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1. Intfoduction

This paper is to discuss some issues relating to the general development of Viet Nam industry, including

the steel industry. From the macro perspective, the goal of this paper is to come up with some stand-points and

concepts in connection with the development of the steel industry in the period up to 2010, towards an

induétry with sh‘bng and effective steel industry, ensuring the efficient exploitation of potential natural, human

and other resources throughout the country.

2. Industriaiisation, modernisation and international economic integration

1.

Industrialisation, modcrﬁisation _

The 8th VCP national cdngrcss stated that by 2020 Viet Nam will basically become an industrial
couﬁtfy with the deve.lop'mem level general.ly outlined as the following: Though the GDP per capita not
50 high but by that time the productibn force is quitc. advanced, in:cluﬁtry aﬁd services account for a high
proportion in GDP and social labour; science and technology are able to catch and apply the most up-to-
date achievements of the world. As far as the production relation is concerned, the ownership, management

mechanism and distribution scheme blended, creating a strong incentive to promote economic growth,

“realising social juStice. The State economy performed the dominant role and together with the co-operative

economy has become the pi_llar-stone of the economy; private economy, small entrepreneurs and private
capitalists acéountcd fora 'éigniﬁcant propbrtion; state capitalists with different forms have been popular.
Peoplé have been bétter-off; having quite comfortable houses and favourable conditions for travelling,
sc.:h.ooling and health-care. They have been exposed quite highly to cultural services, having healthy
social relations, civilised l'ifcstylc and happja families,

" Following the completion basically of the first 10 year strategy (1991-2000), bringing our country out

of crisis and preparing re-conditions for industrialisation, modernisation, the next 10 year's strategy will

* be the one of strengthem'n'g industrialisation, modernisation, creating the foundation for an industrial

country in thc'following period. The next 10 ycér strategy should be oriented towards developing our
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country rapidly and sustainably, building a sovereign economy, actively and effectively integrating into

the world economy and continuing the renewal process more widely and profoundly.

Stemming trom this target, in the next 10 years, the industrialisation and modernisation will be carried

out under the following fundamental directions;

(a) Developing industry and improving the technological abitity throughout the national econoiny
are the central task through the period of national industrialisation and modernisation.

(b) Bhilding economic and social infrastructure to meet the demand of the new development period
and taking preparatory steps for the next period.

{c) Shifting economic structure in the direction of ensuring socio-economic efficiency, and raising
the sovereignty of the economy, on the basis of enhanced technological ability, healthy macro
economy, creating and bringing into play comparative advantages to produce competitive goods
and services, to meet domestic purchasing power and profnote exports and coﬁtinuuusly improve
international trade and settlement balance. :

{d) Industrialisation and modernisation of .agriculture and rural areas are a priority in thé coming
decade, creating a new éhange in the economic structure, labo.ur étructure and life qdality in rural
areas.

(e) Industr_ialisaﬁon has been closely linked with modémisation since the beginning and through the
development stages, building a new industrialised cbuﬁtry with apprbpriatc technolog.ical structure

and elements inherent in the post-industrial soéiety.

. .(f) : Bringing into play human knowledge through developing sc_i.cnce, feéhnology and traini_ng and

education to improve the 'lechnological cépability in eVefy ﬁeld.of activity, overcdming the lag-
behind and creating an advantage for the immediate and long term de#elopment. |

() Development investment by the resoﬁrces from the State and all the society and at the same time
making use of external resources.

(h) Concentrating on medium and small projects.

Macro environment for the development of Viet Nam i.ndustry |

In the éoming period, Viet Nam industry will d_e\.fe'lop in a fast changing intemationa.l éhvironment
both economically and politicaily. Two major trends affecting the social economic development of the
countries world-wide should.bc considcred.'

Scientific-technical progress. Today, the world economy is fécing a ne@ era .of develépmeni - the era
of development towards a knowledge economy and an inform_atioﬁ sociéty. This new trend has placed
many nations in a position facing the demands for accelerating the scientific and technological
development, impmving. nati_onﬁl scientific and technological potential. The sci_entiﬁc and tcchnblogical

development will be the decisive factor for the competitiveness and position of a nation in the world.



The scientific and technological progress world-wide has been and is oriented towards using much more
effectively material resources, combined with the discovery of new material and technology.

The process of industrialisation and modernisation in Viet Nam is not an exception. The target of
gradually catching up with the international development level requires us to integrate effectively, grasping
and going straight into modern technology, in which new material technology should be considered a
spearhead and key priority.

Globalisation and economic integration. Globalisation and economic integration is presently a major
trend, bringing about numerous opportunities as well as challenges to the nations, especiaily the developing
and slowly developed ones.

Viet Nam has joined AFTA and undertaken to carry out the Common Effective Program for Preferential
Tariffs (CEPT ). to reduce the tal‘iff rates to under 5% by 2006. Quantitative restrictions and non-tariff
barriers on products under CEPT will be removed. For raw agricultural products belonging to the sensitive
list, the restrictions and non-tariff barriers will be graduaaly removed through 2013.

Viet Nam is also negotiating to join WTO, APEC, etc. and has signed the US-Viet Nam trade agreement.
The main principle of WTO is the orientation towards:

«  Clarifying and making public all policies in connection with trade;

«  Nodiscrimination between its members in every commercial activity in connection with goods;

+ . No discl'imjnation between domestic and foreign godds;

- . Adopting tariffs the sole domestic production protection tool and every codntry should have a

: bi:lding schedule for tariffs.reduction; all non-tariff barriers should be removed; all non-tariff
barricrs neccséary for protecting national security, health care or environment may be maintained
but should be made public and should not be applied in the lvay of creating the protection barriers
for domestic production.

»  Encouraging fair competition.

Technology plays an important role in improving the potential productivity of production elements
Consequently, it is considered the factor mostly influencing the international competitiveness and so the
~ development growth. Rapid technologleal change is the strategy of many countries, aimed at boosting

the competitiveness in the process of integrdtion into the international market. In- several industries,
. comparative advantages of dev_eloping countries based on cheap labour resources have gradually lost

their significance and even disappeared due to the process of introducing new technology and the process

. of automauon from. developed and newly developed countries.

The international cm:umstances have placed Viet Nam in a position facmg great chaltlenges but created
opportunmes for accessing the international markets (in broad sense) and civilisations world-wide.
As to indds&y in particular, this context demands careful study for choosing a proper direction, aimed

' at catching opportunities and minimising risks to boost the development of the industry and the
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development of the national economy in general. Despite having the schedule for tariffs reduction under
commitments to AFTA, the preparation of the units are still slow and the businesses, especially the
State-owned businesses, are still waiting for the protection of the State. For the time being, Viet Nam
still has to carry out a situation strategy in protecting the products which can be produced domestic:ﬂly,
adjust steps in the process of trade liberalisation but not contrary to the commitments to AFTA and
prepare to join WTO. The Government is also paying much attention to the policies and measures to
encourage businesses to try their best in competition, not relying on the protection of the State.

There is also drastic change in the domestic environment. During the period of renovation, especially
in the period Viet Nam carried out the 1991-2000 first socio-economic strategy, its economy has attained
many achievements. Its economic potential has improved significantly: (i) to resolve basically the problem
of food sﬁpply; (ii) to increase the ratio of internal accumulation up to 25% of GDP; (iii) quite rapi'd
development of social and economic infrastructure; (iv) new economic mechanism has had drasﬁc changes,
facilitating the devclopmerit investment throughoﬁt the economy and in the industrial businesses in
particular. Legal framework for dcvc}.opmcnt investment activities have been improved significantly;
macro-economic policies (basically) have brought about the stabilisation in economic deveiopmeﬁt in
general aﬁd the development of indusﬁ’y in particular, though the regional economic crisi§ took t:iace in
the 1997-1998 period.

The process of renovation has been and is being promoted to create a lot of opportunities for the
development of industry in general and the steel indu_stry'in particular. In 2000, the Business Lcw has

been promulgated.and is being put into life; the Amended Foreign Iﬁvcsl:ment Law has been prcmulgated,

-creating favourable conditions for the pooling of foreign investmeﬁt; the administrative reform is being

continuously promoted, facilitating economic activitics.

3. Steel industry - development directions

1.

The current situation of the steel industry - problems

The metal producing industry (including the steel industry) acccunts for a small proportion in the |
industrial output: 3.3% in 1995; in 1999 this figure came down to 2.6%; it had the hlghest growth rate
among mdustnal branches in the 1990-1995 period with the annual average growth of 27.8%. Thcn it
plummeted in the 1996-1997 period and continued to increase w:th the annual growth rate of over 7%.
The steel industry has attracted a small amount of industrial workforce (0.8% of the mclusmal workforce
nation-wide). Howcvcr workforce in the steel industry reqmres high technical skills,

In the 1991-2000 tcn-ycar period, the steel mduslry has achieved the followmg results:
.( 1) The steel output seared in the 1991-19‘)5 period (30% on average) and coﬂtiﬁued to increase in the

following 1996-2000 period. Namely, the cteel outputs of the years are prcse:itcd bcloiv in Table 1. .
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Table 1 Steel output in the 1991-2000 period

In 1,000 tonnes
Year 1991 1995 1996 1997 1998 1999 2000
Output 149 450 900 1,050 1,150 1,300 1,400

Source: Viet Nam Steel Corporation,

The production capacity of the steel industry has increased significantly. The current production

capacity and the steel output in 1999 are presented below in Table 2.

Table 2 Steel prpduction and manufacturing capacity and the steel output in 1999,

Items c:p:):gi;} ﬁ%f;f:cs Main products 1999 output, 1,000 tonnes
Crude steel : 500 Billets 350
Long rolled steel 2,500 Round steel, bar, wire rod, 1,300
Manufactured 500 Welded tubes, plated toles 190
products after rolling of different kinds
Flat steel Not produced yet

Source: Viet Nam Steel Corporation,

(2) Investment has been and is being made to transfo.rm, upgrade and proﬂde additional equipment for
Thai Nguyen Iron and Steel Corpdration and Southern Steel Corporation to boost the steel production.
3) Iﬁ 1996, Viet Nam Steel Corporation entered into a joint venture with foreign companies to invest
in 12 projects, wlﬁch have been or are being put into opergtion, including;: -
. C_onsfructioh round steel with a capacity of 850,000 tonnés (almost all the projects put into
operation); '
. Weldéd tubés with a capacity of 45,000-50,000 tonnes (black steel, zinc plated);
. Zinc-blatcd tole, colour-plated with a capacity of 100,000 tonnes per year;
+  Manufacture and processing of tole and wire steel.

In 1996, when a range of new produc.tio.n' units appeared, the steel indus;try met the dcmand for such
ordinary steel used m construction_ in Viet Nam as roﬁnd smooth steel, flecked steel, wire steel, and roll
steel. By 2000, with the above capacity, the steel industry will have met ﬁbout 58%of the demand for
steel. : | . . :

~ This industry is expected to increase rapidly afier 2000. It is an important industry, meeting the demand
for raw material for the developinent of several other industries. In general, the achievements reached by
the industry in i-ec_.ent years ﬁave been very enéouraging. But looking at it more carcfully we can see that
the past yeé.r_s is oﬁly a transitional period, aimed at adabting s.te.[.) by step to the new mechanism and

_ s.ound de_velopment.- Despite the quite high growth rate achieved in the steel industry, it has not been

fundamental. The real growth value of the steel in&dstry has not been high due to the fact that we had to
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import a large quantity of billets and hot rolled steel for further processing and manufacturing.

The investment for increasing new output has concentrated on the steel rolling and after-rolling
manufacturing and processing and little has been invested in the refinery of pig-iron and steel or the raw
material supply for the production. The products are mainly round smooth steel, flecked steel, wire steel,
plated tole, welded tubes with ordinary quality used in construction. Different kinds of flat steel used in
the building of ships, cars, oil warehouses, road bridges, railways; steel sheets , manufacturing steel,
special steel, high quality steel must be completely imported. This has not only brought about the
passiveness of the economy but aléo unable to meet the demand for the steel by the national defence
when necessary. However, at present status quo, investment in the development of the raw material
supply and the large-scale steel production are still facing a lot of difficulties (to be described in detail in
the next section). | '

 To meet the domestic demand for stcei, annually we had to import a lérgc (ﬁléhtity of steel. The

amount imported in the 1991-1996 period is as follows:

Table 3 Steel import of Viet Nam in the 1991-1996 period |
' . ' In 1,000 vonnes

Year 1991 1995 1996 1997 1998 1999
" Tmport 113 1,100 1,549 1,320 1,735 72,266

Source: Ministry of Planning and Investment.

The develbpmem of the steel industry has been limited due to the fblioWing fact()l:s: B

. The steel consumption market is still sméll: In 1996, 13 million tﬁnﬁes of Stecl ﬁas sufficient to
meet the steel demand of Viet Nam, used mainly in construétion; after 1996, demand for.steel
increased .but still limited (in 2000, the demand. fdr steel is expected to be 2.5 million tonnes), the
steel consuming industries started to seek their direction of development. - _

-  Lackof invéstrncﬁt capital: Investment for developing the steel industry requires large in.vcs'tmcm

' cdpital and the private and small businesses in Viet Nam presc'ntly are unable to invést..Though the
steel industry deemed to be onc of the prioritised industrics-, the State cannot invest much ih it due
1o the lack of capital.

«  The infrastructure for the devcidpment of the steel ind.ustry has not been uniformly developed.

- 2. The development policy environment of the steel indﬁstry _ _
Being a basic industry and considered for many years one of the devilment focus of Viet Nam industry -
~ in the period of centrally planned economy,. this industry has been given priority in the investment

development.

In the context of current market mechanism, there are no longer previous priorities and protection
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conditions, though there are still priorities to support the development of certain industries. The industrial
policy environment has changed and the steel industry has also been affected by that overall change.
Then what is the current policy environment for the operation of the steel industry like? Here are some

factors included in the policy environment for the steel industry.

2.1 Investment policy related to the steel industry

Borrowing capital for development investment

In the current period, the Government encourages industrial businesses in general to invest in
de\;clopmcnt by their own capital and at the same time issues the policiés for the businesses to have
access to and able to borrbw capital for development investment, except the cases where the Government
directly carries out the investment with capital from the state budget.

Capital resources to be lent to businesses are: (i) domestic capital resources and (ii) external capital
resources. With regards to domestic capital resources, businesses can borrow in two forms: preferential
credit borrowiné and commercial borrowing.

W Domestic borrowing; _
The credit borrowing for development investment is carried out in accordance with regulations
- set in Decree No.43/1999/N§-CP by the Government, issuéd on 29/6/2000. The lending is to be

adjusted in accordance with Decision No. 175/Q§-TTg by the Prime Minisfer, issued on 2/3/2000

and in which the lending interest rate was adjustcd from 9% per year down to 7% per year.

Staz;e s p:fefererl_tial credit _ '

‘Thc projects belonging to this borrowing resource are carried out in accordance with the annual
inves'nnent'plan for capital construction of the State. Presently, the vacmment is pondering the
preferential lending interest rate for the steel industry.

Commercial borrowing
© The comnmrci:al borrowing by businesses complies with the above mentioned procedures and is
. to be carried out by the commercial banks and the Investment and Development Bank.
(.ii)' Foreign borrbwing '
" Businesses themselves can borrow capital straight from foreign resources or reborrow from the
' fbreign borrowing resources of the Government or the State Bank in the way of self-responsibility,
meaning: If you borrow, you will be responsibie for paying back the debt.
- Direct borrowing: Businesses borrow and pay directty foreign' borrowings.
| _ Reborrbwiﬁg: Businesses borrow from domestic banks from State’s capital resources or from the

State Bank, b_o.rrowed from foreign resources.

ol Thc State Bank is a State regulatory body over foreign borrowings and paymenis by businesses

béloaging to all kinds of economic sectors, established and operating in accordance with the laws
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of Viet Nam, including the foreign borrowings by businesses established and operating in accordance
with the Viet Nam Foreign Investment Law.

The projects can reborrow from the state capital resources or from the State Bank in such a
mechanism as in the preferential credit capital of the State.

In reality, it is very difficult to borrow domestic capital for development investment in the steel
industry since the borrowing demand is very high (over tens of millions dollars), the banks have no
enough money to lend at the current interest rate and the production cfficiency of the industry is
much lower than the world average. Moreover, borrowing procedures are still cumbersome, the
processing of documents is slow, missing investment opportunities.

With regards to foreign capital resources, businesses find difficulties borrowing directly since
the creditors still do not believe in the solvency of Vietnamese businesses. Consequently, in most
cases, they have to borrow through the brokerage of foreign organisations. The procedures and
mechanisms for foreign borrowings are also tight and complicated, The most difficult issue at
present is the guarantee and re-guarantee. This is easy to understand as in the early stages of
development Vietnamese businesses are still not strong enough in the international markets.

- Pooling foreign dtrect investment

Since 1986 the Govemment has tried to put forward several measures to pool foreign investment
capital and attained sngmﬁcam ach1cvcmcnts The results could have been better ifwehadhad a
more rational and uniform system of measures to attract foreign mvestment capital.

In 2000, the Amended Foreign Investment Law was 1ssucd to provrde more favourablc COIIdlth[lS
for attracting foreign investment capital into Viet Nam. Howc_:ver, foreign investment in n the steel
industry, especially in the upstream production segment is still facing scores of difficulties and hot
sb attractive due to the specific features of the industry. Infrastructural cbﬁditions have not developed,
so investment projects normally also have to incur such infrastructure development as the construction
of roads, bridges, ducts, pdwcr and water supply. This is particularly burdensomne for the investment
projects in the steel industry. Many projects could not pool investment capital as the investment

capital for the infrastructure is too high.

2.2 Tax policy and measures to protect domestic production

The tax policy for the steel industry is deemed to have highly protected domestic production. Import
tax on raw materials for production is zero or msngmﬁcant and the stccl products that can be produced
domestically are in general imposed a quite high tax rate, up to 30-40%.

According to the latest decision, the Government has issued the list of goods and t_hé tax ratc.s of the
commodity items under the Common Effecﬁve Pro‘gi‘am for Preferential Tariffs) of Viet Nam for the

year of 2000 and the steel products made domestically mostly have a tax rate of around 40%.



According to many experts, the tax policy imposed on the domestic raw materials and products
sold domestically is rational. However, there are no estimates of the impact of import tax rates on the
items related to the operation of the steel industry.

On the whole, the State still maintains the protection policy for domestic production, consequently,
domestic steel production units are still able to survive and develop in the context of competition of
imported goods. However, in the context of gradual integration into the region and the world, the
domestic steel production will still face a lot of disadvantages in the conditions of competition from
imported goods. And the issue of protection should be considered seriously, aimed at finding solutions
to improve the competitiveness of this industry in the market and preparing for the conditions of non-

protection from the State.

The issues 1o be studied in the dcvclopmcnf of the steel industry
3.1 Does exist a strong enough steel in;iustry?

The metal material industries are of special importance, providing basic input for other technical-
e'conomic ihdustn'_es, such as consu-uctiqn and mechanical industries and nationa! defence and security.
There is no developed industry .witho.ut the development of such industry.

With such a nation having a population of 77 million as Viet Nam, in the future, when the economy
isata higher development stage, the development of the steel industry witl surely play an important

- role. | _ .

At present, the direct cont.ributin'n'of the steel industry to the GNP actually is guite modest, about
1% of the total industfial value added output. However, the impact of the steel industry on other socio-
economic activities is of great signiﬁcaﬁce. The steel indﬁstry currently meets approximately 55-60%
of the demand for steel consumption in the Vietnamese market for capital construction and
manufactuﬁng operation. According to recent forecasts, by 2010, the demand for steel consumption
in Viet Nam will increase to about 6-7 million tonnes and in 2020 will rise up to 15 million tonnes—
a scale, which is the pré-condition for the development of this industry.

An issue of special importancé to be studied in the long term is the potential of natural re.sources for
the development of the steel industry. Viet Nam has this potential.

The answer to a strong enough steel industry is much needed for the develo_pment of Viet Nam
industry and Viet Nam economy. The cause of industrialisation and modernisation requires the

development of the steel industry,
3.2 The issues in connection with the development of the steel industry

(1) The scale of the cqbnomy

Despite the drastic de\'fel'opment in the past years, the economy of Viet Nam is currently of small
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scafc. The scale of the economy has a significant influence on the development of the industry:
limited market, limited possibilities for capital accumulation for investment.

Due to the specific teatures of the industry, to ensure the efficient production, the production
scale of metal material products should be large enough, whereas the demand for metal materials is

diverse and fragmented, except the steel demand for capital construction.

(2) Product competition in domestic and international markets

It can be said that the market for metal (steel) material prdducts is very big with the total trade
value in steel of about USD 141 billion in 1996 (WTO annual report, 1997). How.ever, according
to the studies éarried out by many experts, the steel butput world-wide has been stabilised at the
level of 800-900 million tonnes per year. This means there will be ferocious éompetitidn in the
international steel market.

Also according to a WTO report in 1997, 10 leading countries in pig-iron and steel trade in 1996
accounted for.58. 1 % of the world total .stccl trade val.uc of which thc two powers Germany and
Japan accounted for 10.9% and 10.8% respectively. China has recently increased s:gmﬁcantly thc
steel output thh 2.6% of the world total steel trade value in 1996. The steel exportmg powers have
large output scales, the steel is dwcrse and of hlgh—quahty They are strong competitors making the

world price of steel go down. In recent years in particular, Russia has increased its steel output,

2 aﬂ'ectmg much the stecl markct

We should pay much attention to the world market and the compet:tlon m the world steel market
and 1t has a quite significant influence _on the development of the domestic industry.
© According to several studies, ﬂle domestic maﬂcet will reach a scale of 6-7 million tonnes of steel
of different kinds by 2010. However, this market consists 'majnly of ordinary cdnstruc.tion steel.
The demand for higﬁ quality steel for mechanical manufacturing is still low due to the weak -
development of the mechanical industry. Moreover, Viet Nam market is currently highly competitive
due to the imported steel. Domestic production businesses hold only over 30% of the market.
All the above information shows that.Viet' Nam steel industry can only déifelop if there is aj
proper investment in the direction of cnsuring'effic'iency and qhality to have competitive strength in

the market, both domestically and internationally.

(3) Resources for development

There are different assessments in connection with natural resources for the development of Viet
Nam steel industry. The two main issues on the focus are: (i) iron ore and (ii) cnergy resources for
steel refinery. | _ _

As to iron ore, the valuations are not uniform, especially those of its scale and quality and all
these issues should be studied carefully. Moreover, one of thc parti(_:.ularly'impdrtant features—the

valuation of the exploitation technical capabilities, the overall economic characteristics of the



exploitation, etc.—has not been clarified and uniformly assessed.

As to fuel and energy resources, Viet Nam has energy resources and is able to exploit enough
quantity for the development of the national economy in the period up to 2010. However, according
to recent studies on energy, without new energy resources or new technologies in its exploitation,
processing and use, by 2010, Viet Nam will have to import a large quantity of energy. Moreover,
some fuel resources for the industry of ferrous metdllurgy coke coal is to be imported; rich coal is
limited; valuable natural gas exploited has not met the demand by the metallurgy industry.
Consequently, the sééking for a less energy consuming technology is a necessary move for the
development of the non-ferrous metallurgy industry and in line with the policy of efficient exploitation
and use of national energy resources.

Tt can be stated that domestic resources for the dcvelopfnent of the non-femrous metallufgy industry
are an invaluable asset for the country and the problem here is how to exploit them efficiently? The
poinf of time and the kind of technology to be used? Those are thé questions to be solved.

(4 Technical-economic requuements '

Invcstmcnl.s in the material industry in general and in the metaliurgy industry in particular are
normatly enormous and a feature of very importance is the low rate of return on investments. So,
for this indusﬁy, investment decisions should be pondered carefully.

As to téchnology, with a long history of development, the world material industry has reached a

* high level and boasted scores of iecﬁnological solutions. Each selected technology allows to create
a category of products with certain QUality and serves a certain market. Consequently, the technology
selection has to pay special attention to the long term goal of development: to increase the
compctmvcncss of products based on the advanced technology, high productivity and high quality.

At present, the domestic technological capability has achieved a certain level and the human
resources of the mdustry are able to absorb and apply creatively the metallurgy technologies, which
have becn applied world-wide. But the question is how to apply these technologies in Viet Nam to
achieve economnc efﬁc:ency Two issues to be put forward: (i) technologlcal equipment: the key

' questnon here is that many kmds of technological equipment cannot be made domcsucally yet; (ii)
from research to practical apphcauon._the productlon scale is a decisive factor in the technological
cfficicnéy, conSéqﬁently the issue of applying research achievements into practice is very important

~and nof clarified yet.

| (5) Regional and intcmational production division and co—opefation

| In the new c1rcumstances of the world economy, t hv* trend of integration and co-operation has
become stronger than ever. As statcd above, Viet Nam has officially joined and is carrying out its
commitment to AFTA, APEC and prcpanng to join WTO. This process is leading to: (i) competition

in product_lon and sales right in the domestic market; (u) creating favourable conditions to exploit
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other markets; (iii) creating opportunities to take part in the division and co-operation in the region
and world-wide.

So, the question put forward for the materiat industry is perhaps to identify clearly the product
strategy with two major orientations: (i) to ensure the competitiveness and rﬁeet domestic demand
to take initiative in the domestic material supply; (ii) to be able to enter the regional and international

markets; to take part in international co-operation.

Orientations for the development of the steel industry

With above analyses in a very macro manner, the principal concepts to develop Viet Nam steel industry
should be formulated as follows: _

(1) For a long period before reaching a high level of development, Viet Nam steel industry shouid
develop basically in the direction of import substitute.

_Déspite this orientation, some issues should be pondered: (i) we should identify production capacity
and condit;lons to improve production efficiency, inéreasc competitiveness (téchnology, product quality,
production organisatioh, costs, etc.} when Viet Nam its commitments to CEPT and then other
commitments related to tariffs; (iii) steel p_roducts for the economic development include a lot of
categories, so we should spell out the orientation of product 'strat'egy.

(2) In the period fro'm now to 2010, in addition to the development dirécti_on of import substitute, the
steel industry should focus on the rarger and direction to improve its combetitiveness for development
and i'ntegration, aimed ét being able to export after a pcriod of time.

This dominant idea should be gra#pcd tﬁoro_ﬁghlj in the appropriate arrangemeht of targets and
master planning solutions. The build-up of the national .industrial potential, in'cluding the steel industry, -
should be placed in the conditions of meeting this requirement.

(3) Product orienfations

It is obvious that at present, the supply of basic materials to the mechaﬁicai industry canhot be
ensured by domestic r'eséurcés. Supporting induﬁtries are less developed, limiting the development
possibilities of the mechanical industry nation-wide and even foreign-invested rhééhalljcal production
joint ventures as weil. But the material dmiar_ad for the mechanical industry is very diverse and its
scale is still small. That is why for many years, Viet Nam méchanical industr;} in most businesses has
created for itself a small scale capability of metallurgy and undermined the specialisation characteristic
of mechanical production, leading to low efﬁciehcy, low qua.lity: of material and mecpanical.products
have been less‘compet_'itive‘ With ihi_s reason, in the immediate period, the ﬁcchﬁnicai industry should
determine the devélopment of the material industry for the mecﬁanica] 'industry: to produce alloyed
steel in a quite concentrated manner with medium and small scale, appro'pr.iate technology, aimed at

improving production efficiency and quality, being able to c_ompeie right in the domestic market,



creating pre-conditions for the development of larger scale in the coming period.

Another direction of development is the ordinary construction steel of high quality. This market is
very big even domesticatly. With present domestic production capacity and up to 2010, the demand
for this market cannot be met. Howcvér, the production of large scale based on the domestic resources
in the first stage is an option which can hardly bring high efficiency and imposes high pressure on the
economy from the perspective of investment. To solve this problem, the immediate target of the steel
industry should be orieﬁted towards the downstream development—the last stage to create a lot of
added value with small investment—and linked to the target of long-term development is to form
large scale steel production industry based on domestic resources when conditions are favourable (in
respect of investment and technology in both the exploitation of natural resources and steel refinery,
ete.)

(4) Development mechanism

As described in Part I, the national development policy of our Party and State is oriented towards
the rapid and sustainable development, solving well social issues. To do this, we should strengthen the
process of renovation, building a socialist criented market economy and putting all internal resources
into play for develdpment.

In this context, the steel industry should also be develdped in an appropriate mechanism. The
policies for the development of the steel industry should also be focused on mobilising the participation
of economic sectors. However, to have an.cffec‘;tivc and sustainable participation, we should strengthen
the standardisation and quality management, improve management by financial instruments and create
an equitable environment among the sectors. This is an extremely important issue, ensuring the healthy
development of the industry. '

(5) Development stages of the steel industry
Steps:

- To focus on the medium and small scales in the period to 2005, even to 2010,

- To actively prepare conditions to be able to dc{rclop in large scale in the following periods
towards a steel industry of high level of development, which can compete and meet a fundamental
peirt of the demand for development of the national economy.

So,

{a) For the time bcing,I we should find a solution to restore the production of the Thai Nguyen Iron

and Steel Corporatior, based on the principle of ensuring socio-economic efficiency in the direction
| of management renovation, upgrade and renovation of technology to improve the competitiveness
of products in the market.

(b} To find solutions, choose appropriate scales for the develbpmem of Thai Nguyen's pig-iron

and steel for the following periods, also on the mentioned principles.
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(c) To stabilise and facititate the rearrangement of the material production for the mechanical
industry with quite concentrated production scale, ensuring the characteristic of specialisation
and economies of scale. This stabilisation can only be created on the basis of volunteer principle,
through financial instruments, creating conditions for the efficient production.

(d) Selected development of some steel rolling mills (downstream), taking into account the
development potential of upstream businesses to meet immediate demand, create added value,
iﬁcrcasc accumulation, creating pre-conditions for the development of high level of the industry
in the following periods.

{e) The development investment should be fﬁlly assessed for investment projects on the basis of
3cc0dnting correctly and fully all the costs, including the costs in connection with environment,

opportunity costs, etc., aimed at assessing correctly the efficiency of investment projects.
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Part 1: Analysis of Viet Nam's steel industry situation

1.1, Starting peint of Viet Nam's steel industry: Steel production technology, investment situation and
distribution of production units.
Upto 2_000,. there have been some inv_esimelits in Viet Nam's steel industry, as a result, it has fairly

modern tools for refining, relling and after-rolling steel. However, the technology of the whole industry is

 still backward in comparison with that of the world industry (Table 1.1).

Table 1.1 Co_mparisoh of basic criteria of Vietnamese and the world - steel industry

Joint -

Unit Domestic venture {:lot:;z Comparison {%)

L 2 3 4 5 7=13/5 8=4/5
To refine steel
Molten time Minute 180 50 360.00
Wasted steel (Scrap) consumption Kg/ton 1250 1100 113.64
Electric consumption ' kWhiton | 900 350 257.14
Electrode consumption Kg/ton 8 2 400.00
To mill steel _ _
Mill steel speed * m/second | 14 38 110 12.73 34.55
Blend steel consumption wwton | 111 1.0S 103 | 10777 | 10194
Oil consumption - Kg/ton 65 48 25 26000 | 192.00
Electric consumption * kWh/ton 143 142 80 178.75 177.50

Referring to these criteria, it can be seen that domestic éteel mills are working in backward technology
condiﬁoﬁ. The time speht for melting is about 360% over the average rate of the world. Rates of scrap and
power consumption are too .high; espéqihlly the latter is 257.14% higher than that of the world. In rolling

_ process; domestic mills é_hové the speed of _ﬁbou_f 12.73% that of the world. Other consumption rates are

higher. Particularly, the rates of pdwer and oil cbnéumption equal 260% and 178.75% of the world rate,
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respectively. The bad condition of technology, apparently, will have negative impact on price, quality and

competitiveness of Viet Nam's steel products in the future,

All equipment of Viet Nam's steel industry are distributed in three main areas as indicated in the table
1.2.

Table 1.2 Equipment distribution and mill network of Viet Nam's steel industry

, —
Area and corporation ((':I'?)pnafsxl’te);.r) Place _ Appliance (Whole area)
Viet Nam Steel Corporation 760,000 2 Small size balst - furnace 100m?
Thai Nguyen Steel Company 240,000 | Thai Nguyén | 22 Small size electric arc furnace
Southern Steel Company 460,000 | Bien Hoa 6-30vbatch _
Danang Steel Company 40,000 | Da Nang 4 Uninterrupted founded machine
Middle of Viet Nam 20,000 | Da Nang 5 Semi - Uninterrupted laminated round steel
Metalware Company rolling - miils
7 mini handicraft rolling - rmlls

Joint venture 850,000 2 modern uninterrupted laminated round steel
Vinakyoei - 240,000 ;| BR-VT rolling - mills
YSC-POSCO 200,000 | Hai Phong 3 Semi - Uninterrupted larmnated round steel
Vinausteel 180,000 | Hai Phong | rolling - mills
Natsteel Vina 110,000 | Thainguyen | 2 small size mills produce welded
Tay Do Steel - ' 120,000 | Cantho ' 5 mills produce sheet iron zinc plated, Color

: : : plated and process to cut and bend steel plates,

L steel piece.

Other area 946,000 | To place in About hundreds of mini rollmg n'ulls and tens
About 22 production _ all local areas | of steel process lines.
enterprises belong to local 3-20,000 | inthe
industry and non state sector, : country
250 in private sector
{household)

As be:ihg shown in the table, the industry possess many weakness in terms of technolbgy and equipment.
These weakness are displayed more clear in main points bellows.

Firstly, Tha1 N guyen Iron and Steel Corporat:on the oldest enterprise of the industry, was founded in
1963. The Corporation has three small EAFs with capacnty of 100m3 per batch for each and some units
producmg flat steel. Currcntly, due to old condmon only one furnace is still working. Addltlonally, the
backward facilities and limited skill of the workers brought losses to the corporanon products were unstable
in the past years. Low productivity became a problem of the corporatlon, as compared to Japan's companies;,
the average output per worker of _Thai Nguyén Iron and Steel Corporation is about 15 times less than that
of Nippon Corporation. Nippon Corporation yearly prodﬁccs 10 Mt with 5000.-6000 workers, while Thai
Nguyen with over 10,000 workers only produce 200-300 Kt per year. Therefore Thai Nguyen Corporation
need to dismiss unskilled labor and non-profit units.

Broadly, Viet Nam's Steel Industry is not better than Thai Nguyen Iron and Steel Complex in terms of

equipment and technology level (Figure 1.1). The survey data shown that third world tcchnologlcs dommated

*  Only account for rofling - milis
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75% technology used in the industry and allocated in old factories in both the North and the South. Medium

technologies accounted for 10% and lain in individua! production lines. Advanced technology accounted

only for 15%, and mostly utilized by joint ventures with South Korea and Japan such as Vinakyoei, VSC-

POSCO,

0 Advanced
technology and
equipment
38%

B - Medium
technology and

equipment
25%

B T4 world
technology and
cquipment
7%

Figure 1.1 Equipment and technology level of Viet Nam's steel industry

Orlgms of equipment and technology are another evidence of third world (Flgure 1.2}). Chines and

SNG' technologles and equnpments accounted for 33 and 20 percent of total technologies and equipment

used in the mdustry, respecnve!y 'I'hese technologles and equipment were imported around 40 - 50 years

ago and were backward by 3 - 4 technology gencrations. Technologies and equipment imported to the

* South before 1975 were very.backward. Some advanced and medium technologies and equipment imported

by join ventures were mainly allocated in downstream of the industry.

Russia & SNG
20%

~ Japan
15%

Others
10%

EU
9%

' Soﬁth Korea

13%

- Figure 1.2 Origins of technologies and equipment of Viet Nam's steel industry.

~ Secondly, the production allocation and organization are not appropriate. Most of steel-making umnits

© were built long time ago, which were not planned to fulfill requirements of steel ihdustfy technology to get
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combined linkage and easy transport. The corporation's producing units are also spreaded along the country
basing on older units. While joint venture steel rolling mills are allocated properly, based on the distribution -
of material and input sources for roiling process and consumption. For example, three biggest joint venture
steel rolling mills in Viet Nam ali located in Baria—Vungtau and Haiphong near imported material and gas
sources, however, in the long term, if the domestic material is created, this allocation will r_cveal its limitations.
In local and non-state steel industry, enterprises are allocated very arbitrarily. This violates the general
technique rules of steel production. To enhance efficiency of the industry, producing units for different
stages must be concentrated and be implemented order of producing chain. It will be ineffective and less
competitive if one enterprise make flat .p-m(.iucts_ in the.North then they will be cooled and transported over
a thousand km to other enterprise in the Soﬁtl'_l for h_of rolling.

Thirdly, investment in steel production is seriously unﬁalanccd between capacity of billet production
and steel rolling. Billet production capacity is very low, meeting only 25% demand for small square billet.
Meanwhile, in recent years, increase in demand for billet throughout the country has been leading to

imbalance of the industry.

Table 1.3 Production situation of Viet Nam's steel industry

Products - Designed capacity | Output 1998 Mob'ilizf_ed rate of
{ton/year) ~ (Ton) - |  capacity (%)
Crude steel (Blend steel and bar steel} 470,000 305,682 65
Rolled Steel (Round steel and contractual steel) 12,000,000 . 1,200,000 60
Blowpipe, sheet steel plated P _ 500,000 120,000 Y

The imbalance in capacity is explained by the imbalance in investment pattem.. Investment in billet
production has not been attracted due to requirement of huge capital, ‘long time for prbduction ﬁreparation
and low rate of return. Other reason is that the value added of billet production is low, this does not attract
foreign investors while local enterprises lack capital. Furthermore, importing billet is so it was not proiectéd
(tax rate is 3%). On the other hand, the derﬁand for folled products 1s High, mainly construction stcél. In
addition, the investment in rolling procé'ss does not requxretoo mﬁch capital so not only central énd local
but also private enterprises can invest. Forelgncrs find thelr proﬁt in this proccss 50 a lot of types of joint
venture appear. Investors can benefit from a hxgh protection barrier in local rolling construction iron and
steel market (with a tax rate of 40%). All above reasons make the discquilibrium between billet refinery
and production and steel rollmg process. |

Due to 1mproper investment, Viet Nam annually still 1mports nearly 1 tmlhon ton bxllet for local bar steel
production. In next 5-10 years, billet 1mp0rt_ still accounts a large share, howcvcr the local supply needs
gfadually to be increased. The project to expa'hd ’Ihé.i Nguyen Cofporation's prod@ction capacity by building
EAFs is feasible and can reduce billet import by a half (abo.ut 500,000 tones in 2005). '
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Fourthly, product lines are not abundant, it only includes long products (bar, wire rods for construction)
and some sheet products (tinplate, welded pipe). Thete is no hot and cold rolling tools to make plate steel.
Quality of product is low, except products of joint ventures. The imbalance in production raised problem
for the industry in choosing proper products meeting market demand in the coming years.

Fifthly, on account of irrationality in organizing producing and importing billet, obstacle tcchnélogy,
low productivity, ﬁroduction cost of domestic hot and cold roll steel is very high, as a consequence domestic
steel products have trouble in competing with.imp()rted steel products.

'Production cést is lower in case of steel made from imported biltet both in Thai Nguyen lron and Steel
" Complex and South lron and Steel Complex. This difference is due to lower price of imported billet in
comparison with n that of domestic billet. The resuit supports the idea of importing and putting away

money to develop downstream facilities of the industry in period of next 5 - 10 years.

Table 1.4 Production cost of domestic roll steel
Unit: VND/ton

Thai Nguyen Steel The South steel
Catalogues PP Domestic oy Domestic
g Imported billet | """ © | Imported billet | 70
Material cost - : 2969775 3031823 2832410 2989210
Fuel and energy : 213031 213031 216099 216099
Depreciation S 142151 142151 81548 B1542
Salary ... . - 41516 .. 41561 56720 - . 56720
Medical and life insurance 8312 - 8312 - 2061 2061
Management cost - - - - 264930 - 264930 333023 - 333023
Exwork cost - - - 3639761 3701809 3521862 3678662
Minimum selling price 3821749 3886900 3697955 3862595
Price of imported billet - - 2744000 . : 2660000 -
Price of domestic billet o 2800000 ' 2800000

Price of imported billet by Thai Nguyen Iron and Steel Complex is 3.01% higher than by South Iron and
Steel Complex, as consequence, Thai Nguyen production cost is higher. So, Thai Nguyen Iron and Steel
Cdmplex need to examine reasons for and search for new sources of billet.

Analysis of production cost also reveal that domestic steel products were at cdmpetitive disadvantages
bosition. Billet, main material accounting for h=u ge proportion in production cost, produced by domestic
proc_lucers has 'price not highér. in comparison with that produced by producérs in South East Asia region.

| Therefore, high production cest of steel mdc by producers in Viet Nam is due to higher rate of material

consumption and lower productivity in comparison with producers in South East Asia region.
1.2 Viet Nam steels market: supply sources, price and protection mechanism.

In the past years, Viet Nam steel market suffered from a lot of fluctuations and imbalance between

- démand and supply in some kinds of products. In general, rolling products have not yet met the demand.
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Table 1.5 Rolling steel production and consumption in Viet Nam market

Output Consumgption To meet Emport '
Year 1,000 % 1,000 % demand | 1,000 % % '"icn“a“
tons increase tons increase (%) tons increase importing
1991 149 350 -57.43 201 | 4257
1992 96 | 3154 540 5429 | -63.70 344 36.30 71.14
1993 243 2398 800 | 4815 | -69.63 557 | 3038 61.92
1994 280 15.23 990 2375 | 172 710 28.28 2747
1995 450 60.71 1100 11.11 -59.09 650 4091 845
1996 900 | 100.00 1400 2127 | 3571 500 64.29 2308
1997 1050 16.67 1700 2143 | 3824 650 61.76 30.00
1998 1150 9.52 1900 | 1176 | -39.47 750 60.53 15.38
1999 1270 10.43 2090 1000 | -39.23 820 60.77 933 .
2000 1400 10.24 2300 1005 | -39.13 900 | 6087 9.76
Average 27.83 21.78 -51.33 - 48.66 19.35

~ The Table 1.4 shows that the rolling steel production of Viet Nam during 1990s has increased significantly
in absolute tcrrn,.the annual growth is 27.83% on average. In which, the level of 1996 is the highest owing
to new production of some Jjoint ventures .s'ucll as Vinak'yoei, VPS, Vinausteel and Natsteel Vina invested
in. 1995 a‘nd late 1996. Prr)-duction'output rose, but did not meet.the dernand yet; altlzough the consumption,
on average increased 21 18% yearly As such, in general, in 1990s mvestment in rollmg steel productmn is

. msufﬁment The domestac supply met 51. 33% demand In order to solve this deﬁcrency, in the past recent.
years, Viet Nam allowed 1mp0rtat10n of a large amount of rollmg steel (accoummg for 48. 66%) wrth
average 1mport growth rate of 19 35% per year Thrs rate is hlgher than Viet Nam economy's average
growth rate of material import during last ten years (16 78%). Therefore, in long teml, rollmg steel mlport
for domestic consumption continues to make up a high proportron. '

- However, domestic prd_duction structure is not appropriate with consumption structure. Almost domestic
steel output is bars and simple shapes serving for principle eonstm.ction .(m_ore than 85%). For these reaaons,
Viet Nam's steel industry overproduced construction steel with low qualitv but urlderbmduced shapes,
plates, low carbon steel and high carbon stecl that were inputs of machine-making, ship building; metal
spare part lnduslries. Improper product structure required steel business.enterprises to'seek market for
conétruction steel not only in Viet Nam But also 'abroad. On the other hand,_ steel importation for other
industries need to be carried out effectively. Hence, in the next few years Viet Nam's steel industrv will
have to make some changes in production investment structure. .

The issue directly associated with domestic demand and supply of Viet Nam's steel industry is price
competitiveness. Currently, supply of relling steel products for coastrucrion exceeds demand, the
~ consuraption is facing difficulties because of high pn‘ee. Domestically produced steel for r:'o'nstru'ction is

10-15% higher than products imported at CIF price from Russia and SNG (25-28 USD per ton) and 5%
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higher than products imported at CIF price from Japan, South Korea and Western countries (10-12 USD
per ton). As such, price competitiveness is a disadvantage for construction steel production businesses. If
in the coming time the price of Viet Nam's construction steel decrease by 10-15 USD per ton, the competitive
pressure in local market will fail, this is appropriate with the way to step by step eliminate trade barriers
according to the agreement signed with AFTA. If the price decrease by 20-25% USD per ton then our
products will be able to have competitiveness in the world market. According to experts of VSC, this
competitiveness is depended on low dcpreciatioh of some enterprises. Other factors can lead to reduction
in price such as higher productivity, decrease in management cost and higher capacity of mills need longer
time.

Due to complex fluctuation in domestic market, balance between supply and demand for products are
not reached, barriers were created to protect domestic businesses to implement import substitute strategy
for material production as well as ensure sufficient import of some kinds of steel as a vital input of some
industries.

Non—t.ariff barrier was applied to bar steel for construction by stipulating import quota. This solution

helped enterprise's associated with VSC to broducc"rolling steel make profit and VSC became a profit

business in 1998 and 1999. (Figure 1)
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Figure 1.3 Tumover, cost and profit of VSC
Tariff tools are best used by imposing different tax rates based on purposes. Currently, tax rate on billet
is 3% and on different non-alloy steels are from 0 to 40%. The import tax on bars and shapes is 40% (see

_ appehdix 2—Current Import Tax Table). Due to complex taxes we can use two criteria: average imported-

steel weighed tariff and protection coefficient for steel domestically produced business.
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Table 1.6 Average tariff of imported iron and steel

Products - Amount  |Average Price]  Value Taxrate |  Density Tax
| (1000 tons) | (USD/ton) | (L0OOUSD) (%) Import | (1000USD)
Long product 100 2714 271110 35 0.04 9488.5
Cold rolled steel 375 435.1 163162.5 15 0.23 24474.38
Hot rolled steel 625 342.6 214125 15 - 0.30 32118.75
Blend steel 1245 243 302535 3 043 9076.05
Sum . 706932.5 75157.68

As shown in table 1.6, the average tax on imported steel is 10.63%. Therefore, all rolling products have
a tax rate higher than the average level and need to follow the way to reduce tariff .according to CEPT in the
years to come. This will put a fierce competitive pressure on Viet Nam's steel businesses against imported
steel from ASEAN countries after the year 2006. However, The calculations above does not show an
accurate protection level of steel product in Viet Nam market because steel billet has a low tax rate (3%)
with a large import amount cause deviation in the result. Therefore, average weighed tax rate for three
imborted rolling products of 16.34% shows that the protection level for rolling producing cntcrprisés is
véry high. In the future, to compete with imported rolling steel, tariff protection remains a necessary tool
for cxlstcnce of stee] industry.

In current practice, almost rolling products were produced from imported billet with low tax rate, while
tax on final product was high therefore protection coefﬁcnents applied to various rollmg products are
d:ffercnt Using price in the world market as selling price and pnce of blilet 1mport as factor cost, we have
protectlon tevel for long, cold rolling ﬂat and hot rollmg flat as foliows: 274.7%, 12 18% and 26. 16%
respectively. Obviously, the protection coeﬂ'lment for constructlon bar steel is very hlgh as long as it was
produced from 1mported blllet In fact, the selling price of long products by Viet Nam's enterpnses is 10-
15% higher than the world marker price so that the protection level is much higher. It implied that all
rolling steel enterprises are existing and operatmg dependmg on protection bamcr if tax on output was cut
down and that on tax on imported blllet was mamtamed 93%), cntcrpnscs (mc[udmg joint ventures) would
suffer losses unless they reduced their productlon costs.

In brief, from situation anaIysns in technology, mvestment ai]ocatxon and producnon structure aspects of
Viet Nam's steel industry above as well as fluctuations in Viet Nam's steel market and unpacts of protection
we can draw some following conclusions: _

- Viet Nam's steel industry is still in small scale with backward facilities, except some joint ventures.

Protection technologies were not synchronized. Product structure was improper with low quality;

- The imbalance in production of billet and final products was serious, this required a long time to

adjust and a huge investment capital; |

- High production cost resulted from various reasons had increased price of final products, makmg

Viet Nam's steel industry less competitive;
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- Viet Nam's steel industry has not a master plan yet, it needs to be rearranged,
- The competitiveness of the industry is weak; most of its enterprises are operating under protection

of trade barriers. They will be facing problems when Viet Nam implements CEPT of AFTA commiment.

Part 2: Policy selections for Viet Nam’s steel industry

21

+

Alternatives for policy opiion for Viet Nam's steel industry
Alternative 1: Planning strategies and policies for the steel industry must be placed in general economy.

According to us, in the next 10-20 years, Viet Nam's steel will not be a key industry of the country yet;

* it is not given priority to develop. From an agricultural country, where sufficiency still exists and small

productions are popular, to carry out large scale and modern production we can not depend on heavy
industries, can not start from steel industry. We made serious mistakes in 1960-1970s when invest too
much in heavy industry. The thought "priority for heavy industry” developed in mineral exploitation,
metallurgy, machinery industries... caused capital waste, inefficiency and prevented Viet Nam's economy
from development. We cannot make these mistakes again. _

Alternative 2: Regional and. International intégration is an indispensable trend that Viet Nam have to

follow. Steel industry as well as others of Viet Nam's economy have to accept competition and stand

- steadily in competition not rely wholly on the state’s protection. The impacts of participation in ASEAN

free trade area and WTO on Viet Nam's economy need to be fully analyzed, however, we can see here

_ thé_ direct impact on three following subjects:

- State’s import and export tax revenue will be reduced;

- COtlSzl_lmel'S. will b_cncﬁt from lower price and more abundant types of goodé;

- Entérpn'ses have cope with competition. Competition may accelerate production and business
but they will be put on the bank of bankruptcy.

Under regional and international integration process, Viet Nam's steet industry will face more challenges

than advéntagcs. According to documents we have, we can affirm that Viet Nam's steel industry has no

.- advantage over other ASEAN countries, the competitiveness of Viet Nam's industry is very weak.

“Theoretically, éompetitive advantages are formed by intcréction of factors:
- 1. Available production conditions (labor, natural resource, geographical location, and natural
conditions... -
2. -Conditidns of domestic market;
3. . Complementary and related industries; .
4. . S&étcgies, structure of enterprises and competition within the country;
s . .

_ Policies and regulations of government;
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6. Random factors.

Out of six factors above first four factors are the most important. Analysis of conditions and situation of

Viet Nam's steel industry under the integration into AFTA and furthermore WTO shows that Viet Nam's

industry has no competitive advantage. This is indicated in following aspects.

a.  Mineral sources for steel industry are small as compared to that of ASEAN countries, For example,
Viet Nam is 0.01; Thailand is 0.47; Philippines is 0.3 and Indonesia is 1.54.

b. Workers of Viet Nam's steel industry are in large number but low guality. There are not enough
experts and skillful workers. This pattern is common in Viet Nam's labor force. Based on Human
Dcvelcipmcnt Index (HDI) Viet Nam ranked 1 16th, while Philippines ranked 99th, Indonesia 105th,
Thailand 54th, and Singapore 53rd. Low labor cost is merely production cost advantage. This
advantage can only be undertaken by labor and material intensive products. With prbducts_ required
high technology there is no this advantage at all.

c. Other ASEAN countries with more advanced technology will have stronger cumpetitivenesé |
than Viet Nam. Furthermore, other.ASEAN countries and South Asia countries implemented export
strategy sooner so that they i:an get an appropriate export str_ucti:re in favor of deeply processed
pioducts. Viet Nam mainly exported raw materials ranging form natural minerals to _agricultural
products. Steel used industries of ASEAN countries such as Thailand, Singapori:, Indonesia and
Philippines developed'wcll having products exported to many dei.'eloped countries. In Viet Nam,
steel used machinery industries developed slowly Some well—developed machmery industries such
as automobile, motorbike, ship building... belonged to ]omt venture or enterprises with 100% foreign
capital. It will take a long time for Viet Nam to receive high technologies of strong machinery
industries from forelgncrs Therefore, it is difficult for Viet Nam's steel industry to penetrate domestic
market. The industry is at a risk of loosing its market in its own countnes.

d. As compared to other country in the region and all over the world, production cost and other
consumption criteria of Viet Nam's steel indhstry were higher. 'i"his cannot be solved in the near
future (see table 1.1) and reduce competitiveness of the in(iustw in local inarkcts. |

To summary, under participation in AFTA/CEPT and regioilal integration process, Viet Nam's steel

industry has fewer advantages.

+
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Alternative 3: Policies of steel industry must be based on efficiency measures. It is dangcrous to
pursue independent economy by building all industries at ‘any expenses. Of course, we should consider
fairly between polmcs and economic development. Economic and social efﬁcnency is the most important.
If there is an unsolved contradiction in state and firms' benefits, in our opinion, what benefit state then

state must follow, what benefit firms then firm must invest.

In general, Viet Nam's steel industry is now opei'a_ting inei’féctivély, many enterprises belonged to Viet



Nam Steel Corporation, say Thai Nguyen iron and Steel Company and stee! mills of the metal and
material company in central region, suffered losses for a long time. Other steel pipe making, steel processed
joint ventures and international trade center are also in the same situation.

Under low business efficiency and, huge investment continuously bring losses Viet Nam's steel industry

become a burden of the nation. Hence, we need to consider and select appropriate steps.

2.2 Development strategy of Viet Nam's steel industry
2.2.1 Development strategy of steel industry in the period 2001-2010
2.2.1.1 Objectives

- Ensuring stability of domestic market. Local steel enterprises should hold market share of 70-
80% after implementing AFTA/CEPT. For traditional products (coil, long), the production shail

. fully meet domestic demand zﬁid gradually export; |

- Investing intensively current steel mills to maintain c_:apacity, improve quality and use modern
technologies in prOduétion, The investment mﬁst be considered carefully; 7

- Strengthening the steel industry in which VSC is essensial. Rearranging business and production
system to i_ncreése cqxﬁ;ﬁetitivenesé. Stbpping opefati_on cnfefpriscs producing low quality broducts,

| causing énv_ironmental pbl_lution and bring losses;

- Gr_adually reducing state's protection for steel industry. hnple:henting open policy to attract fdrei@
invesi:ﬁe.nt in Both upstream and downstream. Ensuring. that after the year 2000 there is no state's
protection in steel industry and business production 'system.fbllo'wing market mechanism is formed.

22.12 Steel demand and market projection
Due to deficient ahd:inconsisten.t.statistics. of Viet Nam's steel industry pcrfo_rman.c%c and local steel
used industries have no strategic forecasts, tﬁerefore an accurate .proj ection for Viet Nam's steel industry
is impossible. According to documents on demand projection of VSC (with the help from JICA), the
projectibn of VAI and BHP completed in 1993, of NKK in 1994 and of NIPPON STEEL in 1994, we
are in favor of .the steel demand and market projection. done by VSC with the help from JICA. This

* forecast was based on scientific base and suitable for practice in Viet Nam.
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Table 2.1 Overall projection of Viet Nam steei market

Nam Demand of Average per capital | Average GDP Output ratio Product rate
market (ton) {kg/person) (USD/person} long/flat steel (%) Expectation
1998 1,900,000 24 310 65/35 60
1999 2,090,000 26 330 -
2000 2,300,000 28.2 253 61/39 65
2001 2,540,000 30.7 380
2002 2,800,000 334 408
2003 3,080,000 0 412 7
2005 .| 3,700,000 422 505 55/45 73
2010 5,700,000 62 740 50/50 73
Table 2.2 Market demand projection by kinds of products
2000 . S 005 2010
Sort Volume | Density | Volume Density | Volume | Density
{1000 tons) (%) (1000 tons) | (%) (1000 tons) (%)
- Total demand _ 2,300 100 3,700 | 100 5700 { 100
+ Long products 1,400 4 2,040 55 2,850 50
- Round bar steel, striped steel 670 29 | 1,000 27 1,420 25
- Coiled steel sso | 24 | - 600 6 |- 750 13
-Figuredsteel - 180 | 8 | 40 12 680 12
+ Flat products - 900 39 1,660 45 2,850 50
-Plate steel 180 | 8 60| 7 | 4% 8
- Hot rolled steel - T 240 - 10 310 - 10 740 .13
- Cold rolled steel | 160 7 330 9 570 10
- Kinds of sheet iron plated 180 8 400 1 630 i1
- Blowpipe, blend figure 140 6 | 300 | 8 460 8

As such, to fulfill domcsnc steel dcmand Viet Nam total output of ﬁnal steel product must increase
by 8-10% per year during 2001 2010 period.
2.2.2 Some concrete orientations of the industry :
- Final steel product outpﬁt (rolling steel and after rolling processed products) in 2005 will be 2.8
million toncs in 2010 be 4.5 mllhon tones meeting 80% domestic clemand
- Equlpment and technology: in this penod modern equipments with small and medium capacnty,
advanced technologies should be chosen and product gains internationa! standard. Investment capital
is form steel companies and foreigners. Raw steel is produced by scrap-EAF'technology;
- Increases self-sufficiency supply of billet, alternates partly imported billet. Thls is an urgent
rcqmrcment of Viet Nams steel industry, howcver we suppose that in 2001-2010 period Viet Nam
" mainly has to import blllet for rolling. Increasing billet production capacnty by projects is presented in

table 2.5. These pfojects bases on market demand for steel estimated until 2010 and current capaciiy
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of the industry. The second one should be given priority. Feasibility of these two projects is fairly
high. They do not require huge investment capital and correspond to practice of Viet Nam. Importing
billet and final products at a relatively large quality stiil plays decisive role;

- VSC self invests some relatively big projects {about 10 million USD) that demand for its products
is high such as billet, hot and cold rolling plates;

- Stimulates foreign investment in the industry in the form of 100% foreign capital or joint venture,
To achieve efficiency the industry has to plan concretely and government needs to approve the master

plan. We shouid only invest tc produce specific steels, limit investment in rolling process and production

of construction steel;

- Classifies steel production enterprises in Viet Nam basing on evaluation of quality and efficiency.

Increases investment in profit enterprises and closes steel mills suffering losses, low quality and old

technology. Accelerates freedom in steel industry. Equitizes some enterprises of VCS;

- Allows strong corporations of Viet Nam invest in steel industry;

- In the period 2001-20 10; the industry will begin form hot and cold rolling 0 building high furnace,

- basic oxygen furnace preparing for.apply of synchronic technology in the ncxt stages.

Table 2.3 Alternative for investment projects

- Project

Product 2000 2005 2010
Option 1: 1. Long ' Excess of capacity Operate at full Minimum import of
No investment products of 0.5 Mt. Need to capacity, fully 1.6 M. of square
in new facilities {round, " export or operate matched domestic bitlet and 1.0 Mt. of

only investment fingure, wire) not at full capacity demand long preduct

to improve ‘Minimuem Import - Minimum import of

current of 1.2 Mt. of square 1.7 Mt. of square

facilities billet billet :

Option 2: 1. Long No new plants Production of 0.5 Production of 0.5
Limited products Import of 0.8 Mt.s Mt. of square billet Mt. of long
investment : ~ (round, of products Import of 1.2 Mi. product- Prodution
expansion of shapped, and of square billet, and |  of 1 Mt, square
currents plants, wire) 0.6 Mt. of soft iron billet, 1.1 Mt. of
small scale of and scrap. soft iron.

new investment

2. Flat prbductS

(hot milling

and cold 0.2 Mt. of cold Production:
milling) milling 1.2 M. of square
Import of 1.1 Mt. billet '

Production of 0.8
Mt. of hot milling,

of flat product, and
0.65 Mt. of flat
bitlet.

Import of 0.5 Mt.
of long product, 1.2
mt. of square billet.

0.4 M. of cold
milling steel
Import:1.7 Mt. of
flat product; 1.3
Mt. of flat billet.
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2.3

policy research for steel industry

2.3.1 Protection policy selection for domestic steel production

Domestic steel production is now strongly protected by state (level 4). State is imposing high tax on
steel and steel product import, Non-tariff tools are used up. The current existence of prohibition of
products that are produced sufficiently in Viet Nam, quota limitations and import control of products
that are produced insufficiently... need to be eliminated early.

When determine tax reduction schedule to commodity following AFTA/CEPT, Products can be divided
into three groups with different levels of tax reduction.

Group 1: the group with export advantages. Taxes imposed on these commodiﬁes will be cut down
soon. They include agricultural products (rice, coffee, and tea), fishery products, textile and garment
and rubber. | .

Group 2: the group that can compete with import commodities in the future. Tax reduction schedule
of this group will be later and slower. They include vcgemﬁles, fpod, milk, electronic, machinery
product, ship, chemical products (fertilizer, pesticide, processed rubber, tire, cosmetics and detergent)
and cement. ' _ _
Group 3: the group with low éomp'etitivenéss. Tax reduction schedule for this group is slowest.
The state's pfotection level still relatively high. These commodities consist of natural minerals and
mental, papér product and sugar. |

This classnﬁcanon is aimed to reach an appropnate tax reductlon schedule and have correspondmg
measurcs to either facilitate cxport or protect local productlon

As presented above, Viet Nam s metallurgy industry, in whlch steel is the most 1mportant, has a wcak

. competitiveness.
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Coinpare§ to other ASEAN cbuntries, generaliy, steel industries in these countries do not really develbp,
it has the same price as Viet Nam's, over 400 USD per ton, so that it is difficult for them to competé
against steel production of some countries such as Russia, Ukraine, South Korea... Currently, most of
steel prod;iéfs from ASEAN are with low tax rate and classified into the group 1, except Indénesia and
Malaysia where some thin non-alloy folling steels follow CEPT slowest.

Bases on production situation and competitiveness of the industry af_:d praétical CEPT implementétion |
of ASEAN countries, Tax reduction schedule of Viet Nam for steel pfoducté is planned with slowest cut
down. sfeps, especially such pr.oducts out of the temporarily exceptional list. _

. Iron, billet, stainless siecl, technical steel and specific steel (most of them have low tax rate., and
cannot be preduced domestically and play as inputs of other industries) are put into reduction:list. Now
most of them have a tax rate of 0% so in practice there are oﬁly ébout ten commodities with a higher tax

rate need to be cut down since 1998 according o the schedule announced by Viet Nam government.



Tax reduction schedule:

2000 2001 2002 2003
15% 10% 10% 5%

Steels for construction, shape, small sized steel products... with a fairly high tax rate, are now produced
domestically and controlled by import quota, are taken into temporarily exceptional list. The schedule of

some particular commodities is given below.

2002 2003 - 2004 2005 2006
- Constructive and figured steel 30% 20% 10% 5%
- Other plate steel 20% 20% 15% 10% 5%
- Roofed sheet ' 25% 20% 20% 10% 5%

Some restrict protections for steel industry need to be reduced rapidly. Viet Nam's steel industry
cannot be working under non-tariff barriers. Quota and import source controls need to be eliminated.
State should strengthen Quality standard management; implement strict control over the market to prevent
low guality prbducts; accelerate competition within the industry to abolish sluggishness. Although it is
being high]y protected and have a slow tax reduction schedule, steel industry's investment trend and its
structure transition need to Be carried out as soon as possible avoiding passive cases at the last time.
State's protection for steel industry, in our opinion, should not be extended over the year 2006.

2.3.2 Investment policy selection

Investmént 'plays'a vital role for the de\?elopment of the steel industry. In order to use the capital
effectively we heéd in-time and suitable poiicies and solutions.

Investment is an action for the future. In other words, investment only brings us results after we
finished the investment, It is difﬁcﬁlt to find soon the nﬁstake_s that we made during the investment
process, the these result in a lof of bad cohsequences for a long time and take us too long to deait with.

- Therefore, having a long-term policy for investment is very important. The mistakes that we make in
building investment structure in the period 1976-1980 had negative impacts on the development process
for many years. The innovation of investment in steel industry, which should be paid special attention
from the leadership, has created a plentiful of good chaﬁges in the recent years.

The investment projects that need huge capital during 1976-1989 and then were basically completed,
and currently we are in good condition for building an investment plan unﬁl the year 2010 and afterwards.
Atpresent, there are many changes both.domestically and over the world so that we have to have visionary

5 plans to outline long-term suitable investment policies in the transition process. Hence, investment policies

- -need to be considered in many aspects. |

ﬁeferring to capital sburces, we have domestic capital, including that from state budget, from state-
owned enterprises, from private énterprises and from people. Foreign capital includes official capital of

foreign governmental and international organizations, capital of non-government organizations and
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Vietnamese abroad,

Referring to capital distribution, we need to assign the capital according to economic industries helping
to form modern economic structure and promoting the economic transition in favor of industrialization
and modernization.

To fulfil above requirements we need to have specific mechanism and policies in mobilizing capital,
organizing and managing investment capital, and in creating capital market and its related policies.

a, . Policy for domestic capital mobilization

For investment of enterprises, enterprises that belongs to any economic sectors are all cqual n
busmcss and i in re-creating capltal for the development, apart from limited fields relatmg to secunty,
national defense and some other special public welfare. Enterprises that operate in the same economic
field all have to pay tax in the same way and have right to implement expansive reproduction.

Persistently stop any subsidies in any form such as price subsidy, tax reduction, low interest borrowing
and soon. -

- For capital accumulation of people, in order to exploit and utilize effectively capital of people the
state need to encourage any classes of people to carry out any busincss-prodﬁction activities, consume
reasonably, increase saviﬁg for investment. _

The state nccds to protect private capitai, through which create favorable climate for pe.ople.not
oniy 'self-invest,. (if they have ability and expectafion) but also save and cont_ribute to social capital
sources. Building rapidly monetary and capital nmkcﬁ, at the same time, refonhing béking and financial
system It's also the basic method to stlmulatc people to ennch themselves legally. _

it is possible to say that if the capital of people and enterprises is mobxhzed and used eﬁ'ectnvely it
will play very important role in economic development.

b.  Policy for foreign capital mobilization

In building and dcvcloping' steel industry of the country, besides the use of domestic capitai it is
also important that the state needs to have proper policy to exploit and mobilize forcign cﬁpital, .from
official sources of both government and non-government organiié\tions. They mainly include the
following sources: _

Official Devetapment Assistance (ODA}. This is the non-refunded or low mtcrcst capital sources by
foreign countries and intémational financial organizations. These sources are added to the state budget
and state can use directly to invest or lend. _ _

We need to have different policies to different countries and international financial organizations in
mobilizing such huge capital sﬁurces, which rhﬁy ambunt toa bill. USD per year or higher. In doiﬁg 50
we have to base on invcstmcnt plans, construct the list of. favorable investménf projects and programs
calling the capital from ODA agencies according to international practice.

We need to have different policies to different countries and international financial organizations to



mobilize the capital complying with their policies in the framework of Viet Nam's manner and policy.
We also need to have effective policy for foreign debt management ensuring that the borrowing and
paying ability is suitable to the country.

Foreign Direct Investment (FDI). This is a relative huge source. In the coming time, this source is
bcrhaps much larger than that of ODA.

In the context that we still lack experience in international business, we need strengthen the
mobilization of FDI capital. Because, on the one haﬁd, like ODA capital, FDI capital generally helps
implemeﬁt technology transfer.process, technical and professional training and create stable market.
On the other hand, FDI capital is connected closely to the responsibility of preserving and developing
capital that will reduce the debt burden of Viet Nam. The state needs to stop subsidies for the investment
of enterprises. These enterprises must themselves pay both interest and principle from their own
profit.

Capital form oversea Vietnamese. Vietnamese living abroad gencrally do not have much money,
however they méy be an intermediary bridge for attracting foreign capital, and in some cases they may
contribute to invest into Viet Nam. The state nceds to have stimulative policy to expand this source. In
any case, state needs to have overall policy to mobilizc every capital sources for socio -economic
- development.

Policy fdr using capital _

Capital froﬁ state budget. Budget capital is derived from the domestic accumulation and foreign
capital, mainly ODA capital. Budgct capital needs to be used properly and effectively to promote
socio-écoﬁornic developtflenf. :

' ~ Budget capital is also used to dcvelop.public constractions, steel industry projects, which are very
important for the economy that private entérpriscs are not able to invest. Heavy industry construction
prOJcctS will contribute to promote economic transition in favor of industrialization. These constructions
need to be considered carefully and must be lmplemented mamly or fully by state budget. Budget
.capltal should also be pourer in infrastructure projects, export-processed and special economic zones.

Additionﬁlly, budgét capital is also used for lending, mainly from ODA capital to encourage
investment in high effective and short payback-period projects to pay foreign debts. We need stop
: uéing budget capital to Subsidy state-owned cnterprises that are operating ineffectively.

Foreign investment capital. The FDI capital, which is invested in Viet Nam according to foretgn
invcstmént law of Viet Nam, is very important. We need to control socio -economic efficiency and
environment of these projects.

In .the futufe, we need to contro! the efficiency of projects that were granted investment license
ensuring that the actual and projected results are the same and we also need to have adjustments, if

necessary, to projects that were licensed but ran ineffectively.
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State should encourage private foreigners to invest in some sectors on which the country focuses.

Capital of oversea Vietnamese. We should have policy to stimulate the investment of Vietnamese
living abroad in domestic and joint venture projects. Creating favorable conditions for oversea
Vietnamese re-invest and draw profits according to the law.

Capital of enterprises firstly should be used to re-invest, increase effectiveness and expand business
production, create job for labor,
_ Public and private enterprises are encouraged to corporate with each other to form enterprises in
many forms of possession.

State needs to build the plan for the development of state-owned enterprises, through which

formulates stipulations on equitization. State also neceds to identify clearly the list of enterprises that

will be reshuffled.

- Private sector is encouraged to develop in sohe fields that do not conflict with the law. Putting aside
a part of income  to invest du’cctly or contnbutc to construct domestlc capital market.

Statc needs to have policy to encourage production and savmg, increase saving proportion to develop
economy. Building investment plans to gain the hlghest efficiency. These plans are not the same with
that in the centrally-I planned mechanisro before. They are merely oriented to create favorable condition
for every investors and sunable to secic-economic policy of the country in each period.

State's investment in steel industry in both short term and long term is necessary, however this mvestmem
should focus on transition trend to increase competitiveness of the industry. State should endow capital
(bi.llions o.f USD) into big projects \w;ith modern teohnology (after 2010). _

In the period 2001-2010 investment will be carried out in depth, broad investment will be limited.
These investments in both local and joint venture enterprises should be considered .ca.refully in favor of
specific steel production with small and medium scale, not in favor of rolling proce.ss'and stee] for
construction because now its supply exceeds démand Besides, cfﬁcicncy, billet import ability should
also be taken into account. In our opinion, importing billet for rolling and buying a part of matenals from
abroad is efficient and feasible. :

State should pay attention to scientific research activities to dev'.clop steel industry in the foture. This
is a program of the state. We need research, assess entire natural material prov.ided for steel industry,

steel technology advancement in the world and put steel industry in the'cconomy as a whole not in VC8's

“opinions... relying on these bases to early draw plan and implement investment in the indtistry in the
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future.
State should subsidize a proportion of power price as an investment for steel industry.

In the last years, state had a strong support for VSC. In 1999, the total business capital of VSC at the
end of financial year is 1,410,393 biltion VND, out of which l',040,068 granted by state budget. In fact,



VSC had minimized financial problems owing to state's support. This should be reviewed. State should

only suppart efficiently operating enterprises of VSC and help to relieve social consequences caused by

bankruptcy of some enterprises. State cannot always "feed" VSC. Financial supported policy of state in

the next few years will also focus on private firms if they are working effectively and comply with state

orientations. Enterprises producing steel for export and import substitute should be given priority.
2.3.3 Non-tariff policy

Combining tax reduction with non-tariff barrier elimination flexibly and properly in order to maintains
the protection for domestic production in necessary cases.

Simultaneously, we need to build and complete an effective non-tariff system that must be suitable
with and accepted by international practice. This will create a proper protection for domestic producers
while we have to reduce tax barriers.

-, Currently, our non-tariff barriers are very simple, mainly including license and quota. We are in short
of systematically technical, quality controls like in other countries, especially; such protections are not
oriented in favor of domestic production.

Given below are some orientations of Viet Nam's non-tariff policy system when Viet Nam takes part
in commercially economic cooperation with ASEAN and APEC.

Firstly, thesé policies h#v'e to guaraﬁtce the foliowing targets:

- . Makeit favorﬁb_lc for the devclbpﬁient of Viet Nam's trade, increase the foreign trade turnover
and budget revenue;

- Pmtr.a'c't propertly domestic pmductioh, encourage the innovation of technology, and strengthen
goods competitiveness in the worid mar.ket; : L

- Promote the integration of Viet Nam into world trade and the implementation of the party's
reform policy; |

The building of non-tariff policy system, at the same time, has to follow principles below;

' - Non-tariff methods applied must be suitable with international practice that were specified by

WTO;
- Théy must also follow specific stipulations by ASEAN and APEC;

Non-tariff system must be strong enough to protect domestic infant production as well as

facilitate enterprises to reform, strengthen competitiveness in the world market;

L)

Although commercial profit is the major target, but we also have to have close and suitable
comﬁinations between tanff measures with non-tariff o'nc.s, between free trade as designed by
- CEPT with domestic i)roductioh protection for interests of the nation;
- The non-tariff system must guarantee an exit if domestic trade is threatened by international
competition;

. Viet Nam's tariff measures should be oriented to promote free trade, increasingly eliminate
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trade obstacles according to the development level of the economy, create favorable conditions

for the development of trade.
In order to apply non-tariff policies effectively following targets and principles mentioned above
simultaneously suitable with domestic production protection we need to identify clearly the list of
commodities for protection and classify them in different protection degrees. The identification of the

list must be based on both qualitative and quantitative analyses of domestic demand and supply,

- competitiveness of domestic goods and the changes in the world market.

Although current condition does not allow us to implement a profound research, however base on the

practice in Viet Nam and other ASEAN countries, in the short term, we can plan to classify the commodities

- for protection of Viet Nam as follows:
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- Level 1(highest): the commodities in the sensitive list
- szél 2: the commodities that are very important to the economy such as automobile, motor,
fertiliier, ‘pesticide, cement, iron and steel...
- Level 3: the commodities that can be produced domestically
The protcctidn for the commodities out of the protection list above need to be allcviﬁted soon and free
trade should be implemented. _
' Viet Nam's non-tariff policy system first can be built in 4 uiajor groups based on.rearr.angemcnt of old
non-tariff measures and creating of some new fneasur_es suitab.le with stipulations of WTO:

Group 1: Common non-tariff measures in the framework of WTO:

+

Automatic and non-automatic imbort license -

Quota: According to WTO, including quantity quota, quantity' and tax co.mbihcd guota and
qﬁantity and special license combined quota. '

- Checking before goods are on board

- Ornigin principle

- Antagonistic tax

- . Anti-dumping measures

- Prevention methods
Group 2: Technical measures:

- Technical standard regulations . . -

- Quaiity regulations

- hygiene verification

- Sanitation protcctio'n '
Group 3: Administrative measures: include other current import-export regulations of our cbuntry

such as import-export origin, state-owned entérprises... that are not put in group 1 or 2 as stipulated by
WTO '



Group 4: Other macroeconomic policies that have indirect impacts on export and import such as:
exchange rate mechanism, payment, interests rate, banking credit, investment policy...

If we follow tariff and non-tariff measures regulated by CEPT we have to reduce non-tariff barriers
after finishing our non-tariff system. This needs to be done urgently because it will take a long time and
require the cooperation of many related ministries and industries. -

After completing the non-tariff policy system, we start to eliminate non-tariff barriers. This process
will be carried out closely with tariff reduction based on three above-analyzed levels and can be as
following steps:

- Step 1: begin with the reduction of administrative procedure
- Step 2: reduce cémmon non-tariff measures
- Step 3: promote to ap'ply technical measures and other invisibly indirect protection measures.

Apart from measuzes in tax reduction schedule and financial support, the elimination of limitations of
import quantity and non-tariff barriers is also very important under integration process into APEC and
WTO. |

The elimination of import quantity of some commodities following CEPT shoﬁld be abolished early
in order to get preferénce from other member countries.

Other non-tariff barriers should be step by step eliminated under integration Process

Building quality standard manual of steel industry corresponding to international regulations and

" publishing quality managcmcnt.policy for easy implementation of enterprises.

2.4 Integrated steel mill Bnilding

" Inour opinion, it is now too soon to affirm whether or not to build integrated steel mill in Viet Nam. We

can only atfirm that the building of the integrated steel mill in the period 2001-2010 is impossible.
To build integrated steel complex, we need meet rest_rictive conditions and have full scientific ground.
 The period 2001-2010 should be the time for pre-feasibility. We will oaly be able to make final decisions
after 2006, at tflat time the impacf of regional integrafion will fully come into effect. Integrated mill can
only be Built when there is a éufﬁcient market demand (about 9 million tones per year) and an availability
of necessary material, power, water source and proper location. According to us, the building of integrated

mill should be considered after 2010, maybe from 2013-2016..

2.5 Solutions to increasing business effectiveness of Viet Nam's steel companies
2.5. I. market development -
In the past years;.,' market development has been paid much attention, currently the market of companies
includes: local market is divided into three areas: the Central, the North and the South; foreign market is

- Laos, Cambodia, Taiwan, Hongkong and so on. However, under the international integration, our
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companies will have to face with severe competition from export products so that companies should pay
special attention to the market development. This task may follow below directions:

2.5.1.1 Strengthening traditional markets

. The traditional markets of Viet Nam's steel compénies are in the north, the central and in the south.
The companies continue to maintain and occupy these markets, exploit these markets in depth, control
capacity aﬁd structure of the markets, fluctuations of the demand for construction materials, and take
care of socio-economic development strategies of the state and regions.

Maintain and expand the markets via cooperation with construction material industries in supplying
and consigning goods in order to increase consumption and, at the same time, introduce product

trademarks in provinces. Strengthen prestige and keep the cooperation in the long term.

In doing so, the companies need:

- Increasing the quality of products and services for traditional consumers, the companies
always have to guarantee the quality of products and services;

Create favorable conditions and give priority in payment to traditional consumers, the

companies should permit these clients to defer payment in a given period;

Develop some new preducts and diversify products

Favor in price to some regular consumers

25.1.2 Bpanding to potential markets

At present, owing to the increasing of technical science and lifing standard the demand for steel is
on the rise, it is estimated that until 20 IO the steel amount demanded of the country will reach to 7.5
mill tons per year. Therefore, steel companies are required to invest in production so as to meet the
demand of the market. | '

In order to penetrate in all local markets and export we neced to have a system of synchronous
measures: such as product oriéntation, quality, quantity, promote marketing,'orgénize proper Selling
channels, expand the network in populous areas to make favorable condition and meet the demand in

time, implement after-sale service. These are important measares in the integration of the companies.

2.5.1.3 Promoting market research

Market research is a compulsory task of all businesses. It is prerequisitc' to penetrate market of
companies. To get the success in business the first thing that all enterprises havé to do is to perceive
fully and exactly what are related both directly and indircctly to the market demand, preference and
purchasing power. These activities will help identify vital markets and determine bolentialé of markets
that are not fully exploited yet. _ |

In thé recent years, with the reform of the t;'ountry a lot of metal business enterprisés' of Viet Nam

General Stee! Corporation and some private firms do metal bu'si_ncss.'The demand for construction is



increasing. Hence the companies are required to be able to estimate the demand throughout market
research.

A team that specialize in market research needs to be formed in each company. We need to have a
market research staff team with high professional knowledge to outline suitable production and business
plans increasing the efficiency. This team will help leadership build and carry out production and
business plans more effectively. The information reported must fulfill the requirements: rapidly and

. exactly. In business now we can only project exactly market demand and its fluctuations to determine
~ clearly: what to produce, how much to produce and how to export if we receive and process information
timely.

Market research includes observation, analysis, projection of market fiuctuations and other changes
that may have impact on the companics’ @kct.

Through market research the companies will build measures to increase quatity of products and set
reasonable price.

2.5.2 Improving sale network and sale method
2.5.2.1 Improving sale network
. The improvement of sale network is very important so that companies should have some following
measures:

- Strengﬂ_len current sale nctwbric: companies should upgrade their stores, selling places to attract
consumers, increase the number of co.nsumers and opportunity of selling. Companies need to
build .investm_cnt plan for vital sto:;es.

- . Reassess the 6pcrati0n effectiveness of stores, create good condition to concentrate capital,
amount of goods for profitable stores and also have supports for loss stores or dismiss them in
NECESSAry Cases. |

- Create new selling places: companies need to open more selling places both locally and abroad.

- Reinforce the rights of stores: in the past time these stores have proved their role in the market
and help the companies carry out weil production ﬁnd business. However, to full play the capacity
of stores Viet Nam's steel company need to alloﬁ them to expand suitable business in the market

2.5.2.2 Improving sale method _

In the past jIears, sale methods that applicd by companies are very abundant, however the structure

- is still not sﬁitable. In the coming time, the structure should be changed. The companies should continue
to increase whblesale_'to raise thé revenue and create the close reiationship with their consumers.
Wﬁolesales that are not through storehouse should be encouraged because this method helps companies

- reduce ﬂze costs, gain higher profit and Quicken the c_:.apital circulation. To promote this method is not
easy for unusual_demal_ﬂ. is. relatively huge and it can be met in many ways.

Develop agents, especially ageﬁts for foreigners, to increase revenue and create more jobs for
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workers. Increasing selling agents to foreigners to get more hard currencies to help import activities
of the companies. This method only cost companies preservation and carriage fees, When goods are
sold the companies check the revenue so they do not need capital for buying goods. Besides wholesale
| the companies need to strengthen direct sale.
Diversify sale methods to serve the demand of any consumers, apply and develop a wide range of
sale method in order to meet the new business conditions. Using marketing tools for sale promotion.
Companies need to maintain and develop relations with other agencies that usually buy their products
with a large amount. Companies should sign consumption contracts with such consumers to stabilize
the sale and increase their pre:sﬁge. Economic contracts are the way to achieve business targets safely
hence they should be accelerated in selling products.
For new markets, companies have to have proper penetration strategies, because these are places
that companies can open the relations with other new consumers. Therefore, companies should attempt
to collect and analyze information of fluctuations in the market in order to find business opportunities

suitable with the potential of the companies.

2.5.3 Applying flexible price policy

In current period, when steel supply exceeds, applying flexible price is very crucial for steel companies
to attract consumers and increase revenue. ) |
- Base on production coét, demand and suppiry, market price 'and corﬁpetitivent:ss 'of the.rivals the
companies usually have to adjust price to encourage clients to buy their broducls ensuring high profit.
Price is a factor of competition It plays a vital role in busiﬁess 'I'herefore Setting price is very important
Compames should have specific pohcy to each kind of product, recelve qulckly information of price
changes in the market to adjust in time. Addltlonally, companies should also have price policy for each
region to strengthen the competitiveness of the company and gain the highest possxble profit.

For payment methods, corﬁpanics should allow deferred payment and accept payment in any form

cash, cheque...

2.5.4 Well organizing services in business
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Well organize services in business to attract clients

- Carriage service: one of the characteristics of steel product is long and bulky, therefore the
transportation is very difficult. To do the best service the éonipanies should carry goods to han(is
of consumers. If consumers are near the stores the companies should bear i:he cost of ransportation,
if not, the companies should charge the cost reascmably For foreign clients, thcrc need to be
proper agreement on transportation method and other regulauons -

- Organizing advertisements: Advertisement is a tool to promote sélc, a_dvcrtisemént has an
imponanf impact on consumers. It helps consu_iners improve their knowledge of the products,

and improve the image of the products. The demand for steel products in increasing, therefore



advertisement is very important. To compete against foreign products companies have to organize
advertisement activitics well not only domestically but also internationally. Companies can do
advertisements internationally in two directions: standardization and regionalization.
Advertisements should include measures against rivals to penetrate the market by similar products;
- Fair, purchase encouragement: Steel companies should expose their products in fair and
encourage purchase to excite consumers' demand;
- Sale promotion: Companies can promote sale in three ways: to introduce new products, to
increase consumption of the products and to attract directly consumers at detaif sale places.
2.5.5 Increasing international integration
International integration is necessary for Viet Nam's steel companies in the context of increasing
economic regionalization and globalization. This international process has positive effects on the
development of the companies. It will create open relationship between Viet Nam's steel industry and
that of the world. It is a chance for Viet Nam's steel industry to catch up with that of the world, to find
new consumers and to make a stable stand in the world market.
- Besides opportunities, the international integration also brings Viet Nam's steel companies a lot of
.difﬁculties and obstacles due tb low starting point of our industry as compared to that of developed
countries in the region; Viet Nam econor-ny is developing slowly and facing many difficulties and
.ct.lallenges in the international intégration; ﬁ lot of resources are not ready to exploit, the competitiveness
in the world market is weak. Therefore companies have to prepare for this integration.
- The steel industry have to increase competitiveness against import steel when the import tax is
rcdﬁced to 5% and ﬁon-tariff barriers are eliminated.
- New factories have to meet international standard on productivity and other technical criteria

to dominate local market and export.
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3—1
Viet Nam’s Textile and Garment Industry Development

Pham Quang Ham

Development Strategy Institute
1. Characteristics of textile and garment industry

» . The final products of the textile and garment industry are garments, a kind of essential consumer
goods whose importance for human being ranks just after that of human demand for food. This demand
will increase progressively alongside the increase in people's income. Frequent changes are seen in the
products of this industry and their colours and designs become increasingly diverse as a consequence of
external influences. These products are required to meet different demands of human being, such as
travel wear, foﬁnal wear, worker's protective clothes, casual wear and so on. The higher are the people's

living s.tandards, the more varied ére the demands for the products and the greater is the need for their
prod.uction.: Production that meets the market demand for small lots and shortened period of time from

© production to market is the current trend of the textile and garment industry.

. Scientiﬁc and technological progress also has a s&ong impact on the productioﬁ and consumption of
- textiles and garments. As a result of the infoﬁnation and communications technology devclbpmént, new
fashions and models can be spread very quickly; it can take only one day for a new fashionable design
introduced in United States to be found in angkong and Taiwan, etc. Therefore, the key to improve the

- competitiveness of garments is their frequent close link with the market and their ability to meet the
.- rapidly changing market demand for consurhption. The industry's production must be dynamic enough

0 catch-'up with market demands so that the products can be able to compete in the market.

«  The textile and garment industry is cha_rac.terised by upstream and downstream linkages as fbllows:
Mategials —--> Spinning ---> Fabric Weaving ---> Printing aﬁd dying ---> Sewing
The downstream segments such as materials production {cotton planting, production of artificial and synthetic
fiber (filament) and spinning often require a certain production size and large investments. The upstream
scgmcnt_s can be of small and medium size; particularty, the initial capital investment required to create one
job in the sewing segment is just around USD 1,000. Fabric dying and ﬁni'shing segment is also an important
one tﬁat is re_quired.to ensure good qué.lity aﬁd proper colours of tﬁe fabric to serve as an input to sewing

segment and to diversify products. The application of new technologies in downstream segments has become
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more common, such as creation of new raw materials and materials, and automation that aims to improve
quality and productivity. New technologies have also been applied to sewing segment, ¢.g. introduction of
information technology into marketing, designing and so on. However, as much as 80% of the work in the
components assembling (sewing) segment, which is labour intensive, requires much manual labour. This
industry is therefore a labour intensive one whose comparative advantage belongs tb the countries that have
abundant and cheap labour. In addition, another advantage of this industry is that production can be organised
in small- and medium-sized enterprises, and even on a household scale. _
The vertical linkage in the industry from materials to final products, which are garments, is not necessarily
developed in a close manner like the "seif-sufficiency” model. Cotton can be impor_tcd to produce yarns,
yarns can be imported to produce fabric, or fabric can be imported to prbduce garments, depending on expected
economic efficiency. However, if a good linkage among different segments can be created, costs can be
reduced substantially, more jobs can be created, and especially the ability to take initiatives in export production

can be created, thereby improving the economy's value added.

-

- Textile and garment industry is a labour intensive industry whose technical requirements, partiéulariy
in the garment sector, are not high. From I_the experience of other countries, this industry occupies an
ifnportémt position during the eaﬂy stage of a country's industrialisation. And the wave 6f the industry's
development is shifting from high labour cost to low labour cost countries like Vict Nam at present.

« A characteristics of the industry that should be further emphasnsed is that producuon can be organised

on small and medium scale, creating subcontract-based networks _

"+ . Another characstics of the industry that should be further emphas:sed is producnon can be orgamsed
on small and medium scale, forming up subcontract-based proccssmg Moreovcr household—based
production or production following the street industry model can even be organised of strict quality
control can be ensured. Such production §cale facilitates job creation and mobilisation of funds among
the population. Combination of different production scales, i.e. large, medium and sinail, can be made.

= This industry also affects the development of s'upponing produ_ctidn‘ ﬁetﬁvork such aé pioduétion of
components, auxiliary materials like sewing thread, buuﬁns, fasteners, packages and so 6n. This enable

the creation of trades and jobs for the péople living in the areas surrounding factories.
2. Textile and garment market in recent years

Export performance _ _
Since the adoption of the Vietnamese vaemment's rénﬁvation policies, the value of exported textiles -

- and garments has kept inéreasing rapidly despite of the collapse of tﬁe fdrmer de_iet Union and Eastem
Européan markets. Export Valﬁe incréasgd from over USD 100 million in 1990 io USD 1.5 billion in

1999.
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Textiles and garments export value
(in million USD)

Year Textiles Garments Textiles a_nd Share in total
garments export valne (%)
1990 27.8 90.7 118.5 7.9
1991 294 1429 172.3 9.9
1992 39.6 3572 396.8 15.6
1993 617 " 5216 - 5827 17.8
1994 107.8 691.6 799 4 17.8
1995 147.8 878.8 1,026.6 18.2
1996 : 175.5 1,162.7 1,338.2 19.8
1997+ 171.0 1,332.0 1,503.0 16.4
1998+ . : 1,450.0 15.5
1999+ ) ) 1,500.0 15.0

Source: Report on "Vietnam's Textile and Garment Industry - Successes and Future Challenges” prepared by Hal Hill, 1998
* Statistical Yearbook, General Statistical Office, 1999

The textile and garment mdustry has become the largest exporting mdustry among the top ten expomng

mdustncs whose export value excceds USD 100 million.

Prdducts with high export value are shown in the foliowing table:

Unit: million USD

__________ Exwmteml”"l”sw”
-.'.._1..'-__5__0.!9915‘:9}.1 ...... e b A2 1239 o 1860 |
.2 i Textilesand garments . poo 1503 S 21 R 1500 ]
....3 . iShoesandsandals Lo965 R 1031 N 1350 |
o4 dRee oo o b 891 . LY L. S 2 1020 |
.5 i Fisheries . . SR S .88 e 950 ]
.6 i Coffee ST, ST S o 585 |
.1 iRebber . L v C ] 127 . S &
8 tCashewnus T . B33 S -
.9 ! Handicrafts and fine art articles o ] o to1200 ]
10 " Coal ' 110 1 102 : 96

Source: Ministry of Planning and Investment

A méjority of exported gafments is produced on a subcontract basis in which the foreign buyer/order
maker Subplies the local producer with imported fabric and auxiliary materials .needcd for garment
pfoductidn ﬁnd then buy the final products. There are cases where the buyer even supplies the local
producer with ecjuibment réquired_for garment production and then gets the final products as a payment
for tht-:- equipm_ent.. This way of doing business is appropriafc at the initial stage when the Vietnamese
-garment produ_ceré and exporters a_ré still in labl; of the knowledge of international markets. However,
‘the value added that can be creafed'from that kind of business is low and the production and business
operations of local producers depend greatly on foreign orders.

' Following' are some analyses of Viet Nam's textiles and gamenu export and import performance.
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Net trade value

From the difference between the value of export and that of import of the entire textile and garment
industry, it is clear that the industry has a relatively large net textiles import surplus. Viet Nam's net

trading ratio (NTR) has been high and relatively consistent for a long period:

Net trading ratio in Viet Nam's textile and garment industry

Note:

Textiles Garments Textiles and Garments
(,,E:f?s(m NTR (%) (mI:ETl‘Jé{D) NTR (%) (m?:fTU:‘fD) NTR (%)
1990 -107.4 -60 849 0.88 225 0.09
1991 -154.2 0.72 136.3 0.89 179 0.05
1992 2923 .79 3348 0.88 425 006
1993 491.1 .80 491.0 - 0.89 0.1 0.00
1994 -599.9 0.74 649.7 0.89 498 0.03
1995 -843.4 074 828.1 0.89 -15.3 001
1996 -100.7 0.74 11040 10.90 96.7 004
1997* | 8550 078 936.0 051 790 0.03

NET X = X-M (exports minus imports)
NTR = X-M/X+M

Source: Hal Hill

* The awthor's caiculations are made with data from the Report on Expor: and .Irrlpoft Performance produced by General
Statistical Office. :

The above table shows that the garment industry tends to export more tha.l.l:‘ﬁ'lé textile industry. However,
the value of garments illegally imported from China has not been estimated and iﬁclud_éd m the garment
industry's import value. Viet Nam's textile industry has .bccomé a net importer because a bulk of materials
and fébric required for contract-based garment prodection are imported.

Compared to some countries in the region, the share of Viet Nam's textiles and garmc;it_s. export in the
total export value is low, reflecting timited local supply ability. A problem that should be addressed is the

renovation of the textile and garment industry's production structure so as to improve the its efficiency.

Unit export price
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Data on unit export price serves as an indicator for ekport products’ qﬁality comparison. Although the
data are in a simple, unprocessed form and their quality depends much on the accuracy of records and
observations over products that are very 'mhomogencoﬁs, the author of the study entitled "Textile and
Garment Industry in Viet Nam: Successes and Future Challenges”, Hal Hill, shows some data to compare
Viet Nam's textile and garment unit éxport price with that of several countries in the region. These
compﬁrisons show that Viet Nam's textile and garmén_t industry has a much lower unit export price

compared to other countries. This also implies that Viet Nam's textile and garment industry still relies on



exporting low value-added products. If the industry is able to diversify into products of higher quality
and value-added, its export value would increase while its production costs decrease, and export efficiency
would be improved. A survey conducted by Thormton in 1998 shows that the production cost in this
industry can be reduced by 25% or more. The renovation required does not simply cover the product
mix, but also an improvement of quality control, products delivery and so on, thereby bringing about

higher prices that customers are willing to pay for.

Unit price for selected garment exports

c'ross-country comparison (Viet Nam = 100)

SITC Viet Nam Indonesia Thailand

8412 : : _ -

1995 100 191 471
o 1996 100 128 218
8413 | B

1995 . 100 i85 i76

_ 1996 100 259 243

8414 _

1995 : 100 . 105 120

1996 100 _ 100 119
8415 S ' :

1995 100 _ 148 144

1996 100 157 144

Source: Hal Hill, calculations based on UN data (by dividing export value by export quantity)

* This is a useful reference for Viet Nam. The past experience of East Asian countries in this regards is
one of shifting from low value added products to high value added ones with an aim to break protection
barriers of Western countries in the form of quota-based quantitative restrictions and consequently increase

their export value.
Markets Jor Viet Nam's textile and garment exports

*  Among the quota-bound markets, EU is a large market for Viet Nam's garment exports. On the

average, the value of garment exports grew at more than 16 percent per annum over the past years.
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Value of textile and garment exports to EU

(in million USD)
Year Textiles Garments
1993 4.5 245
1994 12.8 285
1995 5.0 350
1996 8.0 420
1997 6.0 450

Source: Viet Nam General Customs Department

However, what calls for attention is the fact that approximately 70 percent (in value) of textiles and
garments exported to EU gd through intermediaries like Hongkong, Taiwan, Republic of Korea, and
Germany. This leads to the question of how to create a direct access to markets for our exports so that

our prdduéts can be sold directly to the buyer without going through intermediate order makers, thereby

reducmg our dependence on them and at the same tlmc improving our export efﬁcrcncy

A majority of garments exported to EU markets are those that can be easrly produced {such as Jackets
and shirts). Very few enterprises are able to produce high value added products that require higher skills

and techn.i'ques such as suits or high quality shirts. Consequéntly, even quotas are available for many

iterns of that typc no enterprises are able to produce for export.

«  For a number of markets for which quotas are not imposed such as japaﬁ, Taiwan, Singapore,
Russia and so on, Viet Nam's annual cxport value has bccn in creasing rapidly'..lapan is a big rnarket
and the value Viet Nam'’s textile and garment exports to Japan accounts for as much as 46.3 percent
of its total value of textile and garment cxports However, the share of Viet Nams textiles and

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

and garment imports.

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

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

rapidly.
Viet Nam's textile and garment exports to the U.S
' o (In million USD)
1994 1995 1996 '
- Garments 245 15.08 200
- Knitted wear 0.1 1.7 3.59
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In the absence of the Viet Nam - U.S bilateral trade agreement, Viet Nam's textile and garment exports
to the U.S were subject to high tariff rates. However, this is an important initial Step for Viet Nam to

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



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

Mexico should also be taken into consideration.

Quotes from Sai Gon Economic Review Issue No 30 dated July 20, 2000
Mr. Le Quoc An, President of the Board of Directors of Viet Nam Textile and Garment General
Corporation (Vinatex), believes that within three or four years from the time when two countries granted
normal trading regulation (NTR) to each other, Viet Nam's 1extile and garment industry will be fully
able to reach an export value of one billion USD 10 the US market. He said, "At present, although the
tariff rates imposed on Viet Nam’s textiles and garments exported to the U.S are two to three fimes
higher than those imﬁosed on products from other countries, Viet Nam is still able to reach an export
- value of USD 70 mitlion for these products in 1999. Once the tariff rates are reduced, the export value
. will certainly increase rapidly.” > From the experience of Cambodia, only two years after the NTR was
| exchanged between rhe two countries, the value 'o.ftextiles and garments exported from Cambodia to the
U.S increased frbm zero to as much as USD 600 million in 1999. Mr. An confirmed that " Viet Nam's
capacity for textile and garmenf production is greater than that of Cambodia and therefore there will be

more opportunities for our country.

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

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

for readers' reference:

First, the Chinese textile and garment industry has a longer history than that of Viet Nam and the

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

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

- exceed any of that of other East Asian textile and garment exporting countries.
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Thirdly, China enjoys special advantages resulting from the presence of Hongkong and, to a certain
extent, Taiwan. China is able to inherit the quotas for textiles and garments left by these countries due to
their loss of labour comparative advantage (increased labour cost). The textile and garment exporting

enterprises in Hongkong and Taiwan has an incomparably high level as regards international textile and

. garment markets, including customs procedures and fashion demand. They are also able to transfer

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

arcas.

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

as local prices compared to the international prices.

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

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

The positive aspects of the competition between Viet Nam and China should be taken into consideration.

To some extent, this compcﬁtion would encourage the dcvelbpmbnt of the Vietnamese textile and gamient

- enterprises in an efficient manner. The Chinese textile indtistry is taking strong steps in an effort to

restructure itself and their experience should be Iooked at.

Quotes Jrom Textile and Garment Journal
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Chinese Textile Industry - Restructuring Measures for Integration

..... In 1997, although the textile industry achieved remarkable results, it also revealed several
problems as follows: _ |

state-owned enterpfises still operated with losses though the total loss was reduced by 2.2 billion
yuan compared to that in 1996. The number of loss-mafcing SOEs accounted for 51% of the total number
of SOEs and the ratio between assets and liabilities in?:reased to 76%. The key éompon_éﬁts of the textile
indus.rry were in a difficult situation. Statistics show rhc_it the cotton sub-séctqr incﬁrr_ed a loss of 13
billion yuan in 1997, a reduction of 810 million yuan compared to that in 1996. The capacity utilisation
in the dying and ptinting ;vub-secror was as low as 50 percent and only one third of their production plan
was fulfitled. This sub-sector incurred a loss of 380 m.illion yuan which is similar to that in 1996. The

number of loss-making SOEs accounted for 68 perce'm of the total SOES in this sub-sector, one third

" greater compared to that in 1996.

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



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

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

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

workers.

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

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

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

percent each.

2. The State will give attention 1o the textile industry bjr abolishing its non-performing bank loans
and requiring each local government to at least maintain the level of performance in 1997 while
the new amount of expenditures is increased by 10 billion yuan to finance the replacement of

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

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

" insurance.
4. Provide substantial support to textiles export. In 1998, the ratio of rebate on textile export tax is

expected 10 increase by 2 percent c’ompafed 1o the standard level of 9 percent, and over 13 percent

 of quotas committed under the agreement between China and Europe and the agreement between
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Ching and the U.8 will be provided directly to enterprises entitled fo do business with foreign

pariners.

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

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

6. The coiton supply system will be improved and the State allows the price of products to fluctuate

within a range of 6 percent. The export-oriented products made from Xinjrrang cotton as a

substitution for imported cotton will enjoy tax exemption.

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

Domestic market for textile and garment products

With a projected population of about 88 million inhabitants by the year 2005 and nearly 100 million
by the year 2010 and increased incomes, the demand for textiles and garments is expected to increase

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

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

- The level of people's consumption also changes as a conSequenbe of external influences. When the

living standards of the people improve, they would necessarily demand for “delicious food and nice
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ciothcs". The préferences for design and fashion is no longet simple as before when their incomes were
low, and will change year after year, particularly in urban areas. Some traditioﬁ.ii gamteﬁt products suéh
as simple black silk trousers for females, and garments made from brown colour fabric for rural inhabitants
and so on have also changed. The requirement for a diversity of colour has become apparent. There is
also an increasing trend for consumption of ready-made garments whose dcﬁland tends to exceed tﬁat of
taitoured garments. People have been increasingly recognising the advaﬁtages of ready;made garments
in the aspects of their convenience, their fit with consumer's pre.fexfence, and their éheaper pricés compared
to those of tailoured garments.

Another issue that is relatively pressing is the very cheap price of imported textiles ﬁnd garments
flown into Viet Nam, especially smuggled products, second-hand clothes, etc. flown into Viet Nam
though various channels, that adversely affects locally produced goods. |

On the other hand, the system of wholesﬂc and retail trade of locaily produced textiles and garments
is not yet organised and in fact left open for private tmdgrs' control. Domestic enterprises have not been
able to establish distribution channels right in the domestic market. The relationship between production

and distribution and that between wholesale trade and retail trade are required to be.established properly



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

{1} The production scale remains small, a majority of equipment and machinery is obsolete, and the industry's
competitiveness is low. A dynamic garrr;enr industry exists besides an inefficient textile industry

Viet Nam's textile and industry occupies an important role in the national econohy, ensures domestic
supply of ore kind of essential goods, and has a comparative advantage for export promotion. The export
value in the year 2000 is estimated at nearly USD 2 billion, placing the industry among the top exporting
industries. The export value of the i'ndustry in this year even exceeds that of petrol. The industry absorbs a
large portion of the workforce which accounts for 22 percent (over 500 thousand workers) of the total
industrial workforce. -

Although the industry sees an annual output growth of more than 10 percent, its production size remains

-small with .per capita yam production.of merely 0.8 kg and that of fabric of less than 5 meters. Equipment
and méchin'ery chrfehtly used in the spinning and weav.ing segments is obsolete, thereby failing to provide
fabric as an input for export-oriented garment production.

“As of late 803, there were 860 thousand of spindles in 13 SOEs in the industry. A majority of equipment
- was made in 60s and used for over 20 years. Over the past years, a number of too old equipment was
improved, innovated or removed and replaced by new ones, and ye't the rate of replacement was merely 5.2
percent. Since .old and obsolete equipment and technologies acéounts for a majority part in the industry,
although the quality of products has seen some improvement, their output fails to meet adequately the
demand fbr high quality yafns, making the industry still rely on imported yarns. Thé coverage of combed
yamn spinning technology rﬁercly accounts for 3 percent while carded yarn spinning technology still dominates
the spinning industry. Technology for PE mixed yarn spinning accounts for less than 16 percent.

A ﬁajority of equipment formerly'u.sed in the textile industry is composed of narrow width shuttle
aﬁtomatically changing weaviﬁg machines that were imported from China and used for a large number of
years. Consequently, the quality of products. has been declining and the ability to divérsify products is very
limited. Over the past years, new machines, including some modern weaving machines, were imported to
replace. the old ones, and to .ﬁpgrad_e the quality of textile products. During the past decade, about 1300 new

" non-shuttle we’a\;ring fnachincs '(foraxamplc: rapier loom, airjet loom)out of the existing 10,500 weaving
machinéé wgi'e imported fdr the teictile industry, meeting'roughly 15 percent of the weaving capacity.

In rcceht years, more investment has been put into the dying and ﬁhishing segment of the in_dustry, but
the.'SOEs go_t'mos't of the investment. This investment has contributed to improving the quality of and
divérsify of prbducts of whi#h there are new items that were unable to be produced before. Nevertheless,

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

Modern technologies for computer-aided design and drawing for cutting have been applied in some

places.

{2) Garme.n: export turnover remains high mainly due to subcontract and the industry still has to import
heavily. |

In recent years, ganﬁent export turnover keeps rising and the industry has become one of the major
expott earners of the economy. _

- Processing for e_:xpoi't is the key feature of the industry since Viet Nam is yet to be able to make its own
designs, produce its own materials and create its own network in international markets. Undc.r this mode of
production, all textiles and other.accessories (e.g. threads, buttons, labels, packaging etc.) are temporarily
imported for re-export after turning into finished products. It is clear to see that the market is that of the
contraclbf. The added value made on the export product is found mainly in the wages and salaries. of
workers and Nanagers. .

At present, 80% of garmént export is from subcontracts. According to the Viet Nam Gzirmént & Textile
Corporation, the corporation's own export value in 1997 reached USD 475 million, out of which only 2%
were from direct export. Leading companies within the corporation like Viet Tien, May 10 etc. based most
of their. operations on subcontracts.

This mode of production, however, is necessary in the initial stage to help the industry secure jobs and
learn the art of export marketing. Vietnamese gamient industry's strategy is to quickly turn to direct export
of its own products and to enhance its own effectiveness. |

To direct export(FOB export), the industry h.as no other way but to overéome existing shortcbnﬁngs in
marketing and over-dependence on foreign partners. It also has to make up the current lose.linkage between
textile and garment manufacturing sectors within the industiy. The current approach of i'n'ves.t'ment-_productipn
oriented should be redirected to market-effectiveness oriented. The industry's entérprises should overcome
their own weaknesses, actively explore markets and offer new designs to attract customers. :

Other iinponam points in the industry's strategy also inélﬁde upgrading the current outdated equipment
and technology of the textile sector, creating exportable garments and forging a close and cohesive linkage

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

overcome the following four weaknesses:
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3)

- Labelling,
- Designing,
- Increasing the domestic contents in a product, and

- Enhancing product's competitiveness.

Almost all materials used in the textile sector is imported

Virmally all inputs to the textile industry, such as cotton, polyester yarns, etc. are imported from abroad.

Following are the main figures for the last few years:

Manufacture

i- Yarns {thousand tons) 40 .59 74
2- Cloth (million metres) 280 263 317
Import
1- Cotton (thousand tons) 325 68 77
2- Threads and polyester {thousand tons) 263 938 160
3- Cloth (million metres) 20 72 505*
Material production
- 1-Coiton (thousénd tons} . 2.86 4.1 _ 52
2- Silk (thousand tons) 0.78 1.4 ;

* USD million

Cotton_cultivation

The cditivati_on of cotton in the last few years has been méintained on over 10,000 ha of land. The low
effeétivéness of this sector results in its low pace of development. Under the Central Cotton Company's |
estim&itibn, to develop tl_ie cultivaiidn area, it is ne'cessary to have cotton productivity bypassing the cost
productivity, which is now 690 kg of seeds wool per hectares in Dong Nai Province or 840 kg/ha in Son
La Province etc. Secondly, cotton must have its own competitiveness comparing to other harvest on the
same area at the same time, brmgmg about higher effectiveness on one unit of cultivation land After
years of cotton development, the sector has been able to (i) locate cotton's ecological demands and land
availability for the cotton develc_ipment land fund; (ii) pinpoint' the appropriate cultivation techniques
and séaisé_ns in Viet Nam's conditions, applying.mixed cultivating regime and effective plant protection
methods; (iii) create new cotton varieties with higher productivity for Viet Nam. Cotton hybrids give an
average of 1.5 tons of seeds wool pef hectare and about 2.5-3 tons/ha under good watering. The quality
of cbrtén ‘ﬁbre' is now equiva_lent: to American a?erage fibre. According to statistics, real cotton productivity
has been increasing twice in the past 6 j'ears. In the Southern cotton-potent provinces, average productivity
has reached 850kg of seeds wool per hectares while that of the Central Highland and Southeastern

provinces reached 900-1000kg/ha.
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Silk

The cultivation of mulberry for silk production has also been developed in the last few years and now
covers about 25 provinces in all areas of the country. In 1986, there were only 4,700 hectares of mulberry
in the whole country and the cultivation area peaked in 1994 with 30,000 hectares. Now it remains stable
at 20,000 hectares.

Silk processing has made some progress with the total capacity of existing silk unwinding equipment
reaching 1,870 tons/year in which Japanese automatic equipment gives about 810 tons. Annual silk
production is now 1,000 tons, giving a total export turnover of USD 5-6 million/year. Mulberry cultivation,
cocooning and silk manufacturing are intertwined that gives a final effectiveness. However, it should be
noted that Viet Nam's silk production is not without difficultics. To overcome this, Viet Nam needs to

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

Synthetic threads
Viet Nam could develop a petrochemical industry based on its oil and gas production. At present,
there are some projects in PE threads production using foreign investment by Hualon Co. Ltd. and

Samsung Co. Ltd. By implementing these projec'ts, it is hoped that Viet Nam would have sufficient

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

(4) Foreign investment in the textile and garment industry

By the end of 1998, there were 68 projects in the textile sector and 71 projects in the garment sector as

follows:

oo ] Numberof . [ Number of . | Tnvestment capital in the | Investment capital in the -

- Year " | - projectsinthe | ' projectsinthe © | ' textilesector ;| ' garment sector

asn |k textile sector | garment sector - | - o(in thousand USD) -1 (in thousand USD) -
1988 0 2 0 1,400
1989 1 0 11,607 -
1990 2 1 22,925 - 954
1991 4 4 13,192 6,129
1992 9 9 62,435 30,996
1993 9 10 477,684 20,157
1994 5 2 30,599 . 1,200
1995 16 i6 346,906 24,898
1996 12 16 132,135 32,363
1997 5 1 27,616 ' 25,809
1998 -5 4 43,020 1,512
Total 68 71 1,168,019 151,418
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Regarding investment forms, most of the projects are 100% foreign owned. In the textile sector, 60% of
projects are 100% foreign owned and account for 80% of the sector's total capital. Most major projects are
of this type. In the garment sector, these figures are 54% and 60% respectively. Joint ventures in the textile
sector account for 35% projects and 8% capital. In the garment sector, these are 46% and 40% respectively.

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

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

As for the scale of investment, projects of over USD 10 million account for only 20/180 or 11% of all
projects in the textile and garment industry. Some of major investment capital like the Hualon complex
textile-thread-dye project show slow pace of implementation since investor(s) invests and explore the
market at the same time. Most projects are medium or small ones. In some particular cases, investors even
brought in obsolete or used equipment to exploit their full life and cheap labour of Viet Nam. The small
scale of investment might be suitable for the textile and garment industry but also shows some precautions
by the investors who only want quick money and do not look for long-term business. In the last two years,
investment shows signs of pausing in waiting for the Viet Nam-US Trade Agreement. It is hoped that the
signing of the Agreement would push up investment in the industry to grasp the opportunity to explore the

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

At preseat, the industry has got only two R&D facilities, i.e.: (i) Textile Research Institute and (ii)
Garment Research Institute.

The first one employs 125 people of whom 90 have graduate and post-graduate degrees, undertaking
some applied researches. However, the linkage between research and production remains limited due to
the small number of order from enterprises. Small State budget for this institute, its obsolete and poor
infrastructure, lack of retraining for researchers and technical staff, brain-drain etc. contribute to its inability
to expand research activities, not to speak of research on new technology. Some researches were detached
from production and thus, could not be applied.

The Fashion Institute was established on the basis of the former Institute for Garment Research and has
the responsibility of mapping out fashion strategy as well as making new designs for domestic consumption

- and export. It also has to disseminate information on fashion, designs and to train designers. However, the
institute's facilities and staff are too small. Its Hanoi branch has about 13 university graduates while the Ho

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

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

Just like R&D, training and re-training are of much importance, especially when the pool of engineers
and professionals are yet to meet the industry's demands in terms of quality and quantity. Only recently the
Hanoi Polytechnics and Hanoi University of Industrial Design have allocated specific courses in textile
and garment engineering and design making. Against this backdrop, students could ﬁot have sufficient
basic training in the area and are not up to latest scientific and technological progress in the world. New
staffs have to spend 3-5 years after joining the industry to be able to make some use of their professional
knowledge. At.the same time, they show certain weaknesses in applying their knowledge and lack good
command of foreign languages.

A close cooperation between reseafch institutions, training schools and enterprises has been péid due
attention. Some able candidates shifted to work for other undertakings. Despite its old age, the industry has

~ just 32 post-graduates out of whom none possesses a doctorate.
(6) Though a‘ynamic,. the private sector possesses small potentials and backward technalogy

According to statistics, the private textile and garment sector has about 57,000 spinniﬁg poles acquired
from used eqﬁipmcnt of the public sector, 6,000 textile machines and looms. In the whole couhtry, there are
some 200 private and limited conipanies, 100,000 families employing 400,000 labourers. Tcxﬁlc machinery
include mostly old type wooden looms or discarded equipment from the public sector. In Ho Chi Minh
City, the non-public sector does not have modern equipment but is very flexible in meeting market demands
and thus, reaps high business efﬁéicncy at low investment cost. This is also the result of making full use of
the labour force, economising all production costs and taking the advantage of the City‘s péol 6f specialists.

In some provinces, a number of traditional wards are still able to maintain their age-old production of
traditional items but in a new form more attached to the market. - |

The private sector's garment prbduction develops fast recently while the cooperative sector sees its
decline and has to turn into limited liability 'cdmpanies. These enterprisés have the capability of mobilising
capital from the public at medium and small scales and turn out to be very dynamic in business. Most of

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

280



- Maintenance of product quality and customers' trust;
- Active marketing;

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

Enhancing the industry's competitiveness is a prerequisite to boost textile and garment export, especially
the prospectivé American market where the toughest competitor for Victnamese textile and garment products
is China.

Major importers of Vietnamese textile and garment products include the EU, Japan and in the future, the
US. In all of these markets, China tops in the same products. The trading regime for textile and garment
"products in these countries remains the same for both China and Viet Nam, not to mentjon the MFN status

- that China enjoys in America. In this éontcxt, it is of much importance that Viet Nam must enhancing its
competitiveness in terms of cost and price, quality and delivery of goods.

To encourage export, the Government has already applied the 0% tax on textile and garment exports.
However, it is necessary to contihue lowerinﬁ the input costs and raising productivity so that Vietnamese

.products could compete with Chinese or other éountries‘ products. Further, the creation of a level playing
field for all enterprises, all sectors are also impdrta:it in faéilitating the cut of unnecessary costs. A study
shows that despite Viet Nam's low labour cost, other costs in the production éhain in Viet Nam remain
high, especially in terms of transportation. Hence its low competitiveness against other countries, including |
China.

Enhancing the competitiveness should start from efforts of each and every enterprise which in turn
requires them to strengthen their managerial capability. This is particularly important to public sector
enterprises where efficiency is low. A recent survey discloses that most enterprises in the industry get fow
profit per turnover ratio. This is an alafming sign for the development of these enterprises. Therefore, there

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

(2) Developing the inputs: material production, spinning, cloth makt'.ng, printing and dying to guarantee

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

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

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

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

The production of fiber, cloth and their pﬁnting and dying should be facilitated so that enterprises could
upgrade their present equipment and technology. Due attention should be paid first and foremost in the
creation of quality products for the export garment sector like cloth ma.nufacturing, printing/dying and
finishing. Foreign investment into these areas should be encouraged.

The industry must be devéloped nationwide in a closely interacting system freui material development
and productioh to the last eye in the chain to enhance the added value _domest.ically'. Only this is the answer
to a long-term vision and good development strategy. In a country of the size of Viet Naﬁl where the
pdpula'tion coeid reach 100 million by 2010, the size of the market is big. A short-term vision in the current
poor condition of pmdﬁet.ion, low investment... would not guarantee the industry's competitiveliess in the
export markets, especially when the economy beeomes open to the world. There exist some arguments tﬁat
it is not necessary to develop everything but a few that have the potential for high competitiveness and
efficiency. Therefore, it might be good to see links established, not jusf quantitative balances. Enterprises
sheuld be able to enjoy a favourable business environment and should enhance their own seif-resilience for
further development. Only on these basis that the industry, both in the private and public sectors, could
develop. This would add to the process of structural adjustment, forging closer and more effective links
within the industry. China is doing the same where the Government assists with a small credif so that the

industry could upgrade its facilities and implement its feasible projects.
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(3) Gradually moving into direct export (FOB), ceasing subcontracts and enhancing export efficiency.

The following table shows a comparison between FOB and processing:

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

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

The creation of good links, close cooperation and coordination between the textile and garment sectors
would guarantee highly ;:fﬁcient direct export (FOB). Research coordination between these two sectors
from market research to the making of concrete designs, colours, materials selection etc. is required. Based
on the already produced materials, it is necessary to selecf the right 'designs to suit customers’ tastes and

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

Technological renovation is an important factor contributing to the enhancement of business
competitiveness of the lhanufacmring sector. New technology facilitates the boost in productivity and
product quality.

Some would tend to think that the textile and ghrmcnt industry is just a labour intensive sector and
therefore new technology is not that important. The industry itself is an age-old one with constant
technological renovations and High-tcch has been applied to increase the level of automation, productivity
anﬂ quality. The indﬁstry’s review on investment drew the some lessons, out of which the most important

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

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

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

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

These lessons show the importance of technolbgical transfer and training. Besides, it should be
noted that one must be serious in considering the technological aspects before expanding investment

and renovation of existing enterprises.

284



Survey on business performance of textile and garment enterprises

Capital per| Sales per | Profit/ Profi/ | Accumula-
Name of enterprises ker worker Sales Sales | tive L'oss/
P wor . ¢ (6 months | Capital
(mill USD)(milLUSD)|  (1997) | "o %)
CENTRALLY MANAGED ENTERPRISES
Yarn Weaving
1 | Dong Xuan Textile Factory 62 59.6 1.26 1.2 0
2 | Industrial Fabric Weaving Enterprise 30.6 39 0.8 0.7 0
3 | March 8 Weaving Factory 72 48.5 0.26 0.02 13.6
4 | Hanoi Textile Company 56.3 72.5 0.23 0.7 05
5 | Hai Phong Woolen Products Factory 36.8 14.2 0 0 32
6 | Ha Dong Woolen Products Factory 38 222 12 -39 7
7 | Nam Dinh Silk Factory 69.7 33196 6.5 0.1 3
§ | Nam Dinh Textile Factory 62.8 41.5 -0.02 -2.1 439
9 | Vinh Phuc Textile Factory 63.5 31 0.08 0 0
10 | Hue Textile Factory - 106 89 0.02 4.4 0
i1 | Hoa Tho Textile Factory B8 41.5 -19.6 1.8 13
12 | Nha Trang Textile Factory 34 107 3 1 0
13 | Thang Loi Textile Factory 67 77 0.2 0.13 0
14 | Dong Phuong Textile Factory 87 67 6.6 02 5.1
L5 | Phuoc Long Textile Factory - 90 7L . 0.85 0.84 0
16 | Viet Thang Textile Factory 70 76 - 02 0.2 0
17 | South East Textile Factory 63 130 7 1.3 0.75 0
18 | Vinh Thinh Textile Factory 134 116 0.15 -17 0
19 | Thash Cong Textile Factory 129 92 0.13 0.12 0
20 | East Asia Textile Factory 87 64 0.1 0.3 0
21 | Phong Phu Textile Factory 76.5 134 18 . 18 -0
22 | Binh Loi Blanket Factory 56 22 2.8 0.7 0
23 Bien Hoa Wool Factory 27 A4 09 0.3 0
Garment - E .
24 | Duc Giang Garment Company 17 24 2.8 34 0
25 | Garment Company No 10 21.5 31 59 86 0
26 | Thang Long Garment Company 25 21 1.9 1.4 0
27 | Chien Thang Garment Company 18 16 1.4 1.7 0
28 | Ho Guom Garment Company 23 14 0.6 2.6 0.4
29 | Export Garment Company 12 41 0.3 0.4 0
30 | Hung Yen Garment Company - 19.9 22.8 2.1 1.2 0
31 | Nam digh Garment Company 144 . 134 1.3 - 02 0
32 | Ninh Binh Garment Company 10 3.7 -1.2 635 1
33 | Dap Cau Garment Company 16 17.6 1.8 0.6 0
34 | M Thanh Son Garment Company 9.6 6.9 04 0.7 0.1
35 | Hoa Bioh Garment Company 16 20 4.5 42 0
36 | Binh Minh Garment Company 18 - 26 1.1 - 13 0
37 | Nha Be Garment Company 19 24 34 4 0
38 | Phuong Dong Garment Company 20 21 124 8 0
39 | Viet Tien Garment Company 72 96 35 4.6 0
40 | Doc Lap Garment Company 19 22 - 0.8 - 15 - 0
41 | Frendship (Huu Nghi) Garment Company 17 28 4.6 4.8 0
42 Dong Nai Garment Company 15 25 23 2.7 0
LOCALLY MANAGED ENTERPRISES
Garment -
1 | Garment Company No 40 (Hanm) 24 154 79 6.2 0
2 | Hai Phong-Garment Company No 3 9.8 26 0.8 045 0
3 | Hai Phong Garment Company 16.5 16.5 1.7 - 2.5 0
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4 { Hai Phong Garment Company No 2 7.6 16 32 5 0

5 | Hung Thinh Garment Company 16.3 30 29 3 0

6 | Son Ha Garment Company 1.5 11.5 3.5 22 0

7 | Hai Duong Garment Company No 2 12 9.9 8.3 459 0

8 { Hai Duong Garment Company No | 8.4 8.6 1.4 1.1 0

9 | Hien Street Garment Company 18.3

10 | Hung Yen Garment Company No 2 - 83 7.8 5.1 2.1 0
11 | Binh Luc Garment Company 4.6 32 S : '
12 | Duy Tien Garment Company 7.7 4.9 1.5 - 1.6 0
13 ' | Ha Nam Garment Company 2i.6 31.7 0.4 0.1 0
14 | Son Nam Garment Company 252 20 0 -9 6
15 | Dong A Garment Company 13.3 7.6 0 0 0
16 | Nam Ha Garment Company 8.8 11 1 - 0.3 0.1
17 | Song Hong Garment Company 11 23 0 0 04
18 | Thai Ha Garment Company 19 - - 8B 0
12 | TB Th. Ha Garment Company 23 3 0 0 6 -
20 | Dong Hung Garment Company 6.3 4 14 46 0
21 | Kien Xuong Garment Company 7 3 -3 -2 42
22 | Hung Ha Garment Company 9.6 6 1 - 2 -0
23 | Thai Nguyen Garment Company 15 il 1 1 0
24  Phu Tho Garment Company - 8 18 -0 - 04 0
25 | Viet Tri Garment Company 114 9.7 L2 0.3 0.02
26 | Song Hong PT Garment Company 15.7 318 0.2 04 0
27 | Phu Tho Gamment Company No 1 11.6 17.8 3 0.1 - 2
28 | Bac Giang Garment Company 10 55 1 0.1 "0
29 | Bac Ninh Garment Company 214 14 1 0.1 0
30 | Quang Ninh Garment Company 22 10 - 2 4 -5
31 | Hoa Binh Garment Company =53 0.5 0.5 - 04 -0
32 | Thanh Hoa Garment Company 1L.5 57 - 01 0.3 - 02
33 | Bim Son Garment Company 8.5 8 1 - 02 0
34 | Nghe An Garment Company . 17 11.3 -4 -13 - - 16
35 | Thanh Cong Garment Company 26.5 61 | 1 -3 0
36 | Thua Thien Garment Company . 8.6 5.5 3 -3 0
37 | Hue Garment Company i6.3 142 - 2 3 0o
38 | Da Nang Garment Company 20 23 04 1 "0
39 | Quang Nam Garment Company 32 0 0 1 0
40 | Hoi An Garment Company 94 1.6 04 0 -0
41 | Dien Ban Garment Company - 19.7 5.3 1 0 2
42 | Nui Thanh Garmeat Company 9.3 9 S 4 -3 0
43 | Truong Giang Garment Company 13.2 9.6 3 7 0
44 | Bich Dinh Garment Company 12.6 213 0.3 4 0
45 | Khanh Hoa Garment Company 9.7 15.2 -2 -2 )
46 | Sai Gon Garment Company No 2 17.9 32 3 - -2 R
47 | Tien Phat Garment Company 15.6 15 16 - -0 0
48 | Phu Nhuan Garment Company 14.8 172 10 12 0
49 { Sai Gon Export Garment Company 17 25.2 4 3 0
50 | Sai Gon Garment Company No 3 16 29.7 4 3 U
51 | District No 1 Garment Company 9.5 30 7 5 0
52 | Tay Ninh Garment Company 26.8 19 -9 16 0
53 | Dong Tien Garment Company 15.7 35 3 4 =0
54 | Dong Nai Industrial Garment Company 15.7 28 1 0.05 0
55 | Binh Thuan Garment Company 11.6 12 -3 LU 0
56 | Long An Garment Company i1.6 12.7 -3 3 0
57 | My Tho Garment Company 9.7 11.4 6 6 -0
58 | Tay Do Garment Company 22 276 4 0.1 0
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