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Foreword

This study entitled "Study on the Economic Development Policy in the Transition toward a Market-Oriented
Economy in Viet Nam (Phase 3)" was conducted within the framework of the technical cooperation program
of the Government of Japan, in response to the request from the Government of the Socialist Republic of Viet

Nam.

This study was carried out as a joint research by professionals specializing in economic policy from both
Japan and Viet Nam. The research groups headed by Shigeru Ishikawa, Professor Emeritus of Hitotsubashi
University for the Japanese side, and by Dr. Nguyen Qu'ang Thai, Vice president, Development Strategy
Institute, Ministry of Planning and Investment, for the Vietnamese side were set up in each country, assisted

by consultant teams from leading institutes in both countries.

The research groups and consultant teams held a series of discussions, and conducted several field surveys.

This report was prepared jointly by Japanese and Vietnamese research groups based on a mutual uhdcrstanding.

I hope that the useful suggestions presented in this report will contribute to the formulation of policies for
economic transition and sustainable development of Viet Nam, and it would be my great pleasure if the report

would be used practically by concerned organizations, officials and experts.

I wish to express my sincere appreciation to Professor Ishikawa, Dr. Thai and each research member for

their close cooperation extended to the study, and to the officials concerned for their valuable opinions.

March 2001
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Kunihike SAITO
. President

Japan International Cooperation Agency






Preface

The joint Viet Nam Japan Project of the Study on Economic Development Policy in the Transition toward
a Market-oriented Economy in the Socialist Republic of Viet Nam, which we called in short Joint Vietnamese-
Japanese Research (JVJR), has just terminated its 6-year activities of an undertaking for "intellectual
cooperation" with the aim of advising various issues in designing and implementing the Five-year Social-
Economic Plans in Viet Nam. JVIR was agreed upon in the consultations between the Governments of Japan
and Viet Nam in 1994 and 1995 and was inaugurated in August 1995. The fn‘ojcct was formally implemented
under the Japan International Cooperation Agency {(JICA)'s Social Development Studies Program as well as
Technical Assistance Program.

Under the agreement, the research was to be conducted jointly by Japanese and Vietnamese stﬁdy groups
each consisting respectively of an average 20 academic scholars and high-ranking experts of a similar number.!
Japanese study group was supported by professiongl consultants. In fact, these research members were
fegroﬁpcd into a smail number of Study Gfoup organized by different academic disciplines, and the joint
studies were carried on mainly through these Study Groups. Moreover, the whole studies were conducted in
three Phases and onc Follow-up, and the Study Groups were épeciﬁed for each Phase or Follow-up.

Below, the names of the Study Groups with their main study topics are shown according to this phasing.

Phase 1 (Augljst 1995 - Juné 1996)
Main topic: Issues relating to the draft documents about the 6th Five-Year Plan
(1) Macro-economy Group
(2) Fiscal and Monetary Group
(3) Industrial Policy Group
(4) Agricultural and Rural Development Group

Phase 2 (July 1996 - March 1998)
Main topic: Issues relating to the participation to AFTA/APEC/WTO, and Industrial policy
| tl) Agriculturél and Rural Dévciobment _Grdup
2) Pzin:icipation for AFTA/APEC/WTO and Industrial Policy Group
(3) Fiscal and Monetary Policy Group
(4) State .l.Snterp.rise Re.fdrm 'Gro.up

! By the end of Phase 2, the Vietnamese-side members of IVIR Study Group consisted solely of the high-level officials
and experts of Ministry of Planning and Investment, but thereafter the high-level officials and experts of other Ministries: |
Ministry of Financé, State Bank of Viet Nam, Ministry of Trade, Ministry of Industry, and.Minisu'y of Agriculture and
Rural Development and Ministry of Labor, War Invalids and Social Affairs were permitted to participate in the JVJR
Study Group as fullfledged members. '
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Follow-up Phase (July 1998 - July 1999)
Main topic: Issues arising from the impacts of the East Asian Economic Crises on the Vietnamese economy
(1) General Commentary Group
(2) Industry and Trade Group
(3) Fiscal and Monetary Matters Group
@ Agricuimral_arid Rural Development Group

Phase 3 (September 1999 - March 2001) 7
Main topic: I_ssr_rcs relating to the draft documents about the 7th Five-Year Plan
(1) General Commentary Group |
(V)] Trade and Industry Group
(3) Fiscal and Financial Reform 'G.roup
(4) Agricultural a:rd Rural Development Group

- (5) State-owned Enterprise Reform and Private Sector Promotion Group

While cbrrducting these studies, we held a large number of workshop either on the Stﬁdy Group level or the
overall project level, and cither m Tokyo or Han.oi. Workshop on overall project level numbéred 122

The results .of these studi.es_and the policy options derived therefrom were pu.blished in official répbrts
jointly by JICA and MPL.* In addition, we hav.c attcmbted the commercial j:'ublication of a boock orr overall
results of JVIR at the stage of the Phase 2 end.* _

In retrospect, J VIR started at the penod of Vletnamese economic development in whrch long years of Indo-
Chinese War ended and the rccovcry from war-torn productwe facilities and economic system rmmmumly
completed and thercfore it became possible for the govemment to think over Vietnamesc cconromic
development plans from a long-term perspective. We recognized on the uthcr hand, that the Vletnamese

economy was still at the embryonic stage of industrialization and market economy developmcm. Hence, the

' Phasel

Hanm Preparatory Meelmg (May 29 1995) Flrst Hanm Workshop (August 28- 29 1995) Consullauons on the

work plan for joint research (November 27-28, 1995, Tokyo); Tokyo Workshop (January 28-29, 1996) Second
Hanoi Workshop (March 1-2, 1996)

Phase 2
Tokyo Workshop (March 22-23, 1997y, Consulrations on the progress of joint r&rearch zrnd announcement of results
(May 22-23, 1997, Tokyo); Hanoi Workshop (June 6-7, 1997); '

Follow-up
Hanoi Workshop (July 20-21, 1999)

Phase 3 = |

Tokyo Prehrmnary Meeting (May 30- 31 , 2000); Tokyo Workshop (July 26-27, 2000); Hanoi Workshop (Decenber '
8.9, 2000}
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challenging task before us was, in a sense, how to combine the existing theories of development and other
disciplines with the practical knowledge of the Vietnamese economy to obtain the really useful prescriptions
for triggering the development process in such an early-stage developing country. In the more-recent years
when Vietnamese economy encountered a series of difficult issues from the international economic aspects,
the task was again quite new and challenging. It was to discover for a country of embryonic industrializations
those development policies that enable her to industrialize herself without resorting to conventional policy of
"infant-industry protection."

The results of the study have not yet been very satisfactory. But the progress achieved in the method of the
joint study has been satisfactory in that the relationship of mutual trust between the Vietnamese and Japanese
study groups and among all research members, and even deep friendship, have begun to take root while
tackling with these challengihg tasks jointly. We both sides believe this mutual trust and friendship would
continue to alive even after this round of the joint research ended.

The Japaqe§c side members of JVIR feel extremely fdrmnatc that throughout these six years they have
been given many bpponunit_ies to meet with the forme.r Secretary General Do Moui, the present Secretary-

General Le Kha Phieu and other Vietnamese leaders and seek their opinions. These opportunities were

3 - Phase 1

MPUJICA(I996) Op:mons af rhe Five-Year Plan for Social and Economic Developmem 1996-2000 in Viet Nam:
Vol.1 General Commenzs JICA Tokyo

MPUJ]CA(1996) Opmzons of the Five-Year Plan for Social and Economic Developmem 1996-2000 in Viet Nam:
Vol.2 Macro Economy, JICA Tokyo. o

MP[/JICA(1996). Opmto_r_ls of the Five-Year Plan for Social and Economic Developmenr 1996-2000 in Viet Nam:
Vol.3 Fiscal and Monetary Policy, NCA, Tokyo.

MPLIICA(1996): Opiﬁions of the Five-Year Plan for Social and Economic bevelopmenr 1996-2000 in Viet Nam:
Vol.4 Industrial Policy, JICA, Tokyo. '

MPLIICA(1996): Opinions of the F ivé-Year Plan for Social and Economic Development 1996-2000 in Viet Nam:
Vol.5 Agricultural and Rural Development, JICA, Tokyo.
Phase 2

MPUJICAU998): Smdy on the Econaomic Development Policy in the Transition Toward a Market-Oriented. Economy
in Viet Nam. Vo.l. General Comments/Agricultural and Rural Development, JICA, Tokyo. '

MPUIICA( 1998): Study on the Economic Development Policy in the Transition Toward a Market-Oriented Economy
in Viet Nam. Vol.2. Participation in AFTA /APEC/WTO and Industrial Policy, JICA, Tokyo.

MPI/JICA( 1998): Study on the Economic Development Policy in the Transition Toward a Market-Oriented Economy
in Viet Nam. Vol.3. Fiscal and Monetary Policy, HCA, Tokyo.

MPVJICA(1998): Study on the Economic Development Policy in the Transition Toward a Market-Oriented Economy
in Viet Nam. Vol 4. State Enterprise Réform, JICA Tokyo.

' Follow-up '

MPI/JICA(1999)' General Commentary / Indusiry and Trade, JICA, Tokyo.

MP[/HCA(1999) Financial and Manemry Marters, JICA, Tokyo.

MPLIICA(1999): Agr:cultural and Rural Development JICA, Tokyo

+  [Ishikawa Shigeru and Hara Yonosuke (1999): Vier Nam no Shijo Keizai ka (Marketization of the Vietnamese Economy),

Toyo Keizai Shinpo-sha, Tokyo.



instrumental in bringing depth and strength to our study and findings.

The Vietnamese side members of the project express sincere thanks to JICA and its Vict Nam Office for
supporting its research activities particularly in Japan.

This Final Report is submitted herewith to the leaders of Viet Nam Government as well as to other government
agencies concemed. Also, we shall be presenting it to the interested parties in order to seek comments and
opinions that would be useful for the possible future joint Vietnarnese Japanese Research along the similar
lines of the present work.

In addition, we have presented an Executive Summary in March 2001. This was prepared cven before the
Final Report, as it was required that the research outcome of Phase 3 could be available even briefly before

the 9th National Party Congress. It is hoped that this Executive Summary will also be referred to by the

readers.

~ March 31, 2001, Hanoi/Tokyo

Uiar — O

Nguyen Quang Thai Shigeru Ishikawa
Vietnamese Cochair of the JVJR Japanese Cochair of the JVJR
" Doctor of Economics : ' Doctor of Economics
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Asian Development Bank

ASEAN Free Trade Area
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Cut, Make and Trim

Consulting and Research Company for Technology Transfer and Investment
Consumer Price Index

Development Strategy Institute
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Foreign Direct Investment

Free on Board

Five-Year Plan
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National Graduate Institute for Policy Studies
General Statistics Office

Viet Nam National University, Hanoi
Information and Communication Technology
International Monetary Fund

Information Technblogy

Japan International Cooperation Agency

Joint Vietﬁan.les.e-Japancsc_ Rescarch
(ofﬁcially.“the Study on the Economic Development Pblicy in the Transition toward
a Market-oriented Econoﬁly in the Socialist Republic of Viet Nam™)
Least Less Developing Country

Ministfy of Agric.ulturc and Rural Development
Ministry of International Trade and Industry

(currently “the Ministry of Economy, Trade and Industry™)
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MOSTE:
MOT:
MPI:
NEU:
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PCF:
PE:

PP:
PPH:

- PRSP:
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SOCB:
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TVE:
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viii

Multi-National Corporation -

Ministry of Finance

Ministry of Industry

Ministry of Science, Technology and Environment
Ministry of Trade

Ministry of Planning and Investment

National Economic University

National Institute for Science and Technology Policy and Strategy Studies
Non-Performing Loan

Non-Tanff Barrier

Official Development Assistance

Office of Government

People’s Credit Fund

Polyethylene

Polypropylene

Nationai Political Publish House
Poverty Reduction Strategy Papers
.Polyvinyl Chloride

State Bank of Viet Nam

7 Shpporting Iﬁdustry N

Small and Medium Enterprise
State-Owned Commercial Bank
State-Owned Enterprise
Southern Steel Corporation

State Securities Committee

- Thai Nguyen Iron and Steel Corporation

Township and Village Entcrprisc

United Nations Development Programme

Viet Nam Agricultural Science Institute

Value-Added Tax

Viet Nam Bank for Agriculture and Rural Development
Viet Nam Bank for Poor

Viet Nam Cement Cbrporation

Viet Nam Steel Corporation

World Economic Institute

World Trade Organization
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The Industrial Policy of Viet Nam

Mai Ngoc Cuong
Nguyen Duy Bot
Pham Dang Tuat
Pham Thai Hung

National Economics University

| introduction

The Draft Political Report to be submitted to the 9th Party's National Congress states "The overall objective
of the 2001-2010 Socio-economic Srrategy is to speed up industrialization and modernization so that to
overpass the state of underdevelopment, to build up some selected heavy and capital industries that are of
strategic importance to provide inputs for the other sectors of the economy and to meet the requirements of
national defense, and to create foundations for Viet Nam to transform into an | industrialized country by 2020"

In order to achleve these ambmous objecuves it is necessary for Viet Nam to build up an effective industrial
policy. Given thc stratcg1c 1mportance of industrial policy, the public awareness of this type of economic
management pattern is however relat:vely poor. That makes the issue of industrial pohcy become even more
comphcated, as the concept itself is controversial. Research on industrial policy therefore makes sense both
theoretically ond practically.

The rescarch on the Viet Nam industrial policy aims at reviewing theories and experiences of industrial
policy. This is the foundation for further assessment and comments on particular industries such as steel,
' gcn'ncnt and te:}ctile, agricultural and oquacultural processing, and softwares. The research focuses orr the four
follo@ing parts:

1. Part tittles the theories of industrial policy presents essential concepts of industrial policy, as well
as debates on this type of economic management pattern.

2. Part Il concentrates on experiences of ] apan and other NIEs in implementing their industrial policies
as well as lessons for Viet Nam. _

3. The real situation of the Viet Nam industrial policy is analyzed in the third part. Viet Nam has
industrialized its economy for about 40 years. The country is however agricultural-based economy.

- Insights of indu's_t_rialization of Viet Nalo are divided.into two period: the pre-Doi moi and the Doi
~ moi.

' 4. Fmally, the research proposes certain recommcndauons to build up an effective industrial policy in



the 2001-2020 period. This part focuses on major principles and policy options to ensure a good
performance of industrial development.

The research is led by Prof. Dr. Mai Ngoc Cuong, Director of the Scientific Management Department.
Team members include other rescarchers of the National Economics University. The part I, Il are prepared by
Prof. Dr. Nguyen Duy Bot, Dean of The Faculty of Commerce, and Pham Thai Hung (MSc), Lecturer at
Facuity of Commerce, Part III by Dr. Phan Dang Tuat, Vice Dean of Industrial Business Administration and
Basic Construction, Part IV by Prof. Dr. Mai Ngoc Cuong.

Part 1 Industrial policy: an overview

1. The context of industrial policy

A quarter century after the Second World War was the golden age of capitalist countries. These countries
experienced a period of rapid growth, with both low inflation and unemploymént rates. This impressive
economic growth has put the Keynesian economic rﬁanagcmcnt into the most popular in great powers of the
world. _ : o _ _

However, oils shocks in the 70s made an end to that golden age. After two decadcé,_ there had been several
structural changes in the world economy. The switch of Iabour from traditional agriculture into industries and
services removed labour surplus, bought into a tight labour market with increasing 'labo_ur cost and ..t.rac.]e
union power. Investment by MNCS into manufabtuﬁng became the major form of interna_tionai capital
movements. In addition to devéloped Countries in the West, Jap.jin has developed into a main economic
power. The newly industrialized countries in East Asia hé.ve acqﬁircd the leading pos.ition in some international
markets such as garment and textile, electronics, ship building, and steel industry. These structural changés
had significantly changed the world industry. The rapid economic growth before the 70s clouded the fact that
there was a remarkable difference in economic management system among industrial countries. ThlS difference
was factualized in different speeds of adjustment towards the structural changes

In rcspondmg to these structural changes, industrial countries had to adjust their economic inanagément
system. A brave new .w,orld of monetarism aﬁd supply-side economics seemed to be on central debaie. Thc
declining competitiveness of the UK ecoﬁomy (manifested in its massive trade deﬁciﬁ) and the threatened
position of the US economy as the world leading economic power pro\;ided more incentives for capitalist
governments around the world to produce various attempts to examine alternative ways to run thc capitalist
economy, or alternative patterns of economié management, especially after the ﬁrst half of the 19805

One of the attempts to search for alternative patterns of economic management is the llterature on social

“corporatism. This literature starts with observations that some, notably Scandmavmn advanced capltallst
countries have not experienced the low economic growth with massive unemployment that has characterized

many industrial countries since the late of 1970s. These countries achieved near-full employment, combined



with low inflation, and constantly rising levels of incomes and consumption for most of the population. Still
more impressive was the fact that these countries have successfully restructured their economies in relatively
painless manner in responding to the structural changes of the world economy. Especially, this success was
achiev.ed under strong trade unions (often accused of creating rigidities in the labour market which obstruct
structural changes} and high taxation (often accused of being a disincentive to hard work and entrepreneur
activity).

The essential explanation for this impressive performance is found in the tripartite bargaining between the
centralized employer's organization, the centralized trade unions, and the state, through which the levels of
investment, wage and employment in the economy was coordinated to ensure an effective structural change
without causing high inflation and/or massive unemployment. In addition, the egalitarian wage policy, and an
active labour market policy (i.e. retraining of and migration assistance to the dislocated workers) are the
major means with which these countries have avoided social pressures (specially by the loosing groups in the
socicty) on restructuring process. )

Another major attempt to find alternative patterns of economic management is represented by the so-called
industrial policy debates. Industrial policy, despite its importance in mahy industrial countries (notably France
and Japan), and some Asian developing countries (notably Singapore, South Korea, and Taiwan) during the
post-war period, was largely ignored until the late 1970s in the English-speaking academic world.!

The Suppbrtcrs of industrial policy argue that the success of East Asian countries is essentially due to the
active role of the sia;e in fdrmulating 2 vigorous economic system which promotes capital accumulation,
ihnovation, and produétivity growth. The states in these countries exercise their interventions by direct state
involvement in the fate (especially investment and technical change) of individual industries. Moreover, they
éugue that the declilﬁng competitiveness of the US and UK manufacturing and some other industrial countries
is not only the result of macroeconomic mjsmanagcmenf but of lagging investment, innovation, and productivity
growth. Direct intervention through particularistic policy is the typical characteristic of industrial policy. This
feafurc stands in sharp contrast to the indirect and general nature of macroeconomic policy, which was the
main pillar of ﬂie Keynesian pattern of economic management.

The industrial policy, in conﬁ#st with the social corporatism literature where a lot of theoretical advance
has recently been made, has sﬁffered from the lack of a comprehensive theoretical ground. This is partly due
" to the fact that the proponehts of industrial policy argument have conce.mcd largely with practical policy
issdes, but mainly because there was very little in conventional economic theory that could justify such

policy.? In the absence 6f a sound theoretical foundation to explaih why industrial policy works, even the

The Palgrave Dictionary of Economick, one of the most influential dictionaries of economics, does not has industrial

policy asan entry. o _

* Insome recent rtsraches on industrial policy experiences of East Asian countries, authors onty focussés ot the practice
of industrial policy in these countries. :



most ardent proponents of industrial policy could do no more than describe in details how it works. Fortunately,

there have been some recent developments in economic theory that can improve this situation.

2. Theories of State intervention into a market economy: a review of literature
The role of state in a market economy has been one of the central issues in economic debates (Deane,

1989). Most economists recognize that there is a need for the state to interfere into a market economy. However,

they strongly disagree on when and how state interfere?

(1) The market-failure literature _

The most developed literatre on state intervention is thét of market failure or welfare economics. The
literature is primarily concerned with the failure of the market mechanism in equating private and social
costs and benefits, and with the possible corrections to such fallures through state intervention.

Pubhc goods is one of the most popular failure of free market. Since it is possibie for one to consume
the good wnthout paying for it, once somebody else has paid for it (i.e. non-cxcludab:hty), there is
always incentive for free-rider not to pay for the good (Scotter 1985 pp. 57-63). The possnblhty of such.
strategic behaviour means that public goods are llkely to be underprov:ded due to the free-rider problem
or the problem of collective action. The state therefore needs to intervene by taxing people and providing
public goods with the revenue.

Externalities provide anothef justiﬁcétion for state intervention. Externalities exist where there are
some splll-over effects from an mdmdual's activities to those of othcrs leading to a discrepancy between
the private cost/benefit structure and the social costbenefit su'ucture The presence of posmve (negative)
externalities means that private quantitics of the good are likely to be underptovnded (overprovnded)
compared with social optimal quantities. In principles, it may be possible to overcome this problem by
defining property rights more precisely and having negotiations between the péuties affecting and affected.
However, in many cases, it is economically impossible to do so, because of the transaction costs involved
in information acqunsltlon, negotiation, and contract enforcement

The existence of economies of scale can result in non-competitive market structure. Since non-
competitive cquiiibrium price is higher than éompétitive price, consumer sdrplus is eroded. Part of this
consumer surplus erosion is transferred into producer surplus, but the other main part is 'paséed into
deadweight loss (the Marshallian triangle). Despite of the second-best theory and the argument that state
intervention may also result in non-competitive marker structure, the existence of econouﬁes of scale

leading to non-competitive market structure is still another market failure that justifies for state intervention.

(2) The political economy of state mrervenrwn

The market failure literature justifies state intervention by implicitly assummg that the ObjCCIJVC of the



state is to serve the public interests. In contrast, the political economy viewpoints, both on the left (for
example the Marxist) and on the right {for example the Chicago school) strongly rejects this assumption.

The autonomous-state approach views that the state should be regarded as a "dynamic independent
force” (Findlay, 1990, p.195) with its own objective that is likely to be different with that of the society.
State may pursue a certain degree of autonomy, especially where no social class is powerful enough to
significantly influence or to impose its will on state decisions. Under such circumstances, state may act
to maximize state revenue.

The interest-group approach views the state as an "atena within which economic interest groups or
normative social movements contended or allied with one another to shape the making of public policy
decisions about allocation of benefits among demanding groups. When an industry is of strategic

‘ importance to the economy, this industry formulates a strong interest group. The power of this group due
to its strategic importance is likely to force the state to give decisions in favour of that industry at
expense of the others. Some Marxisté have argued that the state existence heavily depends on the
repreduction of the dominant mode of production in societjr. The state therefore has to serve the interests
of the economically dominant class in that society—that is .the capitalist class in the capitalist countries.
Under such situation, it. is not the objective of thé state to intervene to ensure the public interests.

The political economy literature goes further on state intervention debate with the theory of rent-
seeking bureaucrats. The méory postulates that bureaucrats are in no sense different from other individuals

| in pursuing their own interests. The administration system of a slafc consists of bureaucrats at different
levéls._ These bureaucréts also act under the light o.f thc invisible hand. According to Niskanen {Niskanen,

- 1973, p 22) among several variables that may éffecf the bureaucrats' decisions are: salary, perquisites of
the office, public reputafibn,' power, patronage, output of the bureau, ease of making changes, and ease
of managing the bur.eau. All except the last two items are a positive function of budget revenue. This
leads to budget maximization instead of correcting market failure as argued by welfare economists.

In short, distinct from the market failure literature, the political economy literature justifies state

intervention base on the autonomy, socio-economic structure, and structural characteristics of the state.

(3) The government failure literature -

In'many theories of state intervention it is explicitly or implicitly assumes that the state knows everything
and can do everything. In welfare econonucs it is assumed that the state has all information necessary for
social-welfare-maximizing intervention and is able to accompanish what it sets out to do. The political

i economy literature also suffers from the same proble:m.3

In fact, as market mechanism may fail, the state may also fail to achieve its intervention's objectivés.

3 In the market failure Iiterak_u.re, the expected result is improvements in public welfare, whereas in the political economy

literature, the expected result of state intervention are certain benefits for the government or its bureaucrats.



The government-failure literature has to two major strands. First, the informational argument postulates
that the state may be able to collect and process data necessary for corrections of market failures only at
costs that are greater than the benefits from such corrections. Second, in the presence of rent-seeking
activities, state intervention fnay result in certain costs to the society, which is likely to be greater than
benefits from its intervention.

In summary, the welfare economics convincingly identifies and explain how market may fail and what
kinds of interventionist measures should be employed to correct such failures. However, according to
other theories on state intervention, the market failure literature bases on a set of strong arguments on the
nature and ability of the state. Even if one does not accept the contractarian viewpoint that since the state
is a product of a social contract among free individuals, it has .no right to interfefe into the market, there
are still two questions left: (i) does the state really serve the public interest? and (ii)'can the state achieve
what its sets out to do? Various answers to the first question combined formulate the political economy
literature. Attempts to provide appropriate answers to the second guestion are the main concerns of the

government-failure theory on state intervention.

(4) A New Institutionalist theory _
As mentioned above, state interventi.on into market réSulis in certain costs that are likely to_be greater
than Benéﬁts from state intervention. However, this argument is not $uﬂ“1cicnt to conclude that the state
* cannot effectively interfere into market. ' _
The new institutionalist theory postulates that informational cbsts can be reduced ﬂlfough appropriate
- changes in the organizat.ional structure of the bureaucracy and in the values held by Vthe' tﬁembers__ of the
adm_inistratioﬁ system and the society as a whole. At the same time, the rent-seeking costs caﬁ also be
reduced through changes in the rule of political compétition and the tools of state intervention.
Essentially, the new institutionalist theory pinpoints that the market is not the only coordination
mechanism. The state, market, and other economic égenm including firms and houscholds have certain
roles as important coordination devices. The supporters of thé new institutionalist theory sees that the
state can coordinate among these different actors to hake recourse allocation decisions at costs that are
less than the market mechanism through an effective property-rights system, macroeconomic stabilization,
organizing society into large gro.ups, promoting national ideo!ogies, and coordinating complementary
investment decisions. This type of state intervention is especially attractive as it is relatively cheap
compared with other types of state intervention, including central planing. |
The proceedings of this part will focus on industrial policy asan alternative way of state intervention.
A question arises at once is that: if industrial poliby is an altefnative' way of state intérvehtioh, \;_vhich
issues of the aforementioned literature on state :intcrvcmion can be identified in the industrial policy

debate?



3. Industrial policy: an overview

As analyzed in the previous part, industrial policy is an important component of the policy set in industrial
countries and is believed to be the essential cornerstone in the impressive economic growth of NIEs generation
T'and II. Series of research by OECD in the early 1970s were first pioneer papers on industrial policy debates
in English-speaking academic world. In the UK, the industrial policy became a controversial issue with the
introduction of industrial policy programmes at the end of the 1970s by the Labour government. To a certain
extent, the industrial policy is argued to be a possible way to halt deindustrialization. The debate on industrial
policy continued in the central debate in other European countries as a response to industrial crisis in the late
1970s. However, the industrial policy debate seemed to be most hotly controversial in the US, especiaily in

the early 1980 with various papers by Harvard Business Review.

(I) The manufacturing and economic growth
Industrial policy emphasizes the importance of m:inufacturing in economic growth. The proponents
of industrial policy postulates that the US and the UK economies are deindustrializing (the. sharp decline
of industrial output and employment in the national economy) in the recent three decades due to the
necglet of the manufacturing industries. Given the strategic importance of manufacturing, this neglect is
a dangerous mistake (Cohen viu Zysman; 1987). In aclc_lition, macroeconomic adjustment measures were
probably.not enough to promote manufacturing growth as given the characteristics of manufacturing,
- aﬂocﬁtion of capital is more important than aggregate level of investment. (Reich, 1982, p. 75). The state
.the'refo_re should intervene to promotes industrial development, and if necessary using industrial targeting

- (Reich, 1982; Johnson (ed.), 1984).
E However, this efnphasis is controversial itself. The opponents of industnal policy argue that the advanced
industrial countries have movilig towards becoming post-war economics, where services are the central
activities of economic performance (Bhagwati, 1988, pp. 110-14). Therefore, intervention measures by
the government in favour of iﬁdustrics are not only necessary but also negatively affect the economy.
' 'According to Burton (1983), favouring industries \#ould block the natural-selection mechanism of the
market by hampering and even preventing the necessary reatlocation of resources towards services, and
" hence hindc'rg longm economic growth.

However, this structural change towards service activities does not happen only because people want
* more services when they grow richer, as wﬁs proposed by the some supporters of the theory of the post-
war industrial economy. The major reason for suéh a structural shift seems to be the relative cost-inflation
of services due to their lagging productivity growth (compared with that of manufacturing), rather than

a real shift towards services as income rises.
In éddi.tion, deinﬁust:ig]ization obs_éfved m some advah'c.:cd capitalist cbuntries isan uné#oidable long-

term result of differential productivity growth rates between manufacturing and services, and is not



necessarily a result of the declining competitiveness of manufacturing industries. Even successful exporters
of manufacturing like Japan and Germany have experienced deindustrialization, defined as the decline
of manufacturing employment and output (at current prices) in the total employment and output. In other
words, deindustrialization and the declining competitiveness are two different concepts, although industrial
decline can speed up deindustrialization (Rowthorn and Wells, 1987). Therefore it is not true to conclude
that manufacturing sector of one economy is in trouble only because it is deindustrializing in terms of
the above definition.

Finally, the fact that deindustrialization is an unavoidable tendency does not necessarily mean that a
country can ignore manufacturing and rely fully on service activities. This is largely because many
services are either essentially non-tradable (for instance legal services, child care, primary and secondary
education, governmental services...} or have a large non-tradable component (for example transportation,
distribution...) Therefore, a growing share of services in the national econoroy must be compensated by

growth productivity in manufacturing if the country does not want to be trapped into balance-of-payments

* probiems in the long run.?

(2} The concept of industrial policy

Industnal policy, as aforemonnoncd is a controversnal concept The experlence of Japan is a typical
example of the industrial policy debate. The opponents of industrial policy argues that subsidies and
governmental oans to the Iapanese industries are relatively small in comparison with those in some
other European countries, and industrial pohcy therefore is not the major reason for Japan success
{Trezise, 1983). On the other hands, the proponents of mdustnal policy point out that the admrmstratwe |
guidance system makes people underestimate the success of the Japanese industrial policy. The
proceedings give some viewpoints on the nature of industrial policy.

Theoretically, industrial policy has many contracting views. It can be cither general or selective in
natore; vertical or horizontal in emphasis; and positive or negative in impact. A general industrial policy
promotes or protects the wider economy whereas a selective industrial policy supports specific sectorol
winners and losers. A set of vertical policy measures targets particular industries for assistance whilst its
horizontal counterpart encourages widespread functional development in arcas such as education and
training, research subs idies. In term of impacts, a positive rndustrial policy facilitates s_trucnrral adjustment :
and fair market competition, whereas negative industrial policy discourages structural adjustment, and
hinders market competition.

The broad definitions of industrial policy were proposed by Reich and Pinder. Reich (1982), the most

10

Fl

This v:ewpomt was proposed on the observation that agnculture rarely overpass the growth rate of about 5% Except
certain breakthoughs like the Green Revolution in lndla, or Khoan 100 in Viet Nam to some extems there is almost no
breakthoughs in agricultural productivity.



prominent proponent of industrial policy in the USA includes the following items in his definition of
industrial policy: (i) favouring promising industries; (ii) human resource development policy; (iii)
developing infrastructure; and (iv) regional policy (p. 75). Pinder (1982}, a British proponent of industrial
policy regards all the following in his definition of industrial policy: (i) general industrial support policy;
(ii) financial incentives for investment; (iii) public investment programmes; (iv) public procurcment; (v)
antitrust policy; (vi) R&D supports; (vii) infant industry argument; (viit) supports for small firms; (ix)
regional development policy; (x) trade protection measures (pp. 44-52).

‘The opponents of industrial policy also approach broad rﬁeanings of industrial policy. Corden (1980)
argues that "rhe best industrial policy may be to provide an adequate infrastructure, some limits on the
power of monopolies and cartels, a education system that helps to generate the human capital for
industrial success, indicative guidanée about industrial prospects (without compulsion or subsidies),
the stability and simplicity in the system of taxation, a free and flexible capital market and a steady
move_inem towards zero sectional protection, whether direct or indirect” (pp. 182-83). In other words,

* industrial policy consists of all directions, policies, and measures to influence industries (Donges, 1980).
These broad understandings of industﬁal policy as a catch-all term are meaningful only in theoretical
analysis. Such definitions of industrial policy lead to overloads when analyzing industrial policy in
practice. _

Johnson (1984) provides more focused definition of industrial policy by stating that industrial policy
is "a suminary term for the activities of governmenrs.that are intended to develop or retrench various
industries in a nationt;l economy in order to maintain global competitiveness” (p. 7) More particularly,
industrial policy includes poiicy measures at firm level fo promote entrepreneur activities ahd policies at

© macro level to create a favourabie 'macroccbn'omic eﬁvifonmcnt for promoting business and achieving
other policy objectives. Landesmann (1992) makes a further contribution to industrial policy backgfound
by emphasizing the particularistic, or discriminatory, nature of industrial policy. Landesmann states that
industrial policy “is designed to be specific, i.e. direcied towards particular industries, firms, regions,
groups in the labour mafket.é, efc., rather than gen'eral... Implicit inindustrial policy formulation and

" execution are therefore always trade-offs between different groups, regions, industries, etc.” (p. 245).

3) A gen_érai view of industrial policy in Viet Nam
As aforementioned, industrial policy is a controversial concept that is relatively new to economists in
developmg countries, cspeclally in terms of theoretical debates. In such context, (i) does it exist a kind
of industrial policy in Viet Nam? (ii) If yes how can it be descnbcd? and (ii1) how has that industrial
policy affected the Vict Nam economic performance, especially in the Doi moi. This part only focuses
- on the second question by identifying a theorencal definition of Vlct Nam industrial policy. The other

two questmn will be the subjects of the third part
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In the particular situation of Viet Nam, the concept of industrial policy has been rarely observed in
mass media and even in academic research by Vietnamese economists. The term industrialization and
modernization is another related concept that has been very often used. In principles, the terms
industrialization and modernization includes all objectives, directions, and set of policy measures to
transform Viet Nam from a backward agricultural economy into an industrialized economy. The essential
components of the concept of industrialization and modernization are sectoral devélopmem, industrial
development, regional policy, particularly: (i) economic structure: industry - agricuiture - services; (iD)
urbar/rural structure; (iii) business structure between large and small and medium enterprises; (iv) structure
of state-owned and non-state-owned enterprises. The set of policy measures to achicve these objectives
consists of financial incentives, human resource deveiopment; R&D supports; encouraging promising
industries; and other trade protection measures.

We define industrial policy of Viet Nam is a set of directions, policies, and particular measures to
develop certain industries in order to transform Viet Nam into an industrialised economy by 2020.

The objectives of the Viet Nam industrial policy varies in line with different periods of time. Presehtly,
the major objective of the Viet Nam industﬁal policy are as follows:

| First, to promote international competitiveness of domestically produced products so that to exploit
the comparative advantages of the econdmy.

: Second, to protéct the some selected domestic markets and industries before fully integrate into the
regional and. the world economy. -

In additiori, it is impdrtant to note that the aforementioned descriptions of industrial policy in the first

part were inspired by experiencé of some advanced capitalist countries and other Asian NIEs. These

. definitions may not work in Viet Nam, whose economy is in the transition from a central planing cconomy

into a market economy. After about 15 years of the Doi moi, Viet Nam has integrated into the regional
and the global economy. Understanding of industrial policy must take iﬁto account these two features as
follows_.

In the transition into a market economy, SOEs reform has been one of the most significant challenges'
encountered the government. Most_of SOEs are allocated in industries. Therefore, the Viet Nam.industria] .
policy aims at developing the national industries means t_hat this is.the poliéy that lﬁrgely targets at
reforming SOEs. The policy measures of SOEs reform includes: privatization, 'cquitizhtion., rent, merge,
and bail-out. These are also policy measures of the Viet Nam industrial policy.

In addition, the integ'ratio'n of Viet Nam into ASEAN/AFTA, APEC, .énd the applic'ation for WTO
membership have been strong evidences for the .Viet Nam's commitments to liberalize ﬁe national
economy. Given this integration, exports are encouraged as an e_nginc'of economic growth, among the -
others, and at the same time, the trade policy éhould be neutral to impbrtatidn of goods and services. This

situation imposes a strict constraint to the government in protecting its domestic markets and industries



at least in the medium- and long-run.*

Part 2 The industrial policy of some EAST ASIAN countries and the experience
for Viet Nam

The first part of this study presenting a review of the industrial policy literature and an understanding of
industrial policy in Viet Nam has shown that the concept of industrial policy was occurred after the Second
World War when the Japanese government conducted a range of policy measures to reconstruct its badly-
destroyed cconorhy. Similarly, the South Korea started its industrial policy after the North-South war in 1953,
ending with division of Korea into the South Korea and the Socialist Republic of Korea. A little earlier,
Taiwan formulated its set of industrial policy measures at the beginning of the 1950s in a range of attempts to
obtain economic independence so that Taiwan would be able to state independent from the mainland China.
The experience of these countries have proved that industrial policy could be a wonderful pattern of economic
management when building up an economy from a low and backward background. Owing to this policy,
some countries have developed into NIEs like Korea, Taiwan, and Singapore while the others have performed
even more impressively to become an advanced industrial countries like Japan, which has been long recogmzed
as a miracte. In searchmg on these countnes experience in conducting their industrial policies, the followmg

points are most notably.

" 1. The industriai poliéy firstly aims at building up domestic industries
Startiné industrialization with badly-destroyed eéonomies, the first very guestions to Japan, Korea, and

Taiwan were to reconstruct their economies. Taiwan started industrialization with nationalization of medium
| and large firms previously owned by the Japanese éolbnies in sugarcane, energy, and oil refinery after 1949.
Smaller firms in cements, and papers industries are privdtizcd. This privatization mobilized savings by
Taiw;a'nese landlords, speeding up structural changés in agriculture. In addition, a range of TBs and NTBs
was set up to protect import substitufioh industries. Financial assistance from the US was allocated by the
government t§ subsidy importation of capital goods that were then used in import substitution firms.

After the Wdrld.Wnr H, the badly-destroyed Jabanese econbmy was lagging behind the other capitalist
. countries. Some years after the war, the US diplomatic strategy against Japan was to keep the Japanese
economy in a &ap of low groﬁvth in order to crush any protests The start of the cold war however induced the
US administration to soon convert completely its stratcgy from a hostile into a friendly and supportive one in
attempts to fight agamst the development of the Communism in Asia. The Marshall plan was especially

helpful for the Japanese industries in its reconstruction. At the beginning stages, infrastructure development,

*  Inits commitment to CEP’I‘/A_FI‘A, Viet Nam has to c'o'mpl'ete CEPT requiments by 2006. This is presently the most

'signiﬁcan't constraint on types of policy measures to promote industrial development in Viet Nam.
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industries including energy, coal, steel, and ship building were the focus of efforts by the government. A very
first framework of an industrial policy was also shaped in these periods. Within this framework, priority
industries received various supports ranging from financial incentives to other trade measures. In addition,
the importation of capital goods was strictly controlled so that the government could administratively directed
capital goods in to their selected indusfries. Prices controls over outputs of the pfiority industries were also
introduced.

The military defeat of the Japanese colonies in the World War I gave an end to a long period being an
Japanese invaded territory of Korea. The end of the war however raised a new question to the Korean
independcncc.'The two administrative areas were established according to the agreement of the Allies. The
North of Korea was managed by the former Soviet Union, the South of Korea was supported by the US. The
conflict bctWeen these two great powers soon induced Korea into a civil war (1950-53). The former Soviet
Union and China suppbrted the North, while the US, thfough its dominant voice in the UN supported the
South. The four year civ-il war was ended with the division of Korea into the South Korea and the Socialistic
Republic of Korea in the North. This division does. presently exist. The administrative system in the South
Korea (Korea, hercaftenn) is therefore largely shaped by the US. democracy

The temporary peace in Korea influenced its economy in three aspects (i) the land reform (if) the nauonahsm,
and (iii) the US financial assistance. The slavery was abolished in 1953. Landowners were forged to remove
into industries and ﬁac_iing. Strict controls over land a_llocation allowed the govemméht to freely direct
agricultural development. Various méésures in favour of industries, at ekpenée' of agriculmré induced a huge
labour mobility from the rural into urba'ﬁ areas. In the 1949-62 period, there was ﬁ'nu;ﬁber 6f more than 5
million people movéd from agriculturéi production in the rural areas into ihdilstrial activities in big #ities.

Regardiﬁg the 'nationalism,' as the cold war became increasingly hostile, and the awareness of the conflict
between the North and the South; the government developed aﬁny forces by buying weapons and increasing
quantity of army. Within a ge.ncral framework aims at building up national power in response to pressures
from the Socialistic part of Korea, industrial devel.opment was considered as the most important device to
consolidate power in the long run. From 1953 to 1958, large private corporations, that were then called
chaebols were establishéd under supjmrts from the central government. In _the 1950s, it was cxpcriehccd a
rapid growth of heavy industries, including chemicals, metallurgy and light industries like gaﬁneht and textile, -
food and.foodst.uff processing. Capital was sﬁictly coﬁtrolled by: the goveﬁment. Property alloc#téd in hands
of the individuals and organizations that were of relations with the government. The privatizatioﬁ of firms
that were previously owned by the Japanese colonies encouraged the emerge of a class of cépitalists in Korca.
Moreover, the central government strictly' controlled the society by military and other forces td centraliie
power into its hands. This political centralization .prcvcnted any opposition (Kim 'vu Koo, 1992). The inward
orientation was embodied in the concentration of Chaebols in heavy industries, especi'ally' meia}lurgy énd

chemicals. In order to promote import substitution industries the government applied a multi exchange rate,
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identifying seperate fixed exchange rates for exports and imports. Tax reduction and exemption were also
introduced to encourage the importation of capital goods.

It is important to note that Korea largely benefited from the US-USSR conflict. The weapon competition
between these two great powers brought into huge financial assistance from the US. Korea was the biggest
aid recipient country of the US administration in the 1950s. From 1946 to 1978, the US aids amounted to
USD 6 billion, where the aids for Africa, Latin America were USD 6.89 billion, and USD 14.8 billion,
respectively. In the 1950s, the value of aids was equal to 5/6 of the total imports, accounted for 75% the total
investment value into fixed capital, especially infrastructure development, and approximately 8% of GDP

(Hart-Landsberg, 1993).

2. Successful transformatlon from the mward industrialization into the outward industrialization at
approprlate t:me was essential to their industrial policies

This is the distinct pomt of the East Asian countries compared with Latin American economies. The 1mport
substltutlon wias ﬁrstly introduced in Latin America in the 1930s. Brazil was a typical example of the failure
of import substitution. After the mdependence, the Vargas gdmmlstratlon centralized economic activities and
crushed any political opposition. Mass media were subj.ect to complete control by the government. Strikes
were strictly_ forttidden. Certain industries such as metallurgy, mintng were selected as prioritics. Industrial
output growth rate was'.annually 11.2% in the 1933-39 period.

Under the Kubttschek presndency, emphasis was contmual]y given to domestic industries. A range of TBs
and NTBs was set up to protect these infants. The 1mp0nat10n of goods that were domestically produced were
either forbtddet_t_ or adn_umstrattvely controlled. Exports of agricultural products were the only export item
that was pr.omoted by the govetnment. Foreign exchange from those exports was then used. to import capital
goods for import substitution industries. The major objective of the Kubitschek presidency was to achieve an
- economic independence through sufficient economic growth rate, poverty eradication in the rural areas, and
raise in per'c.dpita income (Kemp, 1983). At the beginning, this import substitution brought in impressive
growth of some selected industries. From 1957 to 1961, industrial t)utput increased by 62%, that of certain
industrics hke rnetallurgy by 500% (Hewm 1992)

However, economic growth of import substttutton industries at the beginning stages did not enough to
sustain long-term growth. As the mdusmal structure was directed to metallurgy, investment into industries
was inefficient. Stlbsidies to import substitution industries and infrastructure development programmes led to
a large budget deficit. Heavy 1mp0rtatton of capttal goods and dependence on foreign intermediates resulted
in fundamcntal balance-of-payments deficit. The 1mport substitution was targeted to achieve economic
. independence. However’ that also led to other kinds of economi_c dependence as import substltutlon industrics
heavily depended on 1mportatton of other mtermedlates

In addmon mdustnal development was not adequate to absorb increasing labour force, leading to massive
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Table 1 Policy measures to facilitate industrial development in Japan, Taiwan, and Korea

Japan South Korea Taiwan
Reconstruction after the war
_ (1946-48)
Quotas on imports of raw
materials/WB loans/price controls
Restructuring industries After the civil war Import substitution
industrialization

(the first half of the 1950s)
Import subsidization on
machinery, equipments/loans of
the Japanese Bank for
Development /tax reduction and
exemption

© (the 1950s)
Facilitating import substitution
industries/subsidies though
quotas/doubled exchange
rates/tax reduction and exemption
for imports of machinery,
equipment, and raw materials

(the first half of the 1950s)
Restructuring key industries
(sugar, cement, '
fertilizer.. )/cncouragmg textile
and garment though quanmauve
constraints

Facilitating industrial
development '
(the second half of the 1950s)

Tax protection for textile and -
garment, refinery, electrics,
electronics/selective fiscal and
monetary policies (bank loans,
allowances, tax reduction and
exemptmn/encouragmg adopnon
of new technologies

Transition into export
promotion
(the second half of the 1950s)
Fostering key _
industries/encouraging textile and
garment, and agncultural
processing.

High growth Return-orientation into export Export promotion
Cn : promotion '

(the 1960s) (the 1960s) " (the 19605)
Developing an open Economic growth - Anractmg foreign investment
economy/cooperation between the priority/attracting foreign (both borrowing and
state and the private sector investmnent (mainly though FDL/developing the private
/readjustment of investment borrowing/encouraging export sector/Establishing EPZs/tax

structure/increasing cooperation
among industries/implementing
sectoral development
programmes (special policy
measures to encourage electrics,
and machinery manufacturiog)

processing /tax
exemption/developing key
industries though the state
intervention and R&D SubSldleS

- reduction and
exemption/facilitating trade

compames :

Stable growth
(Iffom the 1970s)
Vision plans/market

- mechanisms/developing hi-tech,
and knowledge-based industries

Export promotion for heavy
industries, chemical industries
(the 1970s)

Strateglc plans for heavy and
chemical industries/controlied
financing/low interest loans for
heavy and chemical industries to
develop export '
manufactunngs/developmg the

_ private sector

- Export promotion for heavy
industries, chemical industries
_ ~ (the 1970s)
10 official development plans for
SOEs in steel, petroleum, and
ship construction/Social
investment fund .

Liberalization of heavy and
_chemical industries
(the 1980s)
Econoinic
liberalization/privatization of
some selected public
enterprises/deregulating foreign
capital flows/encouraging SMEs

Encouraging hi-tech industries
(the 1980s)
Formulating strategic - .-
industries/tax reduction and
exemption for electrics, and
machinery manufacturing /low
interest loans/developing

- automobile industry
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unemployment. According to Schelling (1992) this massive unemployment was the combined result of (i)
encouraging capital intensive industries; (i) labour mobility from the rurat into urban areas induced by income
gap. Nationalization of a large number of enterprises in the early 1960s worsened economic growth, Economic
difficulties led to a military coup in 1964.

The experience of Brazil has shown that sustaining an inward-oriented industrialization for a long period
of time was an essenﬁal reason leading to the failure of import substitution strategy. The import substitution
strategy was theoretically appropriate for industrialization of backward economics. The central and the most
difficulty was that the government failed in removing encouraging measures applied for import substitution
- industries at appropriate times. Like Brazil and India, Japan and other NIEs also aimed at building up priority
industries at the beginning of their industrialization. However, Jupan and other NIEs were successful in
transforming from an inward-oriented into an outward-oriented industrialization in the second haif of the

1950s (for Japan and Taiwan) and in the early of the 1960s (for Korea).

Table 2 Export prombtion policy measures in Japan, South Korea, and Taiwan

Japan South Korea Taiwan
Restructuring industries After the civil war Import substitution
: o S . industrialization
. (the first half of the 1950s) - (the 19505) (the first haif of the 1930s)
~ Financing, credit subsidies for Export promotion implementing at Developing key SOE/US

export manufacturing/Japanese

Bank for Export and Import/tax
reduction and exemption/export
insurance/JETRO

the same time of import

* substitution/export encouraging

fund/trade financing, and other
subsidies

_aid/quota protection/double

exchange rates/two-level price
system .

Encouraging industrial
development
(the later half of the 1950s)
Ship exports/low interest loans

- Transition into export
promotion industrialization
(the later half of the 1950s)

Exports of rice, sugar, and
agricultural processing products
exports/exchange rate regime
reform toward export promotion

High growth

(the 19603)
Economic deregulation,
international competitiveness
improvements/low interest
loans/foreign market

development /reforming JETRO

Return-orientation into export
promotion
- (the 1960s)

_ Encouraging the private sector in

export manufacturing/direct -
financing and subsidies/low interest

loans/tax reduction and

exemption/encouraging exports of

light industries/founding KOTRA

Export promotion

(thc 1960s)
Spectal loans/export _
crediYEPZs/encouraging trade
companies/tax reduction and
exémption/enacting of the law
on investment/attracting foreign
investment

High growth of export industries
(the 1970s)

.Léw interest
loans/EPZs/devaluation/Korean
Bank for Export and Import/ VAT

Growth of export industries

(the 1970s)
SOE rcforms/cxport
insurance/mid and long term
loans of the Taiwanese Bank for
Export and Import

Trade dispute settiement

(thc 19803)

_Voluntary export
. constra.lnts/swntchlng mvcstmem

into the United States/deregulating

market distortions
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During the second half of the 1950s, Japan experienced several technological changes. A framework of an
industrial policy was proposed to expand existing enterprises, restructure declining industries, and encourage
new industries. The objective of the industrial policy was dual: import substitution and expert promotion. On
one hand, priority industries including composite textile, oil refinery, machinery and spare parts, electrics
benefited from diversified encouraging measures, especially financial incentives (tax reduction and exemption;
low interest loans), subsidies for importation of technologies, and exemption of antitrust. On the other hands,
the Japanese government actively implemented inotitutional reforms in favour of ekports. At that time, the
MITI played a central role in running a coordination mechanism among private associations to promote
EXports.

In 1960 the Japanese government announced a plan aimed at trade liberalization, transforming from
protection into free trade, with removal of foreign exchange controls anan joint OECD and started foreign
investment liberalization in 1964. Up to 1967, international capital flows were free. In the presence of vigorous
trade liberalization, the objective of the industrial policy was to compensate industries that were affected by
trade reforms. Instead of vertical policy me'asures used to protect domestic industries, the J apanese govemment
1ntroduced a set of honzontal measures. These measures were aimed at encouragmg honzontal development
of all mdustnes basncally by infrastructure development educatton and training, promotlon of inter-industries
cooperatlon, cooperauon between the state and business community. At the same tlme, certain vemcal measure
were still bemg used in limited industries such as automobile and oil refinery, that were considered of _st:ategic
importance. However these vertical measures were .not as effective as in the ptetfious periods. The Japanese
industrial policy was eharaetemed by the old saymg that the government is not a farther but a brother of the
business commumty As a result, the Japanese industries experienced a miracle growth under a liberalized
economic system. '

The shift from an inward-oriented industrialization into an outward-oriented strategy in Korea was about a
decade later than in Japan. In the early of 1960, while the Japanese govemment introduced a set of horizontal
measures to influence industrial development, the Korean military government kept using vertical measures
as major policy toots of the Korean industrial policy.

After the military coup in 1961 the Pak Chung Hy adrmmstratton heavily centrahzed cconormc actlvxttes
by nattonaltzmg the banking system and mtenswe use of adtrumstratwe measures to mtervene mto mdustrlal
.development Due to the complete state control over banking activities, the Korean government directly
allocated scare credits to industries that were considered as priorities. At the beginning of the 1970s, increasing
wages induced the government to ration credits for export-oriented .heavy industries. Chemicals, ship building,
and steel industries captured most of those credits at that t'i.me (Amsden, 1989). The 'perce_nta'ge of heavy
industrial output increased from 14% of the totol exports in 1974 to 60% in 1984 (Hart-Landsberg, 1993). In
addition, the Korean government continued to ration credits to chaebols. This administrative allocation of

credit strongly encouraged expansion of chnebols, especially in the priority heavy industries. From 1972 to
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1979, the percentage of firms under possession of chaebols increased from 7.5% of the total number of
enterprises to 25.4%. The growth rate of chacbols was annually 44.7% whereas the GDP growth rate was
10.2%

- Furthermore, the government tightened controls over foreiga debt by enacting the Foreign Debt Management
Law in 1962. Any illegal transfers of more than USD1 million were subject to at least 10 year in the jail or
even dead penalty. The Economic Planning Board of the government directly manage foreign debt of the
private sector. EPB decided who were able to have access to foreign borrowing in international financial
market. Moreover, foreign investment was also strictly controlled. The percentage of the Korean partners in
foreign-invested projects were constantly increased. Although some measures toward foreign investment
liberalization was introduced after 1972, it was not until the eariy 1980s that wholly foreign-invested projects
were allowed.

In order to promote exports, the Korean government devaluated Won for several times. In 1960, Won was
devaluated by 50%. Further devaluation of Won in 1963 and also in the 1971-72 period were significantly
improved the Korean international competitiveness of industrial products. Acéording to the World Bank, this
was one of the moSt significant achievement of th_e_Koréan goveﬁ_ment towards steadily removing protection
measures by export promotién {World Bank, 1993).

Information cxr;:hange between the state and business éommunity was also encouraged as important
component of the Korean industrial policy. KOTRA was establish_ed to prombtc exports'. KOTRA activities
were significantly expanded in the 19703. At the late of the 19703; the Korean government steadily substituted
their vertical measurés by”pther_ horizontal :ﬁeasures to intervene into industrial de#elupmcnt. At the early
1980, the major intervention pattern of the Korean government into industrial dévelopment was the state
control over financial institutions to finance export manufaf:'turing.

" In the case of Taiwan, export promotioﬁ was put into the play in the late of 1950s. Various trade liberalization
measures were introduced since 1958. The multi exchange rate system was replaced by a single exchange
rate policy. Foreign investment was actively attracted at the beginning of the 1960s. Export manufacturing
‘was selected as the pﬁoﬁty. Expoﬁ-arientcd industries were subject to various financial incentives, including
tax reduction and exemptio'n, especially preferential credits. -

- The most significant of tl_ic Taiwanese industrial policy was the active role of export processing zones
(E.PZ). EPZ .was‘ﬁrst' introduced in the Netherlands, Taiwan was however considered as the most successful
story of EPZs. Unlimited efforts to infrastrﬁcture development programmes, tax reduction and exemption
measures, simblé administrative procedurés of EPZs were brought into booming growth of gar'mcnt and
textile, food and foodstuff processing, other light industries, electronics, and spare parts industries. Taiwan
itself could.be considered as a huge EPZ. The distinct feature between the Taiwanese and Korean
iﬁdustrializ_ation was thc_ir different priority towards business scales of the private sectors. While Korean

chaebols that were of very large scale in a diversified industries were encouraged in Korea, the Taiwanese
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government mostly facilitated the development of private SMEs. In addition to this large number of SMEs,

some corporations of {arge scale in carefully selected industries were also developed.

In the early 1970s, the Taiwanese government continued to encourage export-oriented industries. Ten large

investment projects aimed at infrastructure development were introduced in 1973. This was apparently an

evidence of a horizontal measures in the Taiwanese industrial policy. Exported-oriented heavy industries

such as steel, chemicals, ship building were then developed by intensive investment from the state. This

emphasis was resulted in economic difficulties in the late of 1970s due to the second oil price shock in 1979.

Part 3 the practice of the Viet Nam industrial policy

1. The Viet Nam industrial policy in the 1954-1989 period

(1) An overview of the Viet Nam industrial policy in the 1954-1989 period
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1.1 The Viet Nam industrial policy in the 1954 -1957

Three months after the birth of the Socialist Repubhc of Viet Nam in September 1945 the national

independence defence started against the French colonies. The Geneva Treaty in 1954 established

“peace in the North and the division of the country into the North and the South of Viet Nam. Since

then, the Viet Nam industrial policy was completely different m the Norttt and the South of Viet Nam.

The Northern Viet Nam was developed into.a central planing economy under helps of the other
socialist countries leading by the formet Soviet Union On the other hands, the Southem Viet Nam
was directed under the US influences. A kind of war-servmg economy was steadlly established since
1960. In other words, there were two kind of types of industrial development in the North and the
South of Viet Nam in this period.

The industrial devetopment in the 1954-57 was characterised by ownership transformation though_
nationalizing properties previously owned by the French colom’es and also. the Vietnamese private

entrepreneurs. The effective nationalization and collectivization in this period resulted in the three

- major following types of ownership (i) state-owned enterprises; (ll) collectives; and (iii) mtxed

'ownershtp between the state and the private.

In effect, industrial development in this begmnmg stage focussed on estabhshmg domestic mdustnes
dominant by the btate ownership. Nauonaltzanon and collectivization were the two main type of

industrial development. There was almost no new investment into industries.

1.2, The 1958-1960 period

The first three year reconstruction pian led to very first foundations for industries. This plart aim_ed
at (i) transforming the type of ownership of previously-established enterprises into the state control§

(ii) receiving assistance from the other socialist countries to build up economic independertce; {ii1)



centralizing control over industrial development.
1.3, The [960-1965 period

This period marked the very first significant steps of industrial development. Under assistance
from the other socialist countries, some important industries were basically built, especially heavy
industries. This was the period of import substitution which aimed at developing heavy industries in
order to obtain ambitious economic independence. Industn'ﬁl development at that time was characterised
by (i) prompt development of industries with building and operation of a large number of heavy
industrial enterprises like metal manufacturing, mining, energy, and mechanical manufacturing; (ii)
industrial development without concentration and diversification of technologies from different sources;
(iii} industrial development was however not be able to meet requirements of economic reconstruction
under ambitious objectives; (iv) centralization of state control over industries

1.4. The 1965-1975 period

In response to the national independence defence, the US colonies heavily bombed the North in
attempfs to make an end to the communist force led by Ho Chi Minh. The newly-established enterprises
were the targets of bombi.ng by B52 and other mass killing weapons. Some enterprises were removed
into secure areas in the Northern mountainous provinces, but most of factories were closed. Industries
were directed towards defence to provide foods, weapons, and other material for the war. The stamping
distribution sys.tem was introduced in response to economic difficulties, especially to scarcity of

~ consumer goods. |

1.5. The 1976-1989 period

| The compietely destroyed industries in the North was a little pért of expense that Viet Nam had to
pay for its independence in 1975. The liberalization of the country from colonies gave an important
question of industrial development in both the North and the South of Viet Nam. During the war,
industries in the North were dévelopcd under the ceatral planing model, whereas industries in the
South were built under the US assistance, and hence the free market mechanism with priority on
ser_vices'and consumer goods.

Upo:i this question,'.therc were two viewpoints as (i) continuing to develop industries in the South
without no signiﬁcant changes; or al_temﬁtively, (ii) transforming industries in the South in one uniform
development strategy set up by the industrial development in the North. Given the political will at this

-. time, transformation of the types of ownership was essential component of the revolution. The second
alternative was therefore put into the fact with almost no protests.

As a result, industrial development in this period, like in the 1954-1960, was characterised by
ccnﬁ'alization'of industries in all part of the countries so that to make the state ownership the dominant

~ actors in ééonomic reconstruction aftér the war. This period revealed (i) private small enterprises and

: hOuScholds were alive as dynamic economic force, under strong discrimination; (ii) nationalization
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2)

and collectivisation were simply administratively forced, and therefore led to decline in both productivity
and efficiency; (1ii) economic co-operation with the other SEV countries brought into favourable
conditions and a lot of financial and technical assistance for industrial development in the very first
time after the national liberalization. J
However, at the late of 1970s, the other socialist countries had shown weaknesses due to the central
planing mechanisms. Less assistance from the other SEV countries made difficulties for Viet Nam.
Investment into heavy industries in the 1960s were proved to by a waste of the most scare resource for
economic reconstruction after the war. As a matter of fact, the end of wars often give opportunities for
high economic growth. Thié'observation was unfortﬁnately not true in the case of Viet Nam.
Economic difficulties in the 1980s r)ut Viet Nam into the question of reforming or collapse. The 6th
Party’s National Congress in 1986 made a very cornerstone in the I.1ist'ory. of Viet Nam as a. country.
This was the end of the central .planing model as the dominant system regulating economic life and
other activities. The transition into a market mechanism with the socialist orientation was recognized
as the ultimate strategy of the new Viet Nam in the Doi moi process. Official recognition of a multi-
sectoral economy under market mechanism gave a new life to the Viet Nam indus&ies.
The general comments on industrial development in the 1954-1989 per:od
Industrial development of Viet Nam in this period was chamctenscd by the followmg pomts

- First, industrial development aimed at import substltuuon in attempts to build up economic

independence. This was unfortunate that industrial enterprises that were diversified, underdeveloped,

and mis-invested were not be able to provide this economic independence, Industnal development at

that time was largely promoted by forelgn assistance from the other socnalrst countnes

- Second, the close door policy to the non-socialist world prevented technologrcal diffusion and

international capital movements.

Third, the centralization of the state control over industries as well as the other economic activities

resulted in a strongly biased and discriminatory economic system in favour of the state-owned enterprises.

2. T

The autonomy of enterprises were so limited that many SOEs are presently sl.owly-moving.

Fourth, as industrial development was isolated from consumption, industrial development was

essentially passive and far from the demand of the society as a whole. -

he industrial development and industrial policy in the 1990-2000 period

(1) The industrial production in the 1990 -2000 period
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1.1. The situation of industrial structure
o, The sectoral structure of indusirial development
There were some industries that received encouraging measures from the government including

oil exploitation, energy, coal mining, steel, and chemicals. These industries were reorganized by



the general corporation 91 model, protected by trade barriers, and were subject to credit allocation.
Foreign direct investment is also attracted into these industries by encouraging incentives. In addition,
certain light industries that are export-led were promoted such as footwear, textile and garment,
agricultural and aquacultural processing. These export industries have impressively grown up to be
major export items of Viet Nam in this period. At the same time, there were newly-established
industries like electronics, automobile, motorbike, electrical components were developed. These
industries seemed to be most attractive to FDL

This industrial development has brought into a new sectional structure in industries. This significant

change is represented in table 3.

Table 3 Sectional distribution of GDO contribution (percentage)

Industries 1990 1995 2000 (estimated)
Energy 110 8.8 19
Electric 75 63 6.3
Food Manufacturiﬁg 326 31 3.2
Construction materials 7.1 10.2 103
Other industries _ als _ 337 _ 332

Source: MPI at Conference on the development sirategy of Vietnam in the 21st century

~» - The decline of mining in GDP t:qntribution.was largely due to rapid increase of the other
manufacturing. A'mbng the others, mining, oil exploitatibn has been of the most importance in
terms of GDP contribution. The promising prospect of oil exploitation and refinery would favour
some related indusn‘ies.such as fenilisgrs, chemicals, electricity and gas.
. Manufacturing that are of the most important position in industrial development include:

- Agricultural, aquacultural, and forestry processing industries had the highest GDP
contribution. In addition, rice, coffee, téa were also important export items of this group.
Given significant GDP percentage, these industries produced however crude or semi-processed
export items. A remarkable perceﬁtage of output was exported into intermediate markets for
.funlher'proceé.sin'g. Oniy about 30% of agriculturalr exports were process'cd.k

- The labour intensive industries like footwear, garment and textile, food and foodstu{{
processing accounted for about 40% of industrial output. These industries have been attractive
to foreign investors as well as the domestic private sectbr. These industries have been widely
commanded for their job. creation and their largest export value.

- - Skilled labours were attracted into the newly-established industries like electronics,
automobile... These industries have been however isolated with the other related industries

- such as component production, and not able to integrate into the regional processing network.
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*  Energy and water supplies were the priority of the government investment in recent years.
Although these industries accounted for only 6% of industrial GDP contribution, the expansion

of energy and water supplies network has played a significant role in encouraging industrial

development throughout the country,

b,  The regional structure of industrial development

Table 4 Regional industrial structure ( %)

Regions 1990 1995 2000 (est.)
Regionl : 13 provinces in Central North 5.0 4.34 - 383
Region2 : 15 provinces in Red River Delta and Central North. 20.79 2226 2325
Region3 : 10 provinces along the coast in the Central Viet Nam, - 132 5.96 591
Regiond : 3 provinces in the Central Highland. ~ 051 0.63 0.58
RegionS : 8 provinces in Eastern South 4331 4982 50.65
Region6 : 12 provinces in Cuu long River Delta. _ 15.58 5.15 549
Other regions _ 7.4 5.15 549

Source: the MPI

<,
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There has been a s:gmﬁcant imbalance in terms of regnonal development, espec:ally among the
four regions: the Northern mountamous the 10 coastal provinces in the Central the nghlands and
the Mekong River Delta provmces Encouragmg economic actlvmes in these regnons is the major
content of poverty eradication. A range of financial incentives and assistance has been given to
these areas. The underdeveloped mfrastructure system, low literacy however preventing these regions
from rapid economic growth. In contrast with poor industrial performance in these regnons, region
2 and 5 that accounted for about 70% of industrial output have most significant contributed into
industrial development. This rapid industrial growth led to further imbalance in regional development.

The ownership structure ' '

As aforementioned, changes in types of ownership was the most tjpical feature of industrial
development before 1989. This was also true in the 1990-2060 period. The SOEs reforms were
probably the most important policy measures towards industrial development in this penod The
establishment of the general corporations accordmg to DCClSlOII 90 and 91 of the PMon 07 March
1994 restructured SOEs operating in industries from a number of 2,782 SOEs in 1991 down to
2,010 in 1996. The number of collectives was also sharply reduced from 32,034 in 1988 t0 5,723 in
1992 and 1,729 in 1995,

This period also experienced rapid developtnent of the non-stetc sector, including the Vietnamese
private, foreign-invested, and other m:xed owned enterpnses The number of pnvate enterpnses

increased from 770 in 1990 to 959 in 1991 and to 5,152 i in 1995 Up 1o 1996, there was a number of



about 8,000 private enterprises, and over 200 joint stock companies.

This ownership changes resulted in remarkable adjustment of industrial output contribution,
characterised be constant decline of the percentage of the SOE industrial output in the total industrial
output. Whereas the growth rate of industrial output of the non-state sectors increased from - 4.33%,
-0.7% in 1989, 1990, respectively to 7.48% in 1991 and 16.88% in 1995. The annual growth rate
of collectives - 28.79%, while that of the private enterprises and household industrial production
grew at 47.8%, and 12.13%, respectively.

In the 1990-2000 period, the foreign-invested enterprises grew at 22.28% annually. The industrial
output of this area increased from about 10% in 1990 up to 31.82% in 1998. The estimated percentage
was 35.85% in 2000, making a reduction of domestic industrial output from 90% in 1990 downwards
to about 64 % in 2000.

Table 5 Economic sectional industrial structure (percéntage)

Economic sector - 1990 1995 1998 © 2000

Stated company o 588 - - . 5029 46.18 43.72
Non-stated company 31.13 24.62 22.00 20.42
Foreign investment ' " 999 25.09 31.82 35.85

Soagrce: the MPI

1.2, The structural change towards export manufacturing in industrial development
. Before 1992, the main export items were crude uil; garment and textile that valued about USD 750
million. In 1998, the export value was fourthfold up to USD 4,500 million. The foreign-invested -

enterprises contributed about 21% of the total exports in 1998,

Table 6 Main export items in the 1992-2000 period (million USD)

1992 ° 1993 1994 1995 - 1996 1997 1998 1999 2000

Crudeoil ~ 806 844 87 1033 1346 1432 1250 (675 2000
Garment ~ 221 - 335 554 . 847 1150 1349 1350 1500 1800
Footwear 168 68 115 280 530 965 960 1100 1500
Blectics 0 0 0 20 100 450 480 650 750
. Coal 62 52 75 8 14 110 100 100 100

Source: the GSO and the Ministry of Trade

Export processing zones, and industrial zones and/or parks were introduced to attract resources,
. especially from MNCs to promote export manufacturing. Up to 1998 there was a number of 67 EPZs
and IZs have been approved by the government. In this number, 38 EPZs and IZs are located in the
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South, 173 in the North, 7 in the Central of Viet Nam. However, only 16 EPZs and [Zs were invested to

develop new infrastructure system, notably traffic, water and energy supplies, telecommunication,

and 35 in the total of 67 EPZs and IZs have received foreign-invested projects. It is also important to

note that only 21.7% of the total surface in these EPZs and IZs are now being rented. Although these

figores do not show an impressive contribution of EPZs and IZs as means of attracting foreign capital,

these areas are presentty in use of over 100 thousand of workers, and accounts for about 11% of the

total export revenue.

(2) Assessment of industrial development and industrial policy of Viet Nam in the 1999-2000 period

26

2.1

a.

A general assessment of the Viet Nam industries

Backward technologies, that are under-ultilized, generating low productivity

The average level of technological development is about 20 or 30 year out of date. Approximately
70% of technologies are of backward or avefagé levels. In comparison with the other developing
countries, the technological develbpment is a little lower than the average level. Accord_ing.to some
specialists, the speed of technological hpgrading by domestic enterprises is about 7-8% afinuélly.

On the other hands, FDI has not yet significantly contributed to the process of technological transfer.

" Domestic R&D expense for basic and applied studies are extremely low compared with the other

advanced industrial countries. There has Vbecn apparently lack of skilled workers and professional
managers. ' _

In addition to technolo.gical backwérdness, the sfate of undg-r-ultiliziation of 'capac ity due to the
lackage of material inputs or outpu.t markets was énqthér problem in industrial de{.'elopment. Although
a various fange of measure aimed at SOEs reforms have been ‘introduc.:éd, the state-owned sector
was still of low efficiency. About 30% of SOEs are loosing. Mining and other labour-intensive
industries have played a dominant role in economic growth.

As a result, the ratio of value added by industrial production was relhtively low (estimated about
20%). Energy consumption in industrial production is 1.2 or 1.5 times higher than that of the other

neighbouring countries. In comparison with the Philippines, whose productivity is the lowest in

- ASEAN-6, its productivity is still 3 or 4 times higher than that of Viet Nam. Low productivity,

backward lechnologies obviouﬁly brou'ght into low quality of industrial products, and therefore low

international competitiveness. .

Cbmpared with the other neighbours the competitiveness of indusrﬁal products are low, even_. in
the domestic markets .

In terms of competiti#cness, industrial products were classified into three categories..The first
group includes industries that are of relatively strong competitiveness. These industries were footwear,

non-iron materials, and other non-standard equipment's. These industries are however essentially



labour-intensive. Taking advantages of the Viet Nam comparative advantages, production capacity
of these industries have been rapidly increased due to FDI flows and other investment sources by
the domestic private investors. The second group is of average competitiveness. This group consists
of most presently important industries of Viet Nam such as garment and textile, electronics, paper
and ceramic products, hardware and software production, beverage, milk and vegetable oil
production, ores mining. The protection pressure often comes from this group. Finally, the group of
low competitiveness which consists of mainly steel industries.

Due to this relatively low competitiveness of industrial products, domestic producers have
encountered the danger of loosing markets even in their own country. The period from 1990 to
1995 was backed by a switch of private savings into consumption. The second half of the 1990s
w;as however not backed by such switch. Although trade protection measures have been only steadily
removed as Viet Nam further integrates into the rcgionél and global economy, imported products
have been good alternatives for both intermediate and final consumption of industrial products due
to low quality, and poor marketing efforts by domestic producers. In addition, smuggled goods,
especially from China, Laos, and Cambodia due to poor market management and customs have

. brought .into extremely difficulties for domestic producers of the same products. Mass importation
of Chinese motorbikes, both legal and.illegal in the late of 2000 was a \}ery good example of
suiuggling. _

c. Hea@ dependence on impo.rrarion of inputs while domesﬁcally-produced materials are not fully
exploited. |

Rapid growth of the foreign-invested enterprises and some new hi-tech industries led to heavy
dependence on the importation of intermediate materials for production in the domestic market. In
most foreign-investmed enterprises, this importation is often over-invoiced in attempts to tax reduction
or even evasion. This dependence on imports of intermediate goods was largely due to the
underdevclopcd materials iﬁdustrics. This again shows the isolation of industries producing final
products from tﬁe industries that provide.i.nten.nediaté inputs.

While industries are heavily depends on foreign ihtermed_iates, natural resources have been
iﬁefﬁciemly exploited. The exports of raw material or semi-processed materials resuited in both
low'value added and cxhaﬁstion of natural resource reserves.

+ 2.2, Assessment of the Viet Nam industrial policy

a.  The industrial structure pblicy
+ The 3écrional structure _

Thé survey conducted by authors of this research aimed at questioning senior officials at
policy making authorities. 97.,2% of surveyed specialists supposed that the current industrial

sectoral structure was in imbalance. On one hand, there was a diversified industrial structure
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with almost industries that one can observed in any other countries. There is however none
industries that are of strong competitiveness, even in the domestic and neighbouring markets,
say nothing of other international markets. On the other hands, the past emphasis on heavy
industry has shown inefficient, and a waste of resources. This was absolutely a misleading strategy
that have significantly influenced the ability of industries to restructure.

The scale structure

Small and medium scales are mostly observed in Viet Nam industries. There is a small number
of large scale enterprises. However, this limited number has been struggling in restructuring
towards improvements of efficiency. More than 90% of industriat enterprises are of small and

medium sizes. The transform of ownership has resulted in very rapid establishment of a large

* number of private enterprises, both domestic and foreign. As a matter of fact, most of domestic

private enterprises are of small sc.ale. In addition to this number, there are millions of households

that have involved in industrial production by prov:dmg components spare parts, or other non-

. standard products. This kind of mdustnai activities is especnally popular in the rural areas, where

other large enterprises-located in the hubs cannot reach, at least in terms of proﬁtablhty. The
survey has re'.'ealed that 97.2% of _the surveyed speciﬂists supposed that there would be stronger
encouraging policy measures to promote the groevth of privaie small and medium enterprises.
69.4% of them further argued that small and medium enterprises that operates in the rural and/or
mountainous areas should received special treatments. This would be an important factor to
restructure the currently imbalance industrial structure, especnally among areas thought the
countries. This would also relea:.e pressure of labour mobility i into cities that have been a problem
of recent urbanization.

The structure of ownership

The official recognition of the existence and long-term development of the private sector by
the Constitution 1992 was the ultimate foundataon for the development of private enterprises in
mdustnes Their impressive perfomlance in the Doi moi process provide strong evidence for the
effectiveness of this strategy. This also induce further supports to the pnvate sector so that all
enterprises regardless of the types of ownership are able to oompete in a level playﬁeld. In the
survey, 85.7% of the surveyed spe'cial.i.sts argued that there should be moreencouraging policy
measure towards private sector developfnent. Whereas only 14.3% considered the possibility of
constraining the private sector in favour of SOEs as a reasonable strategj. -

The institutional structure of industrial enterprises

The centralization of industrial development in the past periods continues to influence the
institutional structure of industrial enterprises. Most of enterprises are orgenized in relative isolation

with the other related enterprises. This was justified by mdepehdetice of business plahning. This



inward orientation of industrial enterprises in terms of institutional structure has prevented
enterprises from specializing into their most effective businesses.

The responses of the surveyed specialists are however diversified. 43.3% supposed that there

. was verj« little possibility for effective performance of inward-oriented enterprises, whereas 33.3% .
argued that a fairly good possibility exists for impressive performance. The remaining 23.3%
supported this type of institutional structure.

In fact, the current institutional structures of 90, 91 general corporations were probably
characterized by this inward orientation. This orientation is only likely to exist due to the presence
of monopolies of these corporations in their business fields. This type of institutional structure
would encounter difficulties as these corporations would soon restructure to adjust to integration
of Viet Nam into the regional and the world economy. Over 90% of the surveyed specialists
agreed that the establishment of the 90, 91 general corporations have been of poor performance.
This finding raises intcrcstiﬁg question for future development of these corporations.

The selection of products in industrial development
Due to the ambition of building up economic independence, heavy industries were encouraged
for a long period of time. Heavy industries therefore absorbed most of investment into industrial
development. Given the scarcity of resources after the war, this misieading investment strategy led
to unaquadate attention to light industries. Consumer goods which are of strategic importance to a
poor agricultﬁrﬂ economy was almost forgot. Heavy industries were considered to produce import
substitutibn. 91.7% sdpposed that the crﬁphaéis on heavy industries was completely misleading.
- While 86.1% argued that mineral mining were over-encouraged by various investment projects.
| The subjects of industrial development
85.3% argued that the government should play a leading role in industrial development . Investors
ranked at the second. It suggests that the government should take its very important role in planing
and managing indus.triél dévelopment.
The blahing role of the government should not overlap the role by enterprises in doing their own
“businesses. The development of industriés themselves depends on enterprises operating in the play.
The fact of industrial development has shown that non-SOEs and the foreign-invested enterprises
have experienced higher growth rates, created more employment than those of SOEs. Measures to
encourage non-SOEs should be included in building up an industrial policy for Viet Nam in the
ncaf future. |
. The selection of irade pariners
The close door policy before the Doi moi brought into héa.vy dependence on the former socialist
countries in terms of intemationai economic refations. This trade discrimination was implemented

as one policy, among with the others aimed at cconomic interdependence. It was however
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deconstructive for industrialization of the economy at that time.

The open door policy led a long-term foundation for developing bilateral and multilateral trade
relations with all countries in the rest of the world. This has opened huge opportunities for industrial
development. The survey pointed out that 94.3% of the correspondents support multilateral trade

relations, especially with (in a order of increasing importance) the USA, Japan, and EU, China,

ASEAN, Western Europe, and Korea.

Policy measures to promote industrial development

Without effective policy measures, the industrial poliéy would play in vacuum, and therefore
were of no uses. 14 policy measures proposed in the survey were considered as important and
appropriate, especially financial incentives (credit, taxes), education and training, information

provision, technological development (techuology transfer, R&D expenses) quality management,

. wage policy, and administrative reform. These policy measures have existed in one form or the

others. However, the overall impact of these on industrial devclopniéni has still limited. The following

- gives some brief comments on these measures.

»  Capital mobilization and credit policy.

Capitai requirements for industrial development are financed by both domestic a:nd foreign
sources. Before the Doi moi, investment was mostly financed by the budget. Pfcscntly, fméncing
industrial development comes from the bu.dget, private domestic savings, aﬁd foreign invesqnént
flows. Among these sources, pﬁvatc savings are coﬁsidered as'_a_ very important resources that
have been under-mobilized. Most of private investment fééémly have focussed on tréﬂing and
services, but industries. Encouraging private investment iﬁto industries stays as a challenge to -
the building up of an industrial policy for Viet Nam. |

+  The technological development policy

The transition into a market economy has induced Viet Nam to integrate into the regional and
global economy. The develoi:ment of intem#_tional co-operation has brought into obponuniﬁes
to upgrade domestic technological capacity. However, FDI flows and other kinds'of economic
co-operé.tion themselves are not necéssarily accompanied by modérh t'é_chnologie's and
technological transfers, which arc essential to upgrade local.lechnological capacity, Experience
of the other NIEs have shown that countries are only likely to take advantages of FDI in building
up their technological development if they have a compre_hensivé sUategy to éxploif their dynamic
comparative advantages and their endowment of fdctors .. The technological dcvelopl'nent.of Viet
Nam has recently.revealed remarkable shortcomings. First.of all, there has been cl_ivérsiﬁéd range
of technological development. The real situation of tcchnologics in industrial enterprises is chaotic.
In addition to technologies that are completely outdate, there are also technoiogics of average

and modern levels. This diversified range of technological development suggest that there has



been no master plan towards technological development in industrial development. Moreover,
information on technological progresses is not available for most of the public. This lack of
information was one of the main reason leading to the fact of over-invoicing technologies in
most of foreign-invested enterprises. It has also make obstacles for domestic investors to select
suitable technologies.

Education and training of the labour force

In principles, education and training have been long considered as the highest national priority.
This viewpdint have been emphasised in the official documentatidn, speeches by the Party and
the government. However, this priority has not been really realized.

On average, the rate of literacy is commandiy high. This is one of the most impressive
achievements of the Doi moi after amore than 15 years. However, there has been structural
imbalances in overall output of education and training, The most significant imbalance was
considered as the lack of skilled wor.kers and the distribution of highly educated people in big
cities. ' |

There is also a big need to retrain a large numbers of state officials, business managers. 'Prescntly,
most of the senior state official and senior business managers in SOEs got their education in the
former Soviet Union and other socialist countries. Many of them were grown during the war.
T_heir.most experiences were acquired from the central planing mechanism, and from the war.
Rctraining this number should be considered as an important content of administrative reforms
in the coming years.

The tariff policy _

The tariff system has been developed since the early 1990s. After two stage of taxation reforms,
there have been remarkable achievements. The integration into CEPT/AFTA was marked by the
Inclusion List that consists of 1661, the Temporary Exclusion List including 1317 iterns... attempts
to steadily removed TBs and the other NTBs have resulted in relatively liberalized trade policy.
At present, 30% of the total taﬁff items are of zero tanﬂ" rate, about 50% 0f 0-5% rates. However,
* there has been certain shortcomings. First, protection has been emphasized. In the absence of a

clear identification of which industries should be protected, trade protection measures have been
“executed without spc.cial_iz_ing in any particular industries. In addition, the Preferential Tariff
Rates List that has been in effective since 01 January 1999 consists of 6247 items of goods that
are subject to 8-digit.HS and 13 tariff rates. This list was considered as relatively complicated
and diverged. Third, there has been discriminatory taﬁff rates defined by the Special Sales Taxes
and the Value Added Tax Laws. This discriminétion was justified by promoting some particular
iﬁdustrigs that‘aré considéred to be the future rational champions. However, there is lack of

information on these industries are considered as priorities. Finally, business community always
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find confused when obey taxes due to the tack and incompleteness of under-law instructions.

PartIV The Policy recommendation to shape a Viet Nam industrial policy
in the 2001-2020

1. The context of Viet Nam Industrial Policy

Industrialization differs from country to country. The United Kingdom encountered difficulties of the first-
mover. The former Soviet Union industrialized under hostile arm conflicts. The recent NIEs have iinplemcnted
export-led growth strategy under certain conditions of the Cold War.

As the law of history, such conditions never coincide. In such context, buildihg a V_iet Nam industrial
policy requires careful considerations of the current conditions Speciﬁc to the eboﬁomy under the transition.
Most significantly, there are three following issues. _

First, the industrialization of Viet Nam has been taken place in a very fast changing technoiogical revolution
leading to the knowledge-based world economy in the next century. This gives oppoﬁunities for Viét Nam to
adapt for an impressive taking-off. It however raises challenges especmlly the danger of lagging behind the
others, if such technologlcal progress has not been exploited.

Second, global integration of regions and the world economy has brought opportunities for nations to take
advantages of international capital mobnhty, foreign trade, and technology transfer. Countries have participated
more actively in mtematlonal competltmn to attract resources for economic growth Opportumnes however
do not oatweigh challenges. Growth and prospenty of Viet Nam depends on its global integration.

Third, Viet Nam has mdustnallzed at the time when its economy is basically characterized by agricultural
production. The Pany General Secretary in his speech at the working meeting with the National Economics
University on 6th September 2000 emphasized this issues as a central message in building an industrial
policy for Viet Nam. '

Since the 3th Party's National Congress, Viet Nam has considered industrialization and modernization as
the central task of the transition. At the first stages, heavy industries were set up into the priority. This
misdirection was corrected at the 6th Pa.rty's. National Congress by redirecting investment priority into the
three economic prograrnmes (i) agnculture production; (ii) consumer goods producnon (m) and export
promonon The 8th Party's National Congress emphasnzcs mdustnahzanon and modernization of agriculture
and rural areas.

- In the more than 40 year industrialization and modernization, some important industries have been built.
Various reforms in the Doi moi has consolidated the industrial competltweness In such context, Vlet Nam
has speed up its industrialization and modemization with a relatively vigorous base. This is also a difference
of the Viet Nam's present industrialization and modernization compared'with industdalizatioﬁprocesses in

the other countries in the 19th and 20th centuries.
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However, it is the fact that the process of industrialization and modernization in Viet Nam has been in
relatively poor performance. Starting with an agricultural-based economy, about 76% of the population is
presently living in rural areas and presently making agricultural production at substitute level. This means
that Viet Nam is basicaily an agricuitural economy. In terms of development, Viet Nam is still one of the

poorest developing countries.

2. The Model of Viet Nam Industrial Pelicy: to develop Viet Nam into an industrialized economy
by 2020.
(1} The major objeétive of the Viet Nam industrial policy is to transform the country into an industrialized
economy by 2020.

The objective of transforming Viet Nam into an industrialized economy by the year 2020 was set up at
thé 8th Peirty's National Congress. The coming 9th Party's National Congress will firmly confirm this
objective. The rise in industrial output and employment in the national economy is an essential condition
in order to achieve this ambitious objective. According to most general standards, a country is said to be
an industrial economy if industrial production accounts for more than 60% of the total value added. This

: p;:rcentage of the m_iddle-income is ffém 40 to 60%, whereas that of the newly-industrialized and
agriculturail economies are from 20 to 40% and less than 20%, respectively. In addition to industrial
productid;i contribution, other iﬁdexes measuring social development such as HDI, GDI are also take in
into account.

E Présently, t_he industrial production in Viet Nam has contributed a relatively small percentage of the
total value added. Industrial output and employment in the national economy are relatively low in
coniParison wifh the other South East Asién countries. The sectoral output contribution amohg industries
- agriculture - services was 34.49% - 25.43% - 40.08% in 1999. The sectoral employment was 12.5% -
67% - 20.5% in the same year. Being an industrialized country by 2020 requires a significant rise of the

industrial GDP contribution up to at least 45%.

{2) The major principles of the model of Viet Nam industrial policy in the next 20 years.

Increasing industrial output and employment to achieve the objective seems to be very challenging for
Viet Nam, especiaﬁy as the éconﬁmy has encountered with unfavorable conditions in its main export
markets after the financial crisis .in 1997_. The Viet Nam industrial policy must therefore be able to
mdbilize resources for further transition into a market economy in all regions in the codntry, especially
éhanging the autarky countryside into cbml_hodity prdduction; enhancing brain content in products, both
ﬁ'adiﬁonal and new in all sectors; picking some winners to build sun-rise industries to make breakthroughs

in national economic growth.
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2.1 Enhancing brain content in products, both traditional and new in all sectors; picking some winners
to build sun-rise industries to make breakthroughs in national economic growth

Industrial countries developed their light industries at the first steps of their capital accumulation
about three centuries ago. The case of former Soviet Union made some differences. In the situation of
hostile arm conflicts, heavy industries were necessary for Soviet Union to protect its independence. In
addition, the former Soviet union is a large country with abundance of basic natural recourse necessitates
for its industrialization toward heavy industries. A half century later, NIEs have industrialized their
economies firstly by attracting foreign investment and export production. In effect, under certain
circum'stances, each country has its own industrialization priority.

In order to be an industrialize economy in 2020, Viet Nam must increases thé current per capita
income up to 25-26 times. This objective seems to be an illusion if Viet Nam fails tﬁ get away from its
industrialization policy in the recent 40 yéars. ﬂnder such context, becomning an industrialized economy
requires a real revolution in production. This revolution will success if Viet Nam can enhance brain
content in all products. This in turn requires adoption and adaptation of technoiogical progress in all
seétors, and at the same time activities .to pick some winners to build some sun-rise industries.

2.2 Mobilizing resources for further transition ihto a market economy in. all regions in the country,
especially changing the autarky counrryﬂ;de knto'comnfédfty production. _

Economic dé#elopmcm is a dynamic process, which can be shortened but overstepped. The transition
into a market écondmy takes steps from a_hatural bmdu_ction into éomrﬁodify produétion _towai"ds
market economy. Building market capitalism took some hundred')".ears in ﬂw Wgstci‘n industrial
countries. Viet Nam aims at becoming an industrial economy in _2020 is a mind of shorteniﬁg its
industrialization. - | | | _ |

After more or less 15 year transformation, Viet Nam is basically a backw:ard égriculture-based
economy with incomplete markets. Poverty has been observed in most of njral and mountainous
areas. The |fu-st step of'r\{iet Nam industria_i policy is therefore to fu'rthe_r t.ra'nsform.in'to a market
economy thoughout regions, and to encourage commodity production instead. of small natural
agncultural husbandry _

Recent experience of countncs like India, Thailand, and the Phlhppmes has shown that
industrialization without adequate attention to rural development cannot be sustainable. Wlule industries
are growing fast in cities, the rural areas are still lagging behind with poven.y, and backwardne.ss. In
contrast, the experience of Taiwan gives a strong evidence that industrialization should be conducted |
in both u:ban and rural areas. _

fn Viet Nam, sectional GDP contnhutlon has been changed recently The propomon of mdustry-
agriculture-services changed from 27.35% - 40.17% - 32. 48% in 1985 to 39.49% - 25.43% - 40.08%

in 1999. This positive change is however a simple change in value. There is no significant change in



sectoral labour distribution. Up to date, about 76% of population is living in rural areas. It is clearly a
extremely difficulty for Viet Nam in its industrialization process.

The transformation of rural areas from subsistence level into commodity production will be a very
difficult task. Industrialization of rural areas took hundred years in the other first movers. In order for
Viet Nam to complete this industrialization so that to become an industrialized economy in 2020,
there are six most significant issucs:

First, industrialization of rural areas requires adoption of biological technologies. New progresses
in bio-tech should be applied into the particular context of Viet Nam so that to make a significant rise
in agricultural productivity;

Second, converting small-farm subsistence production into commodity production is another task
of rural transformation.

Third, traditional cultivation structures needs to be updated towards high-yielding seeds and plants.
Paddy rice cultivation is currently the major mode of agricultural production. Although the impressive
economic grovfth in the early i990$ was largely due to éxports of rice and crude oil, rice exports
cannot (and/or should nof) be a locomotive for export promotion. Converting cultivation structures is
the basic measﬁres to higher agricultural productivity.

Fourth, the government should directly intervene in induslﬁalizing rural areas by mainly infrastructure

development, especiallg-f the irrigation system, labour training programmes;

Firth, processing crude agricultural products is essential to put more value added on the final
agriéultural commodities. The first industrial reVoiution in the UK was characterized by building

: énterpriscs in the rural areas and taking lands from the poor farmers. Tﬁis direct invasion of industrial
production over the rural areas moved rural labours into industriés, Specding up the process of
urbanization. This story shows how industries can change traditional agricultural producﬂon.
Developing factories to process crude agricultural products is therefore required to encourage
productixl.rity grthh.

Sixth, the expansion of output markets for agricultﬁral products, both domestic and foreign, provides
incentives for the expans.ion of agricultural production. It is unfortunately the fact that the prices of

. -som.e.: fruits and other 'products that are of high yields recently have been fluctuating due to uncertain
oufput markets. The task of marketiﬁg agricultural producis into foreign markets is very weak while

there is apparently constraints to domestic consumption due to the limited domestic markets.

{3) The direction of the Viet Nam's industrial structure
3.1 The sectoral industrial structure _
The proposed structure of industries have the following characteristics. First, regarding mining and

exploitation, oil extraction and refinery should be set up to the priority. Second, manufacturing must
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be considered as the most important activities in industrial production, especially manufacturing exports.
Developing manufacturing requires (i} investment into factor-endowment industries, that are presently
labour-intensive; (ii} R&D supports for manufacturing, especially of agricultural, aquacultural, and
forestry products; (iit) investment into the regional processing,rassembling network. Third, encrgy
and water supplies are industries that provides important inputs to most industries. A set of policy
measures should be introduced to attract investment capital from available sources. Finally, as
importation of intermediate goods for domestic production has been the major import_item; developing
industries that provide inputs to manufacturing is believed to be a good way to avoid the balance-of-
payments problem.
3.2 The regional development

If it is to increase industrial production in the national economy as a whole, it is necessary to
increase industrial production in tﬁe Northern mountainous provinces, 10 coastal provinces of the
Central, the nghland provinces, and the Mekong River Delta provinces, among with other industrial

- center of the countnes like Hanoi, and Ho Chi Minh city.

Investment requirements are financed by both the budget and savings in the public. The government
investment should be focused on infrastructure development, especially pro.vridil.ng energy and water
suppiies. Whereas private investments should be directed towards labouf—intensivé processing local
output of non-industrial products. | i

3.3 The scale structure

It is the fact that about 90% of enterprises are currently SMEs. ‘This ﬁgurc suggests that Viet Nam
should give favourable measures to SMEs in all industries. Given the downs;zmg tendency in other
industrialized count:nes._, most notably in South Korea, SME development supports seems tobe a nght
direction. These supports include (i) founding organizations to promote SME development; (ii) technicé.l
and financial assistance for SMEs, especially for the newly-established SMEs; (iii) providing constancy
services for establishment of SMEs. _

3.4 The sectoral structure _ _

The impressive performance in the 1990s was largely due to the .transi.tion into a multi-sectoral
economy, with official recognition of the existence and long-run development of the private sector,
among with the others. The prospect in the next decade depchds pértly on whether it is possible to
make level playfield for sectors to f#irly compete with each others. SOEs investment should be focused
on industries that are of strategic importance of significant contribution into the ﬁationa} econorﬁy,
notably hi-tech industries and R&D. Whereas the private sector, both domestic and fofeigxl, should

exploit attractive profitability in all business activities, even in hi-tech industries, if it is possible.



{4) The directions of market and indusirial product developmenis
4.1 The sequencing of industrial product lines

Based on the current situation of the Viet Nam industry; the sequencing of industrial product lines
is proposed as follows. First, investment priority should be directed towards the labour-intensive
industries such as processing of agricultural, aquacultural, and forestry products. At the same time,
other light industries to serve daily consumption of the people like phamarticals, consumer goods are
also put into the first step of the industrial product development. Second, transforming downstream
industries into upstream industries with large financial investment is then needed to essentially
industrialize the industrial production. Finally, upgrading updating technologies are required to enhance
brain and technological contents of all products.

4.2 The market development

In terms of fbreign markets, bilateral and multilateral trade relations with the USA, Japan, Eastern
Burope, China, A_SEAN, East Asia, and Western Europe hel.p expand output markets for industrial
products. Further, a wise and flexible negotiation strategy in WTO membership assession is required
to obtain markets accesses to these markets.

In addition, the doméstic market for industriﬁl products should be also developed in line with the
two directions. It is 'ﬁrstly necé._ssary to provide products for fhe blank markets, where theré are non-
satisfied needs backed by purchasing power. Secondly, providing consumer goods for people living in
the mduntainous, rural arcas, and islands helps expand the domestic markets and also improve living
standards in such areas of the counﬁ'y. |

4.3 Improverhents of z;ntérnational competitiveness

The international competitiveness of the Viet Nam indusrial production is currently low, compared
witﬁ those of the other neighbouring cbunlries, say nothing of the advanced capitalist countries.
Besides garment and textiles, other noh-iron materials that are some exceptions almost other industrial
products are presently of low compeﬁtiveneés. This challenge becomes more significant when Viet

Nam fully integrates into ASEAN/AFTA and get the WTO membership. Trade liberalization requires
the authorities to remove tariffs and 6(!131‘ NTBs on international commodity flows. Under such situation,
increasing the international competitiveness of the Viet Nam industrial products has been the central
questio.n, determining the future prospect of the national ecdnomy.

At the macro level, free access to foreign market encouraged by the government plays an important
role in putting domestic enterprises at competition advantage compared with their foreign counterparts.
Getting free access to infemational market also means having update market information on product
lines, new favourites towards design, appearance, quality of industrial products. Free access to foreign
marke;é also méans the freeing foreign trade business right for all enterprises regardless types of

ownership.
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At the micro level, enterprises themselves are required to reform their organizational structures,
improve management skills, upgrading technologies to increase the quality of products so that they

would soon be able to compete with their neighbouring counterparts in international markets.

{S) The role of the government in industrial development
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Economic liberalization does not necessarily conflict with enhancing the State intervention into a
market economy. Recent economic development of different zones in the 20th century has proved that
state intervention is probably a pillar of economic growth. The case of South Korea, Singapore, and
other NIEs have revealed that strong and effective states are essential for ldng-term economic development.
The development prospect of Viet Nam depends on the policy orientation of the State under the leadership
of the Party. What matters is how the State should intérfere intd the eéohofny? The answer to this
ques.tion is to build capacity for strategy formulation, adjust It.h_e economic role of the State sector towards
market mechanisms. - ‘

Formulation of a right dcvéloi)ment strategy is critical to long-term developmé_nt. In the 15th -17th the
Netherlands took advantages of ité long coastal border with particularly favourable geographical location,

mercantile ship fleets were ‘encouraged to fast grew. This brought prosperity to the whoie nation. The

United Kingdom then put technological progress into its early mdustnallzauon to complcte the earhcst

market capital accumulation. India and the Ph:hppmes in the 60s and 70s fanled to take off due to their

mappropnate development strategies. _
In order to become an industrialized economy in 2020, itis cnncal for Viet Nam to have an appropnate

industrialization strategy. As aforementioned, Viet Nam is currently an agnculmre-based economy with

. backward technology and about 76% of the population living in the rural areas. If it is to industrialize the

economy into an industrialized 60untry in the next 20 years under the context of globalization and the
tendency toward a knowledge-based world ECOROMY, Viet Nam should further transform the whole.
economy into a market economy in general and especnally rural areas in partxcular Enhancmg bram
content of all product, selecting some sun-rise industries to make great leap in economic growth is
required in this 20 yeai' indusuializaﬁoﬁ Policies measures are build so that to strengthen the quality of
human resource, further invest into rcsearch and technological adaptatlon to develop capltal- and
knowledge-intensive industries. Resources necessary for such revolution should be moblhzed both from
domestic and foreign sources, in which domesuc sources should be the long-term and major source of
capital This industrialization also requires further integration into the world economy and an adjustment
of the economic roe of the Statc sector.

After more than 15 year Doi moi, the State mtervennon can still be charactenzed asa combmatmn of
an command economy and a newlycstabllshed mechanism. This combination makes the mechamsms

for resources allocation non-transparent, and sometime conflicting.



A better legal environment is essential to create favourable climate for individuals to invest their
energy and savings into productive aciivities. The most significant problem regarding the current legal
environment is low enforcement of legal regulations. Inducing enforcement of the legal rules is necessary
to manage economic activities under market mechanism.

In addition, the State should take the role as an information provider to the wide public. Providing
information to the public should also be reinforced by providing assess to modern technologies and
selling markets.

With regarding to industrialize rural areas, factor mobility should be liberalized. The State should also
take the role of building infrastructure facilities such as rural traffic, irrigation system.

The role of the State will be executed though macroeconomic pol icies, especially monetary and financial
policy measures. Both theoretically and practically, there is no doubts on whether the State should interfere
into the economy. Debate on state intervention focuses on how and when the state should take its power.
Most commonly, the state is responsible for macroeconomic management and providing public goods.

In the specific context of Viet Nam, probably the most significant wéakness of macroeconomic

- management is the problem of public expenditure, and income policy. Financial reform has been step-
| By-.stcp implemented since 1989 with interest libefalizatibn and restructure of banking scctor. As further
' ste_ps,I state .budge't allo.c.:ation.should be reformed so that budget distribution for education, research, and

public administration should keep increasing. The productive sectors are open to the wide public, both
domestic and forcign_

The Srate macroecohomic rﬁanagement is not executed by its own mind but by market mechanism.
The Government is not the grandfather of enterprises, it is the brother of business sectors. The State
therefore creates favourable conditions for business community to grow. In doing so, the state-owned
sector needs further reforms. Thelrec'ent establishment of stock exchanges may be a new motive for
speeding up the process of SOEs equalization. In reforming SOEs, it is important to note that the Party
has confirmed and émphasized the essential role on the SOEs in the national economy.

In addition, further steps in comp.letiﬁg the legal framework is desirable. The business community
needs to be informed the State priority and polices in developing economic zones, industries, and other
policies which affect directly and indirectly td their acti.vitics.

- Strgngtheniné administration reform may be the f_irsi and most effective policy to avoid non-market
pricing decision of the State. Corruption _an'd red tape need to be limited and eradicated within the
' adiﬁinisu-ativa; system. Public servants should to be paid reasonably. Further training and re-training of

.pl'xblic officials are also réquired'.

3. Recommendations for Viet Nam industrial policy

- Given the c_urrent situation of the Viet Nam industries, building up an industrial policy for Viet Nam to
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transform the country into an industrialized economy by 2020 is a revolution in terms of economic growth.

The following part gives some recommended policy options.

(I} Enhancing the quality of human resource

As industrialization requires enhancing brain content of all products, enhancing quality of human
resource is put up to the highest priority. Adaptation of high technologies is impossible with a low-
skilled labour force. The labour cost account recently for only 10% manufacturing cost of cheap products,
while it accounts for 80-90% of the high-tech output. About of the American labour force is working in
knowledge-intensive industries. According to specialists, in the recent US growth rate of 3.2%, technology
cdntributes 1.4%, labour for 1%, and capital for 0.8%. In Viet Nam. Some foreign observer suggest that
1% increase in labour force leads to 0.62% GDP growth rate, while 1% raise in capital adds only 0.28%.
These figures make a very strong sense for Viet Nam as a agriculture-based eConomy with backward
technology and abundance of labour. | .

In order to enhance the quality of labour force, in the next coming years, the four following groups
and issues shouid be set'up as targets: professional specialists, enu'eprehcurs working at all economic
sectors; skilled workers; and education background of the whole pd'pu]ation.

| The number of skilled workers who can match requirement of adépting new technologies is relatively
low in compaﬁéon with the number of educated management staff. These Wofkcrs are those wh6 directly
operates assemblies, téchnologies in induSuial production. However, the chain'.osf voca;n'onal, professional

studies séhoqls is still underdeveloped with limited number of school and backward experiment equipment.

_ Further investment into such schools is therefore called for resource mobilization from_both' the budget

and private savings. In addition,:a strong business commhnity with talented entrepi'chcurs is also a
condition for such industrial revolution. One Bill Gate in the USA has created more output and employment
than many other developing countries. The task of training business managers and also specialists who

acquire professional knowledge is one of the most important objective of the education system in the

coming years.

(2} Investment for research and adapiation of modern .rechn'ology to produce knéwledge- intensive products.
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In the last 30 years, the volume of scientific and technological knowlcdge invented it more thén that
invented in the last two minilleums. According to some forecast, that volume will develop more 4-5
times than the current level. If the 20th cehtury can be considered as the era of physics'and chemistry, the
21th century is the age of biclogy with booming progress 6f 'hig.h-tech industries such as informhtion,
telecommunication, new materials, bio-tech. The fotal output in the recent 30 years is cciual to that of
270 previous years. In the next some ten years, the total output will great leap. In such context, investment

for research and adaptation of technologies to produce knowledge-based products can bea brcakthi‘bugh :



for an impressive taking-off.

The task of research and adaptation of technologics needs capital. The experience of post-war Japan
was a supportive evidence that a suitable strategy might overcome capital shortage in research and
technological adaptation. With the famous slogan of Western Technologies, Japanese Spirit, Japan
imported latest technologies at that time for its economic reconstruction after the war. The revenue from
such first technological adaptation allowed the country to invest more for research and technological
invention. The Japanese miracle has put Japan in the first ranking economic power with modern
technological capacity. In the specific situation of Viet Nam, the following steps should be put in the
strategy:

F irst, sequencing of technologicﬂ development, there is no doubt that Viet Nam has to import modern
technologies. These technologies will take advantages of skilled labour force to increase the national
competitiveness. This will lead a stronger foundation for further investment in rescarch and technological
adaptation.

S"econd, the selection of tech.nology, .biology shouid be developéd in agriculture, new materials should
be devéloped in industrigs, and software, telecommunication in sei‘viccs.

Third, the scale of technological adaptatibn, it is believed that small is beautiful.

Fourth, the issues of propaganda, the state mass media should make great efforts to build a wall-to-
wall campaign for fechnoiogical adaptation.

Such policy orientation create essences for Viet Nam to become an industrialized economy in 2020,
- Without thése, Viet Nam might turn out to be a huge manufacturing workshop producing low-value

semi-products. The danger of lagging behind the other is therefore unavoidable. -

(3) The capital for industrial development in Viet Nam is mobilized both interrialty and externally, of
which domestic savings is considered the most important. Government investment should focus on
.inﬁastructure, education and training, research and development. Other areas are open to private
in'vesn_ﬁent. '

Capital accumulation is essential for long-term economic development. Countries follows different

' pﬁths of capital accumulation. Viet Nam is now in the beginning stage of such task. From which sources
can capitﬁl to be mob.ilized for Viet Nam industrialization?

First of all, the capital for industrial development in Viet Nam is mobilized both internally and externally,
of which domestic savings is caﬁsiderea' the most important. Public savings play an extremely important
role m capital mobilization. Encouraging measures, feasible output solutions are critical for mobilizing
public savings into productive activities. The fact of La Phu town, Ha Tay province where people self-
organized th.eir activit_ieS in grdups to create jdbs for more than 4000 farmers with annual turnover of 40

billion VND..The model of La Phu should be multiplied to the large rural areas of Viet Nam.
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In addition to domestic capital, foreign investment should be attracted as another major source of
capital. The strong commitment of Viet Nam to its open-door policy and impressive achievements have
been appreciated by the world donor community. The increasing ODA and other kinds of technical
assistance in the recent year is a clear evidence for foreign supports to Viet Nam Doi moi. Foreign direct
investment contributes the majority in the total foreign capital flowing to Viet Nam in the past 15 years.
Apart from large capital volume, FDI has brought into better technologies and management skills,
which have made significant contribution to local technological capacity development. In attracting
foreign direct investment, a more appropriate legal environment is required to create a favourable
investment climate.

Finally, investment priority (or where and how investment capital is directed?) is more important
than the volume of capital in some certain extents. Inefficieticy of the state investmeﬁt into heavy industries
in the 1960s and 1970s has shown that misallocating limited resources into industries was not only
ineffective but also obstract later reorientation of investment policy. In terms of investment prioﬁty, the
public ﬁnﬁncing should be focused on key industries that are considered as of the strategic importance to

the national economy, and on infrastructure development. While all other areas should be open for the

private financing.

(4) The iarl}j“ policy
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The taxation system has been into a comprehensive reforms. There have been a wide range of changes
towards a more simple and constructive system in the fecent two steps of the reform. Thé ﬁdl intéglation
into AFTA by 2006 and the WTO membership application imposes strict constraints on further tariff
.reforrri measures.

In principles, the tariff rcférm in the next cdming years rﬁust be conducted in line with (four folloWing
points) (i) transparency; (ii) non-discrimination; (iii) favouring export promotion; and (iv) encouraging
fair competition.

More particularly, the tariff reform must aims at steadily removing protection by various TBs and
NTBs applied for several industries. This is an unavoidable tendency when facing trade liberalizatioﬁ.
Given the low international competiti(r_cness of the Viet Nam industrial product in foreign markets, .it is
however not a painless adjustment. This task requires direct intervention with su‘ong politiéal commitment
at highest policy-making levels. Otherwise, domestic industries would never grow up as there is no
incentive to refuse benefits from protection. In addition, a reduction of the number of the tariff rates,

accompanied by an extent of objects that are subject to tariff are then necessary.
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