phosphate Thous tons 800 1,150 £,350 75 33
fertilizers . : e .

7| Nitrogen Fertilizer Thous.tons 111 - 45 1,100 -16.5 89.5
8 | Fabrics of all kinds Mill. m 228 400 750 11.9 134
9 | Papers of all kinds Thous.tons - 203 300 300 8.1 10.8
10 | Cement Mill.tons 5.8 11.5 20 147 11.7
11 { Sugar Thous.tons 517 1,000 1,300 14.1 54
12 | Beer Mill. litres 375 700 - 900 133 52
13 | Milk Mill.tins 170 180 230 1.1 50
14 | Diesel motors Thous.pieces 5.2 8 60 9.0 49.6
5 | Blecuricity rotaring | o ¢ pieces 287 48 65 108 6.3

engines : -
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2—5

Some Comments on the Export-Oriented and Import-Substitute
Policies in Viet Nam

Do Quoc Sam

State Appraisal/Evaluation Council

Without studying fully and carefully on the Project on "Study on Economic Development Policies in the

Transition towards the Market Economy in Viet Nam", I would like to contribute some of my comments on

Sub-topic 4 on "S&ategy on Import-substitute Industries and Development of a Capital-Concentrated Zone”

within the framework of the General Commentary Group.

L.

First of all, it would be unreal if we study the "economic policies on external-oriented industries”
(sub-topic 3) and the "strategy on ilhporbsubstitute industries” (sub-topic 4) as proposed separately. In

the recent official documents [of the Govci‘nmcnt] published in the past period, policy-oricntation (not

o mentton a complete strategy) on "strongly focus on export and at the same time substitute imports by

efficient domest:cally-produccd products™ was often mentioned. Thls orientation means a bilateral

-development orientation but with a strong emphasis on export. The implementation, in fact, also shows

a bilateral implementation of an open-door policy and the improvement of some domestic economic

units, in which the policies on opening [the economy] to the outside is still dominant.

The implcmcntat.ion of the above policy has created great changes: export volume has increased by 5-
6 times, the foreign investment has increased by 30% of the total [national] investment, etc. At the same

time; some industries and services have shaped and det'elopcd rapidly, for examplt:, petroleum, electronics,

. garment, airlines, telecommunications, etc. Those achievements has considerably contributed to the

economic growth rate in the last 10 years,

However, the qtlality of those changes shows many constraints and weaknesses. The majority of the

. exports are rough, semi-finished or processed products with very low value added and technology-

content and with low efficiency. Some domestic consumption products (import-substitutes) are of high

| prices, not of 'outstanding quality, unable to compete with the 1mp0rts Thes.e prodtt_cts require protection

~ and at the same time are not able to squeeze .into the [foreign] markets (esp. steel, cement, sugar, mechanics,

etc.)
'I'he above weaknesses prove that the policy on bilateral onentatlon on both the external and internal
doesn't bnng about the best results. It even leaves behmd issues that are difficult to overcome. Specifically,
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it takes a long time of more than years to create and improve the competitiveness of products, from the
paddy to the computer software. In fact, the situation is understandable: the domestic enterprises get
used to the State protection. They are lack of capital and technology, so it's not easy at alt to manufacture
the highly competitive goods in terms of the quality and prices in the international market. However,
with the State protection, they are able to import expensive equipment [at cheap prices] by borrowing
[from the State] or by deferred payment. As the production of domestic consumption goods with protected
prices is easier and more "level”, enterprises certainly choose the less difficult way and consequently

{this situation] also attracts foreign-invested enterprises to manufacture the "import-substitutes”.

Whether it is possible to find out an industrialization strategy for Viet Nam is a question that the
studies on the “Socio-economic development strategy for the period 2001-2010" are trying to ﬁgﬁre out.
It's not a complete strategy but at this moment, limiting the study solely within the framework of an

internal and external economic policy already raises many issues for consideration. The model of import-

-~ substitute industrialization so far has shown unsuccessfulness (failures} in the countries that implemented

it, therefore there's no reason for its sticcess in Viet Nam. The export-oriented model has ga'meﬂ 6utstanding

" achievements in many countries, especially in the Asia but the conditions for such success is not easy to

repeat in Viet Nam at all. Although the recent studies in Viet Nam hasn't shaped details of a model or
complete strategy, it einphasis is'put on factors thén-might be the core of the developmént policies. That

is to orient to both domestic and foreign competitivé markets and at the samie time to shape the socialist

" republic-oriented market economy.and to actively integrate into the international ecohomy. Obviously,
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it's necessary to make further in-depth analysis to fu.lly work out the'ecc.)ri(')mic p'olicics_,_ach.ieve the
objective of speedy and sustainable development, brihg the "national character” into fﬁli piay and the

social equéllity.

Within the abové-mehtion'ed"frameWOrk, how should we define and solve the matter of *import-
substitute” and "development of capital-intensive industries"? First of all, in terms of strategy, although

not focusing on import-substitute or development of capital-intensive industries, we don't exclude the

‘import-substitutes because the economic orientation is on both domestic and forcign 'd_lar_kcts; especially

for products that need to utilize the available materials and labor force in the couhtry. The question here
is what criteria fo be used for choosing the'products for ﬂle dorhesﬁc market? The génélﬁl criteria must
be the efficiency (including the financial, economic and social efficiency) and the competjﬁvéness in the
market (both dbmeStic'aﬁd foreign marke.ts).. However, the eﬁicigncy and the co.rx:petitiyeness. is niot the
same for all products. For the short-term and long-ténn development, pﬁority must be high efficiency
(including financial efﬁcie:.icy)'and high competitiveness (also in the ihtemaiional market). For the

long-term objectives, we might need to pay more attention t6 the socio-economic efficiency and domestic



competitiveness. For those products that have a direct impact on the national security and economic
safety, in specific cases, we need to accept the losses (with time-limit and subject to the capability of the
economy)

Obviously, the above-mentioned requirements are general criteria. In order to have a choice, it's
necessary to clarify some reasonable limitations, for example: To avoid the passive production relating
to the foods security, should and how much [the State] be able to ensure for the fertilizer and how much
should we based on the foreign markets? What should the ratio between the domestic mechanic products
be to create a safe economic potential? What is the actual trading protection ability (State budget) and
how will it be narrowed in the process of participating in the AFTA and WTO? At what level the
competitive environment stili exists and to what extent the monopoly should be encouraged? etc. Given
the fully consideration of the above factors, the import-substitute policy possibly is not able to cover
many trade lines but should be considered case by case (by project).

Above are some summarized comments on the selected topic for your reference.
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2—6
Comments on Export-Oriented Industrialization Policy

Tran Phuong Lan
Ministry of Trade

Part 1
Export-oriented industrialization policy is the right path to accelerate economic growth

1. International trade and the development strategy of a nation

In the context of increasingly deeper economic integration, the option of a long-term development strategy
is of great importance to a developing country in a transition like Viet Nam. This requirement has been raised
not only at this moment but since the early 1990s, when Viet Nam embarked on its "renovation” and "open
door" policy. Since then, international trade has been considered the top priority, engine and foundation for
the economic dei.rclopmerit. In line with the world development trend and based on the country's capacity,
Viet Nam has .chosen the export-oriented industrialization strategy. So far, despite some different points of
view, the strategy has proven right ﬁuough the practice of the world .development trend and our export outcomes

over the past period.

Thé world's development trend

For developing economies, international trade and the national development have a close and causal relation.
There are two points of view on this rciation, that are: (i) import-substitution industrialization (ISI} and (ii}
export-oriented industrialization (EOI). Both the two points of view are based on a nation's competitive
advantagé which hdwever should be understood as a "static" advantage, i.e. advantage of internal resources
such as natﬁral reso'ﬁrces, or humén-resdurce...

In the first point of view, in the context of international trade liberalization, developing countries should
focus on priducing commodities in which'they have competitive advantages, and therefore follow the policy
on industrialization of these production branches for import substitution. The policy is accompanied by the,
state ﬁoteﬁonism. ‘ _ '

In the second poin't of view, the developuient strategy will be based on export-oriented industries. It requires
a nation to dcﬁclop only exporting industries, or the industries having competitive advantages. It will bring
ab&ut such benefits as (i) developing external markets, (ii) stimulating the overall economic development and
(i.ii)-adding tﬁe resources in shortagé. However, it will also cause some troubles such as the di'fﬁculty for

developing countries in orienting the exporting industries due to the competition with developed countries
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and the strong protection by developed countries for the industries in which developing countries have

competitive advantages. The condition for the strategy’s success is trade liberalization at both regional and

world levels.

Table 1: Average indexes on economic development in the 1980s

Index Strong EOI policy | Moderate EOI policy | Strong ISI policy
Annual average GDP growth rate 79 5.0 3.0
Am.mal average GDP growth rate/ per 6.0 20 02
capita
Annual average export growth rate 14.0 9.0 3.0

Source: Salvatore.D., 1995, World Economy, page 349

According to the Table 1, developing countries who follow the export-orienied policy record the annual
average GDP growth rate of 7.9% and the annual average ekport growth rate of ' 14%, while the countries
following the imbort-s(lbstitution policy record the corresponding rates of only 3%. Therefore, it can be
concluded that the expon—orientéd policy is a rigﬁt option of deiaeloping countries. Moreovér, the successful

lessons of NIC countries (Hong Kong, Taiwan, South Korea and Singapore...) have cléarly pfoven this argument.

2. Viet Nam's practical export policy and structure over_thé past 10 years and their roles in

economic growth '

Before the renovation policyr is implemented, foreign trade activities in Viet Nam were centrally cﬂntrollcd
by the State Planning Committee and Import-Export Corporafions. In'_other w0rd§, fhé state ménopoly'mledl
in foreign t;'ade. Only some state-owned coﬁnpanies were authorized to carry out i.mp()l_'t.and export activities.
Thus, the state completely controlled and imposed impbrt/export plans for sucﬁ éompanieé. At that time, our
xhajor export markets were the Soviet Union and other former Eastern European countries. The structure of
export commodities were mainly agricultural products and raw materials (accour.lti'ng. for 91% of the cxport'
value), while industrial products only represented a small percemage (8%) The export value therefore was
relanvely modest (of about more than UsD 2 bl“l()l‘l)

In late 19803 the polmca] and economic turmo:l in the former Soviet Union and Eastem European countries
led to a serious plunge in our trade with these countries, forcmg us to look for other markets This is a move
resulted from objective causes. On the other hand, it also afﬁrms the fact that in forelgn trade activities, the
market diversification is an mdlspensable strateglc dnrectlon for both countrles and enterprises- because of
unpredictable ﬂuctuatlons of the market and other objective affecting factors. In brief, market is a determinant
to successful foreign trade activities. _

Since the early 1990s, under the renovation policy, our coﬁntry has graduaﬂy opened door and foréign
trade activities have been conducted in éccordance_ with the guideline on "market diversification and écohomic
relation multi-lateralisation... aéﬁve penctration into and cn:at_iﬁn of foot-hdlds’ in new markets, dcvclopﬂ‘ncnt

of new relations”. So far, we have established t‘rade_ rélatio'ns with 165 countries; signed trade agreéments
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with 76 countries, including the Viet Nam - US trade agreement; implemented the MEN status with 72
countries and territories; integrated into ASEAN, APEC, ASEM; established relations with international
financial and monetary institutions. '

Over the past 10 years, our foreign trade activities have achieved considerable outcomes as follows:

Table 2: Viet Nam's foreign trade activities (1990 - 1999)
Unit: million USD

1990 1991 1992 1693 1994 1995 1996 1997 1998 1999
Export 2404 | 2087 | 2581 2985 ] 4054 54497 7256 | 9300 9486 | 10814
Growth rate 23.5 -13.2 23.7 15.7 35.8 344 332 24.0 2.0 14.0
Import - - 2,752 2338 2541] 3924 | 5826 | 8,155]| 11,144 11,500 | 11,385 | 10,929
Growth rate 73 -15.1 8.7 54.5 48.5 40.0 36.7 32 -1.0 -4.0

Source: Institute of Economic Research and Management, Hanol, Viet Nam
World Bank (1999}

The aforementioned results have .proven the fact that the export-oriented policy over the past period has
brought about encouraging outcomes. The highest growth rate over the past years is 35.8% recorded in 1984
—a double rate of that recorded in developing countries who follow the export-oriented policy (i.e. 14% in
Table 1). However, it should not. be early concluded that éxports rose vigorously during this period as this is
only a relative figure while the absolute export value is stilllmodest (increasing from USD 2.9 billion to USD
4 bllll()n) Such hlgh growth rate can be explained by our tiny starting point (of USD 2.4 bllhon) The 1999's
figure has proven this sound policy (growth rate of 14% and the absolute figure of over USD 10 b11110n) The
absolute export value in 1999 increased six- fold and the growth rate reached nearly 80% as comparcd with
the year 1990. So, exports have contributed to fostermg the economic ‘growth, creating employment and
ba_lancmg foreign currencies’ revenue-expcndlture balance. Specifically, the GDP growth rate has been
maintained at 8% for many years, while the average export growth rate has been kept at 18.4% (export
accounted for nearly 50% of GDP). Shares of economic sectors in GDP have changed in a positive way (in
1999: agrioultore - 24.5%, industry - 33.5%, service - 44.5% as compared with 1991's figures: 38.7%, 22.3%
and 37.2% rcspccti#cly). Similarly, the structure of export commaodities has been iolproved towards higher
proportion of processed commodities (from 8% to 4'0%).and lower proportion of raw products (from 91%
~ down'to 40%). _

. lrnport activities have also beco driven towzrrds serving the production and technology renovation for
industrialization. speci'ﬁcaiuy, capital goods account for nearly 95% of the import value, 26% - 27% of which
s mécl.lincry,os% is 'métcriais..(fonsumption goods account for only 5% as compared with the 1990's figure
" of 15% (according to _sxa_ﬁmical data by the Ministry of Trade).

On the other hand, the cxporfbrientéd policy has reflected changes in trade policies. Trade policies have
'positively changed towards less intervention by the state in enterprises’ business activities. Speciﬁcally, the

issuance of the Decree No. 57/1998 has provided a more open and equal legal environment for business

369



activities, leading to a quality change in import-export management mechanism, Enterprises’ rights of doing
business and self-controt are absolutely respected in an attempt to encourage them to develop export activities,
seck and expand markets, improve the competitiveness of export commodities.

Together with the establishment of a healthily legal environment, the state has taken several measures to
foster the export, for example the Export Supporting Fund has been set up to provide exporting enterprises
with financial support and encourdgc them to strengthen their export capacity as well as provide incentives
for farther export improvement.

Such chaﬁges in policies together with the implementation of éxport fostering measures have reflected the
export-oriented policy by the. Vietnamese government. In addition, enterprises’ efforts have considerably
contributéd to the export growth over the past time. However, our current éxpdrt structure should be

reconsidered and evaluated in order to design appropriate steps in fostering the stable export growth in the

future.

Part 2

Opportuhities and dhallenges in impiementing the export-oriented policy

1. Advantages and opportunities '

(1) Resources potenﬁal in pfoducing export commodities
- Advamages. in exporting raw products_; agricdltural - farestry - fishery products and handicrafts: Viet
Nam's éprrt commodity structure (Tﬁble 3) can be diQided into 3 main groups: group of agriculturai -
forestry - fishery products aﬁd handicrafts (iﬁcluding coffee, rubber, .tea,' rice, cashew nut, groﬂﬁdn_tit,
vegetables, marine‘products and handicrafts) in which riée and cof.fee"are the two key cbmmodities;

- group of raw materials {including crude oil, coal) and group of technologi.cal commodities (texﬁles and
garments, footwear, méchinery, computer and electronic parts); and other commodities (the remaining
commodities). By commodity structure, the group of agn'cul.tural - forestry - fishery commodities and
the group of raw materials account for a major share of over 50% in the éxport \_faluc. In 1998 énd 1999,
the share of agricultural products rose mainly thanks to strong increase m ﬁce export. Therefore, it can
be concluded that our export commodities are mainly based on advantages of natural resources, such as
favourable natural conditions for developing cultivation and mariné, aquatic prdducts,-or exploitation of
natural resources such as crude oil, coal. As early as in 1991, aquatic products and crude oil gained the
export value of more than USD 100 million. During 10 years, these commodities' export. value continuously
increased and held a major share in the total export value. It reflects our advantages in exploiﬁﬁg naturally

* favoured products. However, at the existing growth rate, these resources will increasingly go scarce and

become a weakness in the future. -
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Table 3: Export structure by high - valued commodity groups
Unir; miftion USD

Group of " 1997 1997 1998 1998 1999 1999
commodities commodities value share value share value share
Group 1 1. Rice g870.1 1,024.0 1,025.1

2. Coffee 4909 593.8 585.2
3. Rubber 1909 127.5 146.8 .
4, Cashew nut 1333 0% 117.0 32% 109.8 30,5%
5. Vegetables 68.3 534 104.9
6. Pepper 62.8 64.5 137.3
7. Tea 479 50.5 452
8. Groundnut 4477 42.1 128
9. Aguatic products 780.8 818.0 D51.1
10. Handicrafts 121.3 111.2 168.2
Group 2 1. Crude oil 14i3.4 16% | 1,2322 14% | 2,091.6 20%
2. Coal - S 110.8 1015 |- 96.0
Group 3 1. Textiles and garments 1,413.4 25% | 11,3514 29% 1 1,747.3 33%
2. Footwear 965.4 1,000.3 1,391.6 '
: 3. Machinery, parts : 400.9 4,722.9
Other . '
commodities 29% 25% 16,5%

Source: Ministry of Trade

Group 1: Agriculturat - forestry - fishery products and handicréfts
Group 2: Raw materials '
Group 3: Sub-contracted and manufactured products

Available human resol:fcé: The expon commodity group of large share and high value includes mainly

fhc labour-intensive indu.s.tries. based on advantages of available human resource. Among them, processed

- commodities SUc.h as fextiles and garments,. footwear... still hold a large share. As early as in 1991,
textile and garment industry is among the industries gaining the export value of more than USD 100
million. These commodities are competitive in the international market thanks to cheap labour costs and
skilled workers. According to a survey conducted by FAO in 1993, the labour cost per hour of USD 0.18
in Viet Nam's textile and garment industry is lowest as cbmpared with other countries, e.g. USD 0.87 in
Th.ailand,. USD 10.33 in the US,'and USD 16.37 in Iaﬁan. Cheap labour cost is a competitive advantage

for labour-intensive industries. The industry of electronics assembly is a clear example for this conclusion.

(2) Markets _ _
Atthe moment, we are gradually diversifying markets and our products are available in many markets.

Expanded markets and higher export value to such markets are also considered an advantage.

371



Table 4: Viet Nam's exports by markets

- Markets 1996 (%) 1997 (%) 1998 (%)
Asia 70.9 63.8 61.2
ASEAN 24.5 21.2 25.1
Japan ‘ 213 17.7 15.8
Taiwan ’ 7.4 8.5 7.1
Hong Kong 43 52 34
South Korea 3.4 39 : 2.5
China 47 5.7 5.1
Europe 154 : 27 277
COMECON 2.3 2.3 20
EU countries 11.0 : 16.8 225
North America 3.3 . 37 59
Us ) : : 28 : 3.0 ' 5.0
South America _ 0.0 0.1 ' 06
Africa . o 0.2 0.1 - 0.2
Oceania ' 1.0 : 2.2 53

Source: Ministry of Trade

- From the previously major markets—the former Soviet Union and Eastern European countries, our '

markets now are expandcd to all the continents and the export value to traditional markets accounts for

only a tiny percentage (2%). Meanwhile, the Asian - Pacific region haé played the role of our major

export market during the past tir_nc. The EU market has gained a relatively high growth rate in our export

. market structure (of over 30%). In addition, we are gradually pénétrating into such markets as North

America (especially after the Viet Nam - US trade agreement come into effect, South America and

- Africa. -

(3) Opportunities from the trade liberalization (granted trade preferences, opportunities for market

penetration and expansion)

- Trade liberalization will firstly help better adopt foreign advanced knowledge in form of machinery,

. equipment, modern technology, scientific managemeni methods, thus resulting in higher prodﬁclivity.
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Trade and investment liberalization can improve the ratio of profit per éapital (including ma_teﬁal and
human capital), which in turn will..improve domestic and foreign investment in order to spéed ub the
industrialization process and serve better the export target. However, this process will also pult higher
pressure on economic cotnpetiﬁon. Therefore, in an attempt to adapt to the.r.aew_situa_ti.(.)n,.thé domestic
reform progress should be stepped up in a.ll.the areas, includiﬁg: macro-economic stabilizing measures,
legal framework and re gﬁlétion improvement, infrastructure upgrading and human resoufcé dev'elopme_nt.
In order to take full advantage of these opportunities, our economic policiés blay a very impbrtént role.

More specifically, the intcgr:;tion into ASEAN, APEC, ASEM will help us (0 gain their tariff and

non-tariff preferences in order to expand the markjet into strongly growing economies. As analyzed in an



aforementioned example, in the future, Viet Nam's electronics and computer products will be more
competitive than Chinese similar products in the ASEAN market (with the population of 500 million) as
we are granted tariff preferences,

The World Trade Organization {WTO) account for 95% of the world's trade market capécity‘ Entry
into WTO means our market will be opened in such a way that our domestic commodities and enterprises
can be éxpanded into the international market. Concurreatly, WTO also rese.rves some preferences for
developing countries and countries in the transition as well as prlolong's their grace period in fulfilling
WTO's obligations. In addition, it also takes measures to provide support for developing countries in
imprbving their production levels and requires develbped.countrics to unilaterally grant preferences for
developing countries. This is a favourable opportunity for us to penetrate and expand our export markets.

A foreseeable dpportunity resulted from the WTO entry is the chance to éxpand markets for textile
and garme_:ht commodities as the implementatibn of the Agreement on Textile and Clothing (ATC) will
gradually remove the Mulﬁ-Fibrc Agreement's (MFA) f;t.lota system. According to the latest release by
the.American Committee on International ’I‘rade, ATC will affect the US textile and clothi'ng induétry
much more than the WTO agreemehts' provisions. It is_. éxpéc_tcd that the textile pfoducts imported from
the US w.ill.inérease.by 5% - 15%, while the clothing products will increase by over 15%. The import of

' US lex.tile'ahd garment pfoducts will rise most stronély in deQeloping countries who are restricted by the

MFA. This will bring about a big opportunity for Viet Nam at the entry into WTO.

(4) Viet Nam uUs tradc agrecment
Firstly, the US is a vast market with vigorous purchasmg power and varied demands Itisa potentlal
cxport market for all countries in the world mcludmg Viet Nam. Commodities in the US market are of
* various kmds, suitable for all classes of consumers and distributed via a store system which serves the
populanon of rich, middle and poor classes
| The grant of the Most Favoured Nation (MFN) status will foster trade activities and improve the
efficiency in resource allocation in Viet Nam, which is the biggest opportunity resulted from the agreement.
A greater opportunity for Vietnamese products to penetrate into the US market will improve our export
value as well as to provid_e_the American consumers with cheaper goods. A recent American survey
 uncovers that Viet Nam's export value to the US is likely to double (from USD 338 million to USD 768
million) after we are granted the MFN status. According to another survey, Viet Nam's annual social
welfare will reach USD 118 nulhon the average income per capita thus will increase by 0.9%. These
expected outcomes can be explained by the export growth and more efficient resource allocation. After
the US's embargo removal (in 1994), our exports to the US havé gained considerable improvements (the
annual export value has“inc'rcas'f_:d by ébout USD:;IS million since 1994). Therefore, the likeliness of

eiport expansion when the agreement comes into effect is completely feasible.
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In the US point of view, the opportunities for Viet Nam concurrently promise benefits for the US, The
lower tariff barrier against the Vietnamese products’ entry into the US market will encourage the American
consumers’ purchasing power for cheaper goods, and therefore increase the US's import value against
Viet Nam. A calculation shows that the US's annual social welfare fund will increase by USD 56 million

thanks to the consumption of cheaper goods.

Table 5: Viet Nam's exports to the US during the period 1994 - 1998
Unit: thousand USD

Source: UN system

Commodities 1994 1995 1996 1997 1998
Cereal seeds -0 0 - 51 260 159
Vegetables 470 1,223 8,276 16,092 23,715
Oily seeds 2 0 2 0 12
Raw fibre -0 0 7 91 ;56
Plants 32,874 156,067 119,436 119,133 159,557
Processed meat 203 394 2,782 - 3,773 8,231
Forestry products 0 0 42 0 30
Marine products - 30 189 213 378 3,010
Coal - 1,548 0 0 2,795 -0
Minerals 70 77 36 145 263
. Vegetable oil and fats - 1,554 0 0 21 0
Rice 5,339 8 6,568 21,862 -9
Sugar : 0 0 0 . 1,148 . 539
Food 6,351 21,507 39,574 65,270 - 103478
Beverage 251 . 423 - 591 - 332 613
Textiles 020 Y - 182 | 30 365
Garments 2,831 18,317 - 25,567 27,914 30,917
Leather products 676 4,197 - 11,746 38,474 49,196
‘Wooden products 587 776 1,081 1,068 2,164
Paper : 47 30 - 1t 120 - 84
Rubber, plastic, chemicals 262 " 2,388 31,863 65,550 75,030
Mineral-derivative products 316 796 1,319 . 2,072 4,148
Metals : 108 813 "~ .61 264 1,535
Electric appliances . 254 0 154 94. 47
Machinery and equipment 38 94 325 622 1,582
Other manufactured products 122 382 1,602 1,686 < 969
Total . 53,953 207 817 337451 407,139 588,794

According to the aforementioned table, categories of export commodities to the US market are very
diversed. Therefore, the penetration of these commodities into the US market will be stronger when we
are fully granted the MFN treat.ment status. Based on our cﬁrcnl prodqctjon éapacity and fnuch lb-w'er
duty rates as compared with previous general tax raies, such commodities as footweaf; textile_s and
garments, handicrafts, wooden products, processed food, vegetables and aquatic products ivill strongly
grow (such commodities already gained the export value of over USD 50,600). '

In conclusion, the Viet Nam - US trade agreement will offer an opportunity for us to expand the cprrt

on a large scale as well as to strengthen our position in WTO chtry negotiations.
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2. Disadvantages and challenges

In spite of some advantages and opportunities, our export activities are still facing many underlined
disadvantages, challenging the export growth in the future. More importantly, we should not be based on
absolute figures of the export growth rates over the past time in order to make a conclusion about the export's

high efficiency and benefits because our export activities have gained too low added value. Such disadvantages

are as follows:

(1) Exporting industries’ weak internal capacity:

In order to foster export activities, our commodities should maintain their competitiveness in the
world market, while the enterprises’ production capacity plays a determinant role to the commodities’
competitiveness. How'ever, the production structure of our industries is lagging behind other countries,
the technological level is still low, reflected in the fact that technology applied in production industries
is only at medium level, even lags hehind that in other developing countries by one or two technological
generations. On the other hand, our enterprises are only new comers and unfamiliar with the transitional
period into the market economy. This factor also greatly hampers our commodities to build up their
image in the world market.

In general, equipment and tcchnology in our cxporting indosh'iek lag far behind other countries, for
example many industries (tea, steel, texule .) are still using the former Soviet Union's or Chmese_

* technology and equlpment Many entcrpnscs have made efforts in renovatmg thcnr equipment and
technology as wel_l as in recewmg new technologrcal transfers, but only for some parts or some stages
- rather than synchronously for the whole process. This can be explained by the lack of capital, accompanied
_ by a lending mer:hanism ihappropriate'for industrial investment with such shortcomings as collateral
requiremen!s,'high interest rates, short credit terms... According to the general evaluation, our technological
level is still at the low - medium level, or even lagging behind the world level by 2 or 3 generations.
Specifically in some industries: in the mechanical industry, most of the equipment and technology have
been in use for over 20 years, technologically outdated and inaccurate, leading to a very few high-quality
products. M0sr of faotories aro of small size, where the productron is conducted under a closed
technolog1cal process and there is litde a351gnment, cooperation and specialization in production among
- enterpnses The situation is similar in the chemical and cement industries, where the technologrca}
~backwardness is popular and only a few factones are transferred with new technology, though the
~ technology is of 1980s' generauon In the textlle garment and footwear industries, sub-contractmg is
dominant, partlcularly in the textlle mdustry, Chmese equipment of 1960s' generation lS still in use..
Although the electromcs and computer industries are consrdered new industries that havc hlgh growth
| rates_(o_f 20% per annum) and ha_ve opportunmes to approac_h new technology, the technological level in

these industries is still low, focused maiﬁly on CKD asSernbly, failing to master the techinology as the
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product's core technology has not been transferred yet. According to the specialists’ evaluation, the
technology in these industries is lagging behind regional countries by about 10 years, and behind the
world developed countries by a generation (20 years).

The aforementioned essential and immanent factors will result in difficulties in maintaining and
improving the Vietnamese commodities' competitiveness in the world market in the future, unless the
government conducts actively and comprehensively a programme on production and investment structure

adjustment for the export-oriented industrialization target.

(2) Low export efficiency, unsustainable growth

- large share, ¢.g. in the textile and garment, footwear, electric, electromc, car industries...

Currently, our export commodities mainly fall into industries based on the competitive advantage of
high labour - content, reﬂecting in the large share of raw inaterials and roughly processed goods in our
export structure Among processed products, sub-contracted and assembled commodltles still hold a
The share of
technology-intensive products is small such as hardware and software in the computer industry. The
advantage in labour will be eroded when the world development trend moves to -using the knowledge
and advanced technology as the source for producing material wealth. More speciﬁcally, only lchowledge-
intensive products will bring aboot competitivc advantage and generate high added. value. According to
specialists, our knowledge and technology -intensive products will be new industries, the core of which
is electromcs and computer products. However, in fact, thlS group of commoditics (electromcs and

computer products) have not generated such high added value as our assumptxon Therefore the challenge

- will be hard if we fail to estabhsh a firm basis and foundation for the industries that have export potentlals

and bring about efﬁcxency in the future. We will take three group of commodities. that have export

- advantages as an example to evaluate the export efﬁcnency

Agquatic products

Table 6: Production cost, price (export price} and added value 1998

Source: Ministry of Aqua- Producis
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Productlon cost - HOSO prawn - Suchi PTQ .- | Pugmion prawn
1. Raw material cost 160,000(97%) 183,000 176,000 154,000
2. Labour cost 2,500 (1,5%) 4,000 - 7,000 - 6,000
3. Ice cost ' 450 525 1. 600 - 600
4. Packing material cost 1,200 2,500 . 2,500 2,000
5. Electricity cost 400 480 480 480
6. Water cost 18 20 - 20 T 20
7. Working capital gams < 1,000 | 71,300 1,200 = 1,000
Total cost 165,568 191,825 . 187,800 164,100
B | Export price 169,000 195,000 201,500 - 169,000
C | Added value 3,432 (2%) - 3,175 (2%) 1,370 (7%) 4,900(2,9%)




Although the industry of aquatic products is a potential exporting industry with the export value of
more than USD 1 billion and high socio-economic efficiency such as creating millions of employment
for the society, its added value is still low (Table 6) as the input cost is too high (accounting for 97%)

while exported products are only in form of raw or roughly processed products.

Textiles and garments
The industry's export value has reached USD 1 billion. In spite of such high absolute figure, the
export efficiency is not high, reflected in the low added value (less than 10%). In fact, all of our
exported textile and garment products are sub-contracted goods, the contracts signed with EU are
mostly sub-contracts (in which cloth, materials and parts, designs are provided by the imponerj. The
sub-contracting only generates low added value, based on low labour cost. Ac'cording to a calculation,
if we only import cloth and materials, and make designs by ourselves then export products, the export
" value will increase four- or ﬁvefold as comparod with a srmilar sub-contract This reveals that the
added value is generated mamly by the desrgnmg, whlle this is our weakest point as we have not
_ managed to catch up ‘with the world fashron development trend as well as customers’ tastes On the
other hand we are in shortage of skﬂled labour in the fashion mdustry Another reason is the demand
for the mdustry s materials have not been met, therefore the rmport of cloth and other matcnals wlll be

a dependent factor that raise the productron cost.

Electromcs and computer products '
This group includes knowledge- and technology -intensive products that generate high added value
However, the products' added value also depends on category of products and level of technology
- transfer. In .1999, Viet Nam exported elect.ronics and computer parts with a value of USD 40 million,
but the included import value is about USD 32 -34 million, accounting for 80% of the export value.
- The added value accounts for only 2% as we mainly focus on assembly but have not yet manufactured
components and spare parts. For example, the 100% Japanese-owned company FUIITSU, specializing
- in rrranufacturing compuler's hard drive, has. the annual export value of about USD 500 miltion but
. 97% of which is the value of imported components. Theréfore, in. spite of high export value, the added
value is. very small (of about 2%). Electronic and computer products that we presently manufacture
and e:rpon are mostly domestic electronic appliances and personal computers (PC), which are
. technologically transferred ma.inly in form of assembly, while the teohnology in manufacturing
. eduipment'_s parts.and _cornponents has not been transferred. Such knowledge-intensive and high value-
added products as appli.cation. software and system software for industrial electronic eduipment,
‘ meaéuring, automatic oontrolied _et;uipment have rrotryet been developed in our country. The total

global annual trade value of electronic and computer products is about USD 2000 billion, 15% of
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which is the value of domestic electronic appliances. For Viet Nam, the annual trade value stands at
only USD 200 - 300 million, while 90% of which is the value of domestic electronic appliances. So,
in the future, if we continue to focus on the manufacturing and export of domestic electronic and
computer products, the increase of our share in the 15% of the world total demand will be a difficult
question to policy-makers. Therefore, the production and investment structure adjustment in this area
for the target of export strategy in the future will be a great challenge to the Vietnamese government

in the context of the current under-developed and incompatibie infrastructure.

(3) Lack of a system of distribution channels abroad (the export is generally through an intermediate

market), depending on a foreign system of foreign distribution channels.

Tabie 7: Export value by 10 countries that have the highest export value
Unit: miltion USD

Country .. 1997 1998 L 1999 -
, “Value - | Share (%) - Value | Share (%)’ Value Share (%)
1. | Japan 1,614.6 -17.5% - 1,481.3 15.8% 1,786.2 15.5%
2 | Singapore 1,157.3 12.5% 1,080.1 11.5% 8§22.1 - 7.1%
3 | China 5214 - 4789 . 8589
4 | Taiwan 780.5 666.0 682.2
5 | Germany - 395.7 587.9 654.3
6 |US - 2733 468.6 504.0
7 | Australia 181.3 469.3 814.6
8 | Britain 2258 3334 T 4212
9 | Philippines 2109 392.6 3933
10 | Indonesia 48.4 3i6.15 421.0

Source: Ministry of Trade

According to the aforementioned table, we can see that Singapore is our second largest import market
(accounting for more than 10% of our total export value). On the other hand, Singapore is a big import

market in the world, so our commedities exported to this market will be re-exported to other countries.

 This reveals that although Singapore is a big import market, it is not the target one, reﬂecﬁng the important

role and efficiency of the country's trading corporations. On the other hand, it also reflects the role of the
sysiem of distribution channels abroad. Thus, due to the iack of a system of distribution channels in
target markets, our commodities are still exported through intermediary markets. -

For exarﬁple, our garment products are often eéxported through intermediary countries. In other words,
our garment import markets in their own mean, are sub-contracting markets through sub-contraict_ing
orders. The distribution of finished products depends on. the person'who'places sub-contracting ordérs._

This explains why Vietnamese products are sold in many markets under the trademark of sub-contf:icting

* countries. This is also a weakness in our export capacity, leading to more dependence on foreign imponérs.
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The same situation also occurs in some other industries such as mechanical engineering. Dynamic



machines, motors, small-sized machine-tools and some other products made in Viet Nam are exported to
Taiwan for re-export to target markets. Therefore, in spite of the products’ refatively high selling price in
target markets, the export price is much lower due to the lack of a distribution channel system in overseas
markets. This is also a factor reducing the products' competitiveness as enterprises have not managed to
actively expand to outside markets.

The export through intermediary markets is also recognized for the rice, of which our export ranks
second in the world. For example, according to a powerful Swiss trading corporation, it often imports

- about 40-50% of our total exported rice to re-distribute to other markets (Middle-East and Africa)

(4) Competitiveness against potential rivals. _
It should be said that oppdmmities and challenges co-exist and are affected by outside factors, especially
in the context of ever dccpc.r international economic integration. While the integration brings about
. inany business opportunities through opening markets, removing tariff and non-tariff barriers, challenges
caused by this movement are considerable as the competition will become ever fiercer when trade borders
among countries are gradually wiped out. In that spirit, in mentioning challenges, we should take into
consideration .our competitiveness against potentia] rivals who have competiﬁve advantages and an export

structure similar to ours, pacticularly ASEAN members and China (especially at its entry into the WTO).

ASEAN member countries:

o According to assessments by many researches, "ASEAN cooperation has more competitive
characteristics rather than resource supplement among member countries in order to co-develop”.
Fﬁ)m the fact that Viet Nam has a lower economic developmént level in comparison with ASEAN's
major members (such as Singapbre, Thailand,.Malaysia, Indonesia and Philippines), our export products'

* competitiveness is lower than that of the aforementioned countries. Qur structure of export products
aﬁd competitive advantages have inany similarities to these countries, however, their industrialization
level is 10-year in advance as compared to our level (they have been transferred with many modern
techho_ldgics by develoﬁ’gd countries while we have been transferred with technologies of previous
generation, such as the FUIITSU's techﬁology in the electronic area as an example). Therefore, their
export volumes are much higher than that of our country.

lh details, in terms of the prbduction and cxport structure, Vict Nam and other ASEAN member
Counﬁ’ies produce a lot of similar products which can compete with each other in the outside-ASEAN
markets, for example processed and non- pfocessed agricultural products, fertilizer, automobile, motor,
bicycle, domestic appliances (TV, electronic appliaﬁces, washing machine, air coﬁditioner, ‘electric
fan..), some kinds of steel, rpopular mechanical products, garments and textiles, children's toys,

cosmetics, plastic, paper, sugar, mil'k, cakes and candies, refined vegetable oil, construction glass,
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cement, domestic ceramics and porcelains {including sanitary ware and fittings)... This situation
obviously leads to difficultics and big challenges to our exports into cutside-ASEAN markets, especiaily
when their products are much more competitive in price and quality as compared with our products.
The situation becomes serious especially in the capital- and technology-intensive industries because
of big gap in the development level at present.

ASEAN member countries' main export markets are also Viet Nam's target markets, and therefore
the competition with ASEAN commodities in these markets in the future is a considerable challenge
for us. The Unites States, on one hand, is the biggest import market for ASEAN's major member
countries. ASEAN exports to the US such products as oil, rubbér, sugar, garments and textiles and
other labour-intensive products. Among that, Thailand and Indonesia gain the highest percentage in
exporﬁng iabour-intensive products. On the other hand, the American market is also an import market
for ASEAN's high value-added products. Over the last decade, ASEAN member countries have shifted
from exporting rﬁw material and labour-intensive products to exporting such capital-intensive and
high value-added broducts as electronic cbmponents, memory chips, integrated circuits... Meanwhile,
our processed products: for export only.foéus on labour-intensive, sub-contracting and assembly
industﬁes such as garments and textiles, fodtwear, electronics and computers, car...

Japan is an important market and a major invcsfor for ASEAN countries, especially for Viet Nam.
In additiéil to the import of mineral resources and raw materials from ASEAN .co'untﬁes, Japén is also
an.i.mport market for ASEAN's manufactured c.apital-intcnsivc products such as chemicals and 6thér
maﬁufacturéd products. Japan, at present, is the_Viet.Na'm's biggest impoﬁer in t_ertns of export value
alfhough a trade zigreement between the two countries has not been reached. Howcvcr, .in' ordef to

maintain and increase export value against Japan, the competition with other ASEAN member countries

should be taken into account.

China

China's entry into WTO is a big challenge for Vietnamese exports. This challéngc results from the

fact that China is a big exporter of labour-intensive and competitive products to the same import

markets as ours. -



Table 8: List of China's 15 commaodity groups that gain the highest export vaiue
Unit: million USD

Export value

No. Group of products (596 1997 1993
1 Garments and textiles 47,123 517,606 54,586
2 | Electric, electronic products 20,012 25,089 28,904
3 [Toys - 6,501 . 8,14 8,437
4 | Plastic 2,678 3,490 3,822
5 | Office equipment 1,909 2,524 3,482
6 Household appliances 1,669 2,113 2,277
7 | Watches, clocks 1,963 2,043 1,981

- 8 | Ships, boats 1,153 1,630 1,860
9 | Truck/lomy 1,156 1,145 1,719
10 | Jewelry 1,009 - 1,398 1,673 -
11 | Crude oil 2,798 2,734 . 1,523
12 | Electricity generator 1,156 1,449 C 1,522
13 | Pharmaceutical products 1,204 1,241 - 1,393
14 | Porcelains 1,013 1,356 1,329
15 | Office machines 1,117 - 1,357 1,297

Source

: ITC Database -

Looking into China's aforementibned export structure, we can sec that during the period from 1996

to 1998, such labour-intensive products as textiles, garments, and other products (toys, plastic products,

household appliances...} hold a considerable share in the total export value (about 36%). Thdugh

being limited by the MFA agreement, garments and textiles are still its main strength thanks to cheap

labour cost and policies on receiving technology_transfers from developed countries.

Another rapid groWing exporting induétry based on advantages of human resource is the electric

and elecu-omc mdusu'y This is also an industry i in which we have export potentlals However, present!y,

Chmese main products in the mdustry are telecommumcanon eqmpment telephone, radlo television

and other componcnts and spare parts. These products have high localized content and are labeled

with Chinese trademark. Generally speaking, it can be seen that most of Vietnamese key export

commeodities will have to compete fiercely against Chinese products in the world market.

Table 9: China's export markets

Unir: biltion USD

Year

Hong Kbng .

USA - Korea

Japan Germany Canada | ASEAN | " Asia | Australia
1994 .-26.7 17.8 17.7 - 39 - 04 1.2 3.3 60.7 12
1995 24.7 19.1 16.8 38 03 1.0 6.0 61.9 L1l
1997 24.0 17.4 17.9 36 50 1.0 6.9 59.6 1.3
1993 21.1 16.1 20.7 4.0 34 12 6.0 53.4 1.5

Source: Chinese Customs statistical book (1 998)

According to the aforementioned table, we can see that China's three biggest export markets are

: .Hoﬁg Kong, Japan and the US In fact, Hong Kong is only an intennediary market but not a consumption

market for Chinese goods. Therefore, the two major markets are actually Japan and the US, especially
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when the exports into the US market is considerably increasing. Like China, these are also our major

" and important markets. Therefore, the China’s entry into WTO will leads to our fiercer competition
against Chinese cofnmbdities in these markets,

References to specific énalyses on some typical commodities, presented in the attached annex (*),

will help to study challenges to our exports at the China's entry into WTO.

(5) Declining investment.

Under the trend of international integration, multi-national corporations today play an ever important
role and make great contribution to the development of international trade. However, more than 90% of
these corporations belong to developed countries, accounting for over 40% of the global total production
value, and more than 60% of the world trade. Fﬁr Viet Narh,.althong.h foreigﬁ investment sector makes
a con_siderabie contr.ibut.ion to our total export value (see the Table IO), the panicipation:of mulﬁ-natiblna]
corpqraﬁbns is still very limited. On the other hand, if these corporations invest in Viet 'Nam, Vietnamese

products will be exported to the world market under their trademark. Therefore, Vietnamese commodities

have not gained the reputatioh in the world market. It should also be noted that the decline of FDI into

Viet Nam, especially the Japanese investment, wiit affect badly our exports.-

Table 10: Enterprises' participation in foreign trade activities

* Export share - ‘ ~ - lmport share
Enterpnses 1997 1999 1997 1999
State-owned enterprises 70 57 68 ' 53
Non state-owned enterpnses : 10 : 15 -4 - 14
FDI enterprises 20 28 28 33

Source: Ministry of Trade and Customs general depariment

(6) Incomplete management mechanism, incorﬂpatible policies

Owr policies still lack stable.and pre-recognizable characteristics, thuﬁ failing to stimulate and support
enterprises in developing their export activities. For exar;lple, the importfexporf regulation mechanism
is issucd annually. Although the annually changing management méchanism meets the requirerﬁent of
giving flexible response to occurring problems they also bring about many dlfﬁculues for enterprlses
and state agencies, for example passive attitudes i in business activities and solvmg outstandmg managcmcnt
issues. _ _ . _ ) ' _ o

On the other hand, when joinihg WTO, ASEAN, APEC, ASEM,.it is nec_@ssary tb cs_tablish, éompiéte
and supplement a system of economic and commercial management policies in accordance with regional

and the world's common practices, as well as for creating strengths so as to encourage domestic production

* to penetrate into the world market, following the world trend 6f improving transparency and 'for-see-_
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adjusting and completing this policy system, causing obstacles to export and import activities.

In addition, state management of commercial activitics, though gaining many improvements, is still
passive. The mechanism of cooperation among ministries and branches in managing some export
commodities is still rigid and uneasy for enterprises. In other words, the management mechanism and
administrative apparatus still show many weaknesses in many cases, especially the local administration
at ward, commune, district levels not only do not provide enough favourable conditions for business

activities, but also troubles enterprises, raising their business and production costs.

Part3
Recommendations on policies and solutions to conduct the export-oriented policy

As analysed in the two parts above, with the export-oriented policy and in the context of opportunitics and
challenges co-existing, the question is what and how we should do to achieve the target by our own capacity.
This part will mention some personal opinions concerning answers to the aforementioned question. As
mentioned above, opportunities and advantages are not littlé, however, the biggest challenge facing us is to
enhance fhe internal capacity of exporting industries and the market issue. Therefore, we will focus on

recommendations on product and market strategies.

1. Policies on imi)roving eprrt efficiency, increasing added value (for some specific commodities)
The acthal situation of export activities over the past time Shows that if only based on "static" competitive
advantages as presently, the {'.]'uestibn of i.mproﬁing éxport efficiency is not simple. One of the important
factors playing the de;::isive role in the Sustainablé devclopment of cxpdrt activities is to create "dynamic"
competitive advaﬁtages for our exports. This means that we should actively create the advantages for those
products. In many opinions, the advantage of available human resource will gradually disappear when the
world moves to technology- and kno.wledge-intensivé industries. Therefore, the products having advantages
of labour-intensive will not have coﬁxpetitivé advanfages in the future, thus, we should think of how to
cﬁangc inherent factors in the way so as to follow the world development trend while maintaining our strengths.
- In conclﬁsion; the importﬁﬁt facfor here is how to adjust the export structure in accordance with the
aforementioned trend, at the same time to improve the export efficiency, that means the value added per each

preduct unit will be increased. Three commodity groups are proposed as follows:

(1) Textiles and garments
< In a dcéade, the core of the group of processed products is still textiles and garments. Therefore, our
textiles and garments eprrt capacity should be strengthened. The essence is to improve the export

- efficiency and raise the added value of a product unit to 30% - 40%. To achieQe this target, the improvement
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of enterprises’ internal capacity and products’ competitiveness is of the most importance, that will determine
the products’ export stable growth. The practice of production has shown that there is an inconsistency
between the production of cloth and other materials and the sub-contracting of finished products.
According to a survey, 15% - 20% of materials used for textile and garment production are from domestic
sources while the remaining are imported from abroad. Our cost price is also higher than that of similar
* Chinese products by 15% - 20%- Therefore, according to some opinions,. given our current situation of
the textile and garment industry, the implementation of quota system by main countries (such aé EU)
will bring about advantages, rather than disadvantages, for Viet Nam as in the context of complete
liberalization, our textile and garment products will hardly compete to gain the market. Therefore, a
synchronous development strategy for the industry should be outright established as follows: .-
- Investment in depth, more specifically is to renovate the technology and equipment in the textile
* industry, draw and implement an investment policy for ihe textile tec_:hno_logy in order to hold the
initiative in supplying cloth and other materials for the industry. Concurrently, such high value-added.
work stage as the finishing stage should be pald attention to and properly invested. A recent research
shows that in the whole technologlcal chain, the finishing stage gencrates thc most addcd value for
- products (about 40%). Therefore, for the purpose of generating: high added value, the equipment and
technology investment into this stage plays an essential role in the aforementioned development strategy.
oA dévelopmcnt strategy should be established for the fashion .de.sign industry so as'to study the |
. products’ designs and consumers' tastes. One of the reasons why many impotters of our textile and
garment products only place sub-contractmg orders is that we have not rnanagcd in bmldmg our -
reputatlon in this area and our fashion mdustry is still in the embryonic penod
- Itshould be noted that according to the forecast by the Korean Chalrman of the World Textllc and
Clothing Assocnatlon—Mr. Min-Sok Suh, in the new millennium, the volume of textile and garment
. products consumed in developing countries will overtake that in developed cbuntrics bccausc of the
" excess supply (World Textile and Clothmg Journal, 2000). Thcreforc this also pronuses a new business
opportunities for the international business commumty in general, and our country in pamcular to
penetrate into the dcvcloplng markets. It deserves to notc that when we penetratc into other dcvclopmg
" countries’ markets the advantage of cheap labour cost is not of the most lmportance but desngns

vanety and ablllty to meet customers' tastes play the determinant role.

(2) Handicrafts _ _
This group of commodities generates high added value as well as other'soéio-egonofrﬁc ct’ﬁéiency.
Handicrafts are mainly made of domestic materials, while imported materials account for a small probdrtion_
of about 3% - 5% in thé product's value. Therefbre, unlike other coﬁ_uﬁoditjes, the ainount of foréign

-currency actually gained in exporting handicrafts is very high, at ébout 95% -97% (Report on handicraft
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. exports, Ministry of Trade, page 2); meanwhile, in spite of higher export value, the amount of foreign
currency actually gained in exporting some other commodities such as garments, footwear... is low, at
about 25% of the export value as production materials are mainly imported from abroad. It can be
concluded that this is the group of commodities that generates the highest added value (of about 70% -
80%) among our groups of exported commodities. Therefore, taking advantage of domestic potentials to
foster the handicraft production and export should be considered a priority and paid much attention to in
the coming future.

- On the other hand, the improvement of handicraft production and export will create more employment
and income for millions of specialized craftsmen and farmers in their leisure time; help to solve the
“unemployment" problem which is among the most serious problems in our society. According to a
conclusion derived from practical experience, every USD | miillion of exported handicrafts will create
employment and inéomc for about 3000 - 4000 workers, mainly in rural trade villages (while every USD
1 million of exported cashew nuts creates employment for only 400 workers). With the handicraft export

. values during the past few years, it will create employment and medium incomye for about 500,000 -

= 600,060 iabour, or for up to over 1 million people if including farming labour in their leisure time. If the
. production volume is raised and the export of these commodities increase five- or tenfcﬁd as compared
with this moﬁent, the social benefits will be much greater.”

It can be concluded that the improvement of handicraft pfoduction and export will bring about great
social and economic efficiency. On the other hand, this is also our advantage because of their very high
'added-value'. Therefore,- the government should set-up policies on providing engouragément and support

- for this group of commiodities, such as preferential:lendin'g interest rates for production and business
establishments; éxémption and deduction from export tax, value-added tax for ﬁroduction and trade of
some handicrafts; supporting policy for trade villages, craftsmen and vocational training policy for manual

. labour,

(3) Electronic and computer products

As the aforementloned analysis, at present this group of commodmes gains low added value of about

- USD 700 million in 2000 Ain spite of its high export value. This can be explained by our outdated
technologlcal mfrastructure lack of investment capital, 50 it can be considered an assembly industry
with low localized content. In line with the world's current trend of in-depth labour assignment, we
should establish specific pblicies to focus the investment on the industry's products that are technology-
and knowledge-intensive such as computer software (both application and system software), elect_roni'c
components, spare parts However, in the current situation, the government should provide support and
investment for this industry, including the industry'é devélopment strategy, especially in the context of

. the world's move to a New Ecbnomy. The supporting policies should focus on the followings:
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- According to assessments by specialists in this area, in order to achieve the target of USD 500
million of software export by 2005, the investment of USD 300 million should be put in human
resource training for the software industry. The human resource to be trained will include 40,000
technicians and software workers. Meanwhile, trainers are also a problem for us as our team of trainers
have not met the training demands. Therefore, the government should set up specific policies and
mechanism to encourage and develop the human resource in this area.

- Draw up policies on raising the locatized contents, abosorbing technology transfers in component
manufacturing for the following reasons: (i) Cbmponcnt supply markets in the world are abundant.
However, according to the "Economic News" issued on 6 - 16 March 1.996, if the electronic and
computer industry completely depeﬁds on the component import, it will face many difficulties as the
_com'poncnt'prices are greatly affected by global financial conditions. For example, a higher Yen against
the US dol]ar will increase the price of components importéd from Japan. This in turn will diréctly '
affect Viet Nam.as our industry is only stays at assembly levei; (ii} Previously, we have not had any
difficuities in importing. components. However, cufrently, some joint-ventures have imposed .intemal
monopoly on components, s0 other electronic and computer assembly companies will have less

 alternatives in selecting commoditics or will be imposed high prices... Therefore, the solution should
be to imprové joint-ventures and embark on manufacfuﬁng'componcnté, barts of the added value of
40% and up. _ _ ' |

- The government should invest in the indu'stry: this industry requires much investment cap:tal For
example, the establishment 6f a medium-sized component ménufacturing factory will require about
USD 20 million. However, _thé total working capital of the Viéf Nam's Electronics and Informatics
Corporation is only USD 20 million (according to an unofficial source from the Corporation). Therefore,
enterprises are unable to invest without the government's support. _

- The government can extend export opportunities to the industry by allowiﬁg it to engage in the

programme on foreign loans repayment.

2. Market development strategy .
- The market expansion strategy, aiming at improving the export of Vietnamese commodities, should focus

on some following target markets:

A. Developed countries' markets _ _ _
These are potential markets with strong purchasing power. The successful example of new industrialized
economies (NIEs) has shown that the export-oriented policy should focus on developed countries among

which the core is Japan, the US and EU.
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1.

2

Japan

Japan has been a market having the highest import value against Viet Nam for many years, with the
peak of 17% - 18% of Viet Nam's total export value. Our commodities exported to the Japanese
market include marine producté, textiles and garments (mainly knitwear products), footwear and leather
products, coal, rubber, coffee, vegetables, processed food, tea, ceramics and porcelhins, and wooden
products. Therefore, Japanese market plays a very important role both in volume and variety of imported
commaodities. Among these commodities, agricultural products and food in which we have advantages
are welcomed in the Japanese market. In addition, handicrafts have managed to meet the Japanese'
taste and gradually strengthened their positions in the market. However, the groups of commodities in
which we have export advantages are mainly raw materials, roughly processed or sub-contracted
goods, while technology-intcnsivc products such as electronic and computer components are mostly
exported by 100% Japanese-owned compnnies. On the other hand, it can be stated that Japan is a

technelogically advanced country with original technologies as well as a major exporter of highly

technological machinery and equipment to Viet Nam. Therefore, in order to improve our exports to

this market, including to raise export vaiue and expand the variety of commodities, the followings

should be taken into consideration:

- Draw up policies on providing encouragement to attract J apanese investment, so that the export
to Japanese market will be.improv_ed by joint-ventures or 100% foreign-owned companies; policies
on intellectual property rights protection, applied for technological transfers in manufacturing and
processmg, especially in elcctrlc electronic, computer and car industries. More importantly,
rcgulauons to smctly control the implementation of tlns mdustnal protection policy should be
established.

- Prcsontly, our export commodities have not yet fully granted the MEN status, leading to lower
competitiveness than similar commodities from MFN granted countries (for example handicrafts).
Thercforc, governmental negotiations should be fostered in order to sign an agreement on Japan's
.ﬁrll grant of MFN status for Vietnamese commodities. | |

- !mprovc trade pmniotion activities in the Japancsc markets in the framework of bilateral and
multilateral economic cooperauon e.g. the programme on trade and investment promotion that

Iapan has set up for ASEAN.

EU

+ BU is an €normous market and Viet Nam's export value to EU had increased considerably during

1991-1999. Exports to EU are mainly footive’ar, textiles and garments, coffee, marine products, rubber,

coal, cashew nut, fruit and vegetables; of which main export earners are textiles and garments, footwear

- and marine products. Recent statistics show that export to EU accounts for 70% - 75% of Viet Nam's
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total export value. The most important feature of EU market is that it is not oniy the importer of the
above-mentioned products, but also the supplier of machines and equipment for producing these
products, especially textiles, garments and leather additives. As a result, in order to maintain and
expand export to EU—a market with complicated regulations and high quality, some recommendations

are made as fotlows:

.- For meeting the requirements on quality and reducing costs for food hygiene inspection of marine

products and processed food stuff, it is necessary to issue policies on developing and upgrading

- technical foundation for the systems of bureaus for quality and hygiene testing and certifying based
on-international standards. .

- There have some arguments that with present situation of Viet Nam's .tcxtilc industry, the
maintenance of quota regime by EU is more beneficial rather than harmful to. Viet Nam because if
complete liberalization is applied it is likely that Viet Nam's textilés and garments-are not capable

. enough to penetrate into this market. Consequently, we should try to negotiate with EU for increasing
~ export quota and at the same time accelerating the negotiation process in order to increase textile

- and garment quota swap (SWAP) in ASEAN and EU markets. |

- Information collection on EU's co'niplicated trade regulations should be strengthened for

- disseminating them to enterprises. Enterprises should also make use of foreign l.aw companies

. operating in-Viet Nam so that these companics caﬁ provide them with legal consulting services for

export activities to markets with strict legiélation system like EU.

- The United States

The United States is thelleading impbrter in the world (anﬁual import value of over 1,000 billion

USD) with diverse demands and.the tops'of science - technology and source technology. As analyzed

- above, Viet Nam has fuil capacity to export to American market, especially when it enjbys full MFN
_“status. This can be proven by the fact that in 1999 Viét Nam's export value to America was UsD 500
- 600 million with major exports of coffee {USD 100 million), frozen prawn (USD 150 million),

footwear (USD 150 million), garments and textiles (USD 70 nﬁllion); and it is estimated that this year
Viet Nam's exﬁort value to America will amount to around USD 700 million. Due to its stipulated tax
rate of 0%, export value of aqua-prodﬁcts and marine products. have increased rapidly (USD 200
million). At present,. 30 enterprises nationwide have been granted 1iécnsc$ to export marine products
to the United States. Although being imposed with the highest tax rate, Viet Nam's garments, footwear

and knit-wears have been prescht at this market and their export value has gone up recently: This.is_ the

-sign affirming the ability to penetrate and expand Viet Na:_n's exports to this market when Viet Nam

- - America Trade-Agreement comes into effect.

In order-to realize the about-mentioned oppoﬁunjties, right now concerned ministries and agencies



especially Ministry of Trade needs to conduct a comprehensive research on America's law system and
market in a bid to disseminate them to enterprises so that they can have adequate information on the
market for preparing appropriate steps to enter the market. In addition, there should be policies on
encouragement and measures for facilitating enterprises to penetrate to the American market; of which
distribution system is an important factor for export activities. As analyzed in part II, a challenge to _
Viet Nam's export in the future is the lack of a distribution system abroad. As a result, a distribution
system via overseas Vietnamese {overseas Vie_,tnamcse community in America is the biggest one abroad)
including both traders and consumers. Via this system, Viet Nam's goods can be communicated and

advertised. This can be an experimental step for Viet Nam's goods to penetrate the market.

Developing countries' markets

ASEAN countries _

ASEAN is a potential market vﬁth a population of 500 million, a favourably geographical location
for trading with Viet Nam. ASEAN market occupies 25% of Viet Nam's total export value. The most
importént factor is the gdvantages in trade preferences (ipcluding duty and nor_i-duty) brought about
- by CEPT/ AFTA. Although these mutual prc_ferences among ASEAN countries will improve
competitiveness of products within this market, they alsq Iﬁake our products more competitive than -
the imported ones from non-ASEAN members thanks to tax re_duction. As a result, we have to take
initiatives to make use of the business opportunities brought about by CEPT/AFTA in order to maintain
and expand our market share in ASEAN countries by: _ |
- . early notifying overall schedule for tax ré_duq:tion_ up to 2006 to enterprises; taking initiatives in
. formulating productidn and busin_eés plans and strategies in such a wéy that we can make use of the

opportunities fof cprrting commodities which enjoy preferences in ASEAN countries in an optimal

manner. '
- strengthening coapération with other ASEAN members in other economic fields likg looking for

partners to implement cooperation programme for accelerating export as AICO.

" China ( o

China is a vast mé}ket, located very closely to our country.'ln addition, this is a country with high
. competitiveness and therefore China is both our importantly potential partnqr and competitor.
Furthermore, China's éntry to WTO will ha\ierdirécl impacts on our exports because China's éommodities
have had their foot-hold in big markets like America and others. A study by Jose Tongzon at Singapore
* National University indicates. that China's entry to WTO will have impacts on accelerating the
~ development of Vic_f Nam's beverage and cigarette industries, but the technical inf:jasnfucture' of these

industries is very poor (Jose Tongzon, page j!S, policy study on strengthening ASEAN's exports,
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2000). As a result, it is difficult to grasp this opportunity. Based on this and the analysis of impacts by

China's entry to WTO, the following policies can be taken into account:

+  Speed up trade and investment liberalization process for making use of business opportunities
and attracting investment.

= Strengthen cooperation within ASEAN: Strictly implement CEPT/AFTA and AIA commitments
in order to attract foreign in.vcstment. Create strength within ASEAN for competition and formulation
of a development strategy towards a common direction. Cooperate and support each other fo develop
technology, especially in the area of information téchnology which can be done via the form of
joint venture. Accelerate the formation of shared copyright system.

«  Foster the economic relations with China, a vast and potential market with abundant labour force
at a much lower costs than that in our country. We can not compete with China in this field and
therefore cooperation such as in the form of joint venture should be promoted for export.

+  Improve the compeﬁtiirencss of the commodities which face direct competition by China. One of
the factors for improving the éompetitivgness which must be taken into account is the improvemént
of Viet Nam's brand name image in the world market. As a resuit, right now attention should be

. given to the formation and registration of brand name as well as advertisement of names, brand
names and traditions of the companies in both domestic and forcign markets.

. .Acc.elerate the export of some commodities which have cdpacity to penetrate into China's market
like seafood, vegétable, fruit..... B _ '

+  Adjust production structure of exports toﬁvards t.he. diréét.ion of concentrating investment in

~ advanced technology for industries which haie potential for. imp'roving labour produétiﬁty and

conduct research and development of some new exports such as marine ship, detergent and food

stuff.

C. Looking for niche markets _

Under the conditions of increasingly fierce competition in big markets and in order to quickly meet
the changing demands in the markets, search for niche markets should be taken into account in addition
to improving production capacity by exbénding production scale for reducing production costs especially
in processing industriés. In order to search for these markets, it is nécessary to create new products or
add new values to the existing products.'The feasibility of this requires good markéting and trade promotion

measures.
3. Some other recommendations
(1) Improvement of policy mechanisms: Improving legal environment, renovating and improving import-

export mechanisms and policies as well as continuing to regulate trade policies in a clear and stable
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manner in order to improve the trust of business environment are inevitable requirements. Furthermore,
attention should be given to add some policies which have been applied by other countries while we
have not yet applied or applied them in a restricted manner, including policies on trade promotion,
research and application and credit for export... Fund for supporting export promotion should be
established for supporting export activities.
(2) Policy on investment encouragement: Create more open and flexible investment environment for
attrécting foreign investors, especially muiti-national companies investing in production for export.
(3) Access to modern business methods: E-commerce has been becoming an efficient business method,
resulting in savings of transaction costs (total global trade value via E~commerce in 1998 was USD 50
billion and in 1999: USD 111 billion. It is forecasted that the figure in 2003 will be USD 1,300 biilion).
Viet Nam is also in the process of formulating legal environment for proceeding with this way 6f doing
business. However, ou:r telecommunication price is still too high compared to other countries, thus affecting
the access to Internet—the cn.vifonment for doing E- commerce. As a result, this service should be
further liberalized for reducing costs in order to facilitate and encourage enterpriscs td look for partners
by E-commerce.

(4) Joining WTO only creates favourable conditions. It does not mean that thanks to WTO membership
Viet Nam will be able to realize business opportunities in international forum. Thus, it is necessary to
study very carefully WTO agreements and possibie dévelopments by main partners in the world for

working out appropﬁate policies.
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Annex

Analysis of the impacts by China's entry to WTO on Viet Nam's exports

(on some commodities)

1. Garments

International trade on garments by WTO members is currently following WTO's Garment and Textile
Agreement. In accordance with this agreement, garment and textile export quota will be gradually eliminated
until its complete termination by 2005. As a result, from 2005 forwards there will have no longer restrictions
in ganneht and textile export volume. Non-members of WTO will not be entitlé to enjoy this benefit.

Viet Nam's export value of garments and textiles accounts for 40% in EU market, 23% in Japan and only 2%

in American market. China ranks the first in these three markets in terms of garment éxport.
The current trade téfms to garmcnts.of Viet Nam and China in the main markets are as follows:
- Japan market: Japan presently does not apply quota to garmehts and textiles. Garments and textiles of
- both Viet Nam and China enjoy MFN tax rates. _
~ - EU market: Garments and textiles of both Viet Nam and China are currently enjoy MFN tax rates and
Subjccl to export quota to EU market. In fact from now up to the year 2004 EU excludes only less
sensitive categories from the list of quota application, while sensitive categories are stlll subject tu '
quota. As a result, if China joins WTO in 2000, until 2004.China‘s garments will not in more favourablé
position that those of Viet Nam. From 2005 when EU eliminates quota to WTO member, Viet Nam's
garments shall have to compete fiercely with China's. _
- America markei: China's garments have been subject to quota by the United States, but have enjoyed
MFN tax rate for many years (MFN tax rate imposed on garments is 13.4% and general tax rate is
68 9%). At present, America has not yet appiicd quota to Viet Nam's garments‘.Howcver, .Viet. Nam's
garments have not yet enjdyéd MFN tax rate. Once Viet Nam - Améﬁca Trade Agreement is af)prdved,
Viet Nam's garments will enjoy MEN tax rates but sﬁbject to export quota. .
Viet Nam's textile industry has not yet met the requirements for materials by garment industry, while
almost all 'iriputs for China's garment industry are domestically produced. As aresult, pricero'f Viet Nam's -
garments is much higher than that of China. A study shows that garments for export in our country have used
only 15%-20% of locally made mateﬁals, and the remé.ining materials are imported, resulting in the fact that
production costs of the same pfoduct made by Viet Nam are 15%-20% higher than that made by China.
Furthermore, design technology of Viet Nam has not yet been developed and therefore exported garménts of
Viet Nam are mainly under subcontracts with foreign partricrs.

From now up to the year 2005, China's entry to WTO Qili not cause major changes in our country's
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garment export, Since 2005, Viet Nam's garment exports will have to compete very strongly with China in

some big markets like EU, America.
2. Footwear:

* Major export markets of Viet Nam's footwear currently are EU (with the export value accounting for 74%
of its total export value, America (11%) and Japan (8%). Viet Nam ranks the second (after China) among
footwear exporting countries to EU.

The current trade terms to footwear of Viet Nam and China in the main markets are as foliows:

- Japan marker: Japan presently does not apply quota to . Footwear of both Viet Nam and China enjoys
MFN tax rates. '

- EU rﬁarket: Viet Nam's footwear exporting to EU is enjoying GSP and not subject to export quota.
Footwear of China currently enjoys MFN tax rates and subject to export quota because volume of China's
footwear exporting to EU market has increasingly gone up in recent years ('accounting for 33.4% of total
footwear imported by EU) at a very cheap price, having negative impacts on EU's footwear production
industry.' In the negotiation for China's chtry to WTO, EU and China have agreed to gradually éliminate
volume restriction measures and advance toward 'com'pletely terminating this measure by 20035,
Consequently, if China joins WTO in 2000, there will be the possibility that China's footwear is still
subject to quota until 2005. '

- Amﬁén’ca marker: At preggﬁt, America has not yet applied quota to Viet Nam's footwear. However,
Viet Nam's foomeaf ohiy enjoys GSP while China's have enjoyed MFN tax rate (MFN tax rate imposéd
on léathcr footwear is 5.6% and general tax rate is 33.0%).

Similar to textile industry, Viet Nam's leather and its sﬁpporting industries have not yet met thc'requiremcnts
for ma_tcrials. by footwear indus'tty. As a result, price of Viet Nam's footwear is much higher than the same
prodﬁét of China. China's éntry to WTO will not cause major reduction in our country's footwear exported to
main markets like E.U, America in the short run. From 2005 when EU eliminates quota é.pplied to China's

footwear. Viet Nam's footwear will have to compete very strongly with China in EU market .
3. Ceramics and porcelains (including industrial, home and art ceramics and porcelains)
Viet Nam's ceramics and porcelains are currently competing with those of China in the markets of Japan,

EU and America.

The c_hrrcnt trade terms to ceramics and porcelains of Viet Nam and China in the main markets are as

! According to Repoﬁ on Quota measures and Maonitoring towards sbme Commodities originatcd from China by European
* Commission dated on 17 February 2000. = - '
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follows:

- Japan market: Japan's trading policies applied to exports of Viet Nam and China are similar to each
other. After China joins WTO, there will no major changes in competing environment in this market.

- EU market: China's home ceramics and porcelain are subject to export quota and do not enjoy GSP,
while Viet Nam's ceramics and porcelains are not subject to quota and enjoy GSP. When China joins
WTO, there is possibility that from 2005 EU shall have to shift to the application of self-protection by
WTO principle. Quota can be abolished and China's ceramics and porcelains will have more opbonunities
to enter EU market.

- . America market: At present, China enjoys more advantages than Viet Nam because it enjoys lower

MEN tax rate than general tax rate imposed to Viet Nam. For example:

.. Group of products . ~ MFN tax rate General tax rate
Home ceramics and porcelains - 4% -10% - 50% - 70%
* Art ceramics and porcelains 0% - 4% 20% - 710%

Although China's entry to WTO will cause no changes in its tax rate, its regular and stable MFN tax rate
wiﬂ contribute to promoting its ceramics and porcelains, especially its home and art ceramics and porcelains
which rank the first in American mﬁrket, to penetrate‘to this market.

_ _Hoﬁvever, in the immediate time China can not accelerate its export level. According to The Year 2000
Report by EC, the elimination of qudta for China alse depends on China's trade liberalization. EU survey
indicates that the use of qﬁota, the impacts of Chin_afs cﬁports on EU p.roduccrs and negotiation process for
joining WTO by China will lead to the fact that EU will not completeiy eliminate quota in the coming 3-5
years. |

Furthermore, the group of c'cramics and porcelain commodities has its own specific characteristics, linking
closely to each country's cultural identity. Consequently, Viet Nam will still have opportumtles to export its
art ceramics and porcelams ‘

China's entry to WTO will not immediately have great impacts on export of Viet Nam's ceramics and
porcelains. However, in the long run, Viet Nam can face difficulties, especially in expomng home ceramics

and porcelams to markets of EU and America. -

4. Electronic products
Viet Nam's main export markets are ASEAN, EU and Japan. The current trade terms to electronic products. '
of Viet Nam and China in the main markets are as follows:

- ASEAN marker In accordance with CEPT process, average tax ratc of ASEAN countncs (1999)
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imposed on electronic products is 5% - 10%. As of 2006, main import duty will reduce to 5%; while
China's exported electronic products are taxed at the average MFN rate of 25% - 30% and sensitive
products at the rate of 60%.

- Japan market. Both Viet Nam and China are enjoying tax rate of 0%.

- EU market: Both Viet Nam and China are enjoying GSP.

- dAmerica marker: China enjoys MEN tax rate. Viet Nam is imposed general tax rate much higher than

MFEN tax rate.

MEN tax rate General tax rate
Electronic products 28 34.0

In the group of electronic products, Viet Nam has currently exported only consumer and computer products
and not yet exported telecommunications electronics products; while telecommunications electronics product
is China's the highest foreign exchange earner, of which telephones account for 35% of the world export
share with the largest markets of America, Hong Kong and Mexico (according to UNCTAD).

China's én[ry to WTO will enable the couniry tb attract more foreign investment and high technology in
electronics sector. Viet Nam should sustain its advantages in ASEAN market because Viet Nam enjoys CEPT
preferential tax rates.

China's entry (0 WTO can cause reduction in VViet Nam's electronics export. However, Viet Nam still has

better competitiveness in ASEAN market thanks to its more preferential import duty rates.
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Export-Oriented Development Strategy: Obsolete or Actual

Preliminary Outline for Discussion

Vu Quang Minh

Office of Government

1. Introduction:

In front of the new millennium, there are many arguments on the ways of development for the humanity
in general and the world economy as well as each economy, in particular, in the context of the establishment
and the dcvelopmcht of a new economy— a knowledge econoniy or a knowledge-based economy.

In respect of developing economies, one of which is Viet Nam's case, the argument seems to turn

_ around the mosi_ fundamental questions: how to overcome poverty, how to reach sufficient-high growth

- rate to shorten the development gap and at the same time to ensure sustainable develobment, how to

build a highly competiﬁve national economy in the context of globalization and trade liberalization, etc.

For us, as the Vietnamese Communist Party is preparing for IXth Congress with the purpose of working

out the development strategy for the nation in the next 10 years, in order to create the foundation for an

industrial country in future hopefully in 2020, there are many questions still opened. One of the questions
is what shall be the driving force for the economic development of Vief Nam in the next 10 years:
fofeign investme.l.lt? ;‘gi'ey" matter [intelligence/knowledge]? internal strength? (a very ambiguous
definition)? development of some key industries such as inforfnatic technology, agricultural product
processing, etc.? concentrate on production to meet the demand of the domestic market? or export?

In this wﬁting paper, we want to focus on the heated argument recently on the selection of one of the

two industrialization strategies: export-oriented or import-substitute. The most important question here

that needs to answer is whether export-oriented development strategy is the right stfatcgy that Viet Nam

- needs to choose for itself_. in the coming period or not? If yes, what should be the contents of such

strategy for Vict Nam? What has Viet Nam done and what does it have to do to successfully implement
the chosen development strategy?
it is our view tha_t'in' the context of globalization and international integration, if eprrt—oriented

strategy is considered within the framework of the classical debates on development models in the

" 1960's and 1980's and even in the early 19905, ie. placing the export-oriented strategy as an opposite

and eliminatory choice to import-substitute strategy, it would not be the path for Viet Nam in the upcoming

decade - and the debate would be useless. But if export is viewed as the main dri#ing force for development,
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it would be the priority in Viet Nam's industrialization and modernization strategy in the upcomi.ng
decade. In this paper, we will also reject the arguments that today, in the face of trade and investment
globalization and iiberalizétion; the deeper Viet Nam integrates into the regional and world economy,
the more t_he boundaries between domestic market and 6verseas market are eliminated and that, therefore,
export-orientated development strategy is meaningless but the matter is to raise the competitiveness of
Vietnamese goods and services in general. The integration, in our view, will lead to the abolition of tariff
and non-tariff barriers that separate domestic and international markets - but there are many fundamental
differences between these two markets (as analyzed in more detail below). On this basis, we rcv.icw Viet
Nam's ekport policies and structure in the last 10 years and appraise the role of export in Viet Nam's
growth, then we give recommendations and proposals on the policies necessary to make export to be the
main driving force for Viet Nam's development in the coming years. It should be noted that in the current
circumstances, the exportable goods usually are the ones that have the competitiveness even in the

liberalized domestic market but the contrary is unlikely to be entirely true.

2. The choice of export-oriented or import-substitute strategy in the 1970's and 1980's:

a win-or-loss battle or a question of who takes lead, or simply a matter of time and

-~ circumstances?

3.

© A summary on the two schools, examples of success and defeat: the reasons - and the winner is...

The financial-monetary crisis in thé East Asia: f_he end for the export-orientated
strategy or just a new beginning? "

- . Looking for someone to blame - but there's not only one reason for the crash (excessive investment in

export, especially in electronics, seemed to have been a reason for the crisis? One should be soberer

when looking back).

Bring into full play the "internal strength” —an unperceived apbeal from some mouthpiece. In substance,

 and for many people this is a way to call for high protection of the domestic market under the import-

substitute label-—a near-sighted policy being crashed right prior to the i:ﬁpleméntation.
Export is what relieves the troubled economies out of crisis—illustrated statistics indices of some

fast-recovering economies in the East Asia.
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4,

A handful of academic theories: trade in the context of globalization and integration
—comparison of the absolute advantage and relative advantages, and the advantage
of the uniqueness as the bases of the world trade, and a seemingly childish question:
What is export for?

From the absolute advantage theory to Ricardo's "excellency theory" (which was cited by K. Marx in
the Capital) on relatively comparative advantages as the fundamental of inter-industry trade and the

specialisation that reserves a place for less competitive participants to the H-M model as the basis of

* inter-industry trade - when " strangeness is good” and "African bananas differs from Vietnamese one".

Why do many people in Viet Nam, including some high-ranking leaders, confusingly use the term
"comparative advantage” (which is often mistakenly used to designate the absolute advantage, for example
when saying "our comparative advantage is cheap labour costs")? Static (or hereditary) comparative
advantage or dynamic (or created) comparative advantage - "I don't want to spend my whole life cuitivating

paddy ".

- Gilobalization and integration will not change the fundamentals of trade and cannot totally eliminate

the boundaries between the national market and the international market (arguments in more detail).
Fuﬁhemdrc, it promotes international trade, espécial the trade that is based on the absolute comparative
advantages. What will be the remaining differences between the national market and the international
market after demolition of the tariff and non-tariff barriers (economy of scale, differences in habits and
tastes, hﬁman's eagerness for the newasa strength, the graphic showing the relations between the choices
available and the utilization degree of consumers, and price differences caused by living standards and
price floor, which leads to differences between the revenue from sales of a particular commodity in the

domestic market and exportation of the same commodity).

- We sometimes forget a greatly essential point: one of the main objectives of export is to allow for

5.

import (in tandem with job creation, foreign currency accumulation, debt repayment, capital balance
improvement, etc.). So import surplus in many cases is not necessarily bad to the economy, and equally,

export surplus is not always good (when and why).

Why the eprrt-oriented strategy is not a choice for the development of Viet Nam in
the future?

-~ Because it has been the driving force for the development for over the last decade (the statistics,

éspecially the dath in the report to the Government in September 2000 can illustrate through the ratio of

the export over the groﬁ't.h rate and over GDP)

- Because it js no more a choice but a dispensable component in the development strategy of Viet Nam
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6.

in the coming time.

Because we shouldn't be under illugion about other driving forces. Foreign direct investment (FDI),
besides irrefutably positive effects and which is one of the great driving forces for growth, contains
many negative effects and in many cases, the net profits that it brings about for the national economy is
not worth - for example, the value added of a series of exports from FDI is low (especially from the
processing activities); the transfer of advanced technology + very limited wide-spread effects; the majority
of the gained profits go into the pockets of the foreign investors; the weak qualification and management
skills of the Vietnamese side in joint-ventufes, the lack of c_ontributed capital - only blj land use rights,
etc. continue to reduce the positive effects of FDI to the development of our national econbmy; the
calculating method of production output by FDI enterprises contributed to thc'GDf’ growth should be

factually assesséd - without GDP growth rate we can't say it's the development, etc. (1 know my personal

- arguments might create further debates).

Because Viet Nam committed and in fact has pammpated into the integration progress (analyze our
commitments in AFTA APEC and especially in the U.S.-Viet Nam Trade Agreement and our plan to
access the WTQ) and if Viet Nam has decided to involve in the globahzatxon and speed up the mtegratlon,

it obviously means the Vietnamese Government has decided to choose export as the key driving force

for development - otherwise why we need to integrate?

Viet Nam's development strategy with expoi't as the main dri\)ing force: 'z"nain
compcsnents_: (1 use it in this way to avoid the misunderstanding of expon-oriehted

- strategy before as a strategy that eliminates the import-‘shbstitutc strategy)

Analyze the current export structure of Viet Nam: the absolute advantages are mainly utilized but the

comparative advantages are not brought into fuli play, the value added from the export is low; in many

cases excessive export is not always good - to some extents it is said that we scil the fortune of our

- ancestors and take the havings of our descendant; the expdn is sustainable because of the sustainable
development. ' .

Analyze Viet Nam's trade and €COnomic development pohcles in general: how priority we give for .

export? Comments on the draft Export Strategy prepared by the Ministry of Trade and discussed by the

Government for many times.

- Propose main components of the development strategy where eprrt is the driving force in the context

of international integration (AFTA, APEC, tecently signed U.S. - Viet Nam Trade Agreement, acccssum

to WTQO): recommendauons on policies.
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7. Conclusions

What would be the driving force for export if export is the driving force for Viet Nam in the coming
decade: (1) it's necessary to strongly liberate the import-export control mechanism (stress is given on import
also as otherwise it's very difficult to improve the export - it sounds illogical but it's true that those two can't
be separated - otherwise the costs that the Government has to pay to support the export will be higher than the
gain; and (2) the pational private sector is where éupport and export incentives should be received, and we
should increase the national competitiveness, in addition to the strengthening and improving the capability of
the SOEs. It is necessary to strongly stress here that export as the driving force doesn't mean to forget the
domestic market but suppoit to export also helps improve the competitiveness of the Vietnhamese goods and
services in the domestic market. Simultaneously, actively taking the domestic market share is a very effective

measuze to sdpport export, especially taking into account the experiences of Japan and Korea.
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