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PART ONE

CURRENT SITUATION ON INTERNATIONAL ECONOMIC
INTEGRATION AND IMPLEMENTATION OF INTERNATIONAL
COMMITMENTS

1. THE PROGRESS OF INTERNATIONAL ECONOMIC INTEGRATION IN
VIETNAM

Although Vietnam has been a member of the World Trade Organization (WTO) for
three years, the progress of international economic integration has lasted for nearly 20 years.
Since early 1990s, the country has opened to the world economy, boosted trade flows with
other countries and received foreign direct investments (FDI). Being a member of the
Association of South East Asian Nations (ASEAN) in 1995 was a first important milestone in
international economic integration. From 1996, Vietnam has implemented Common Effective
Preferential Tariff Agreement within the ASEAN Free Trade Area (AFTA) with a tariff
reduction roadmap of which the final year of the Agreement is 2006 when tariffs on all types
of goods except for goods in the Sensitive List of agricultural products and General Exclusion
List, have to be between 0-5 percent. For full trade liberaisation in ASEAN, Vietnam will
eliminate tariffs on amost types of products in 2015 At the same time, ASEAN has
prioritised 12 fields for early liberalisation between now and 2012. ASEAN has also decided
to establish an ASEAN Economic Community in 2015, where movement of commodities,
services, investments, capital and labour (skilled) becomes free.

Another important milestone in international economic integration process is
ratification (in 2000) and implementation of Vietnam — United States (US) Bilateral Trade
Agreement (since 2001) with its WTO-compatible contents and scope. It was followed by
Framework Agreement on Comprehensive Economic Cooperation between ASEAN and
China which was signed in November 2002. The main content of the Agreement is to
establish an ASEAN — China Free Trade Areawithin 10 years. Liberalisation will occur in the
following fields: trade in goods and services, investments and cooperation in banking, and
finance, industry, etc. According to the Framework Agreement, ASEAN-6 and China will
provide favoured treatments for Cambodia, Laos, Myanmar, and Vietnam (CLMV) due to
gaps in economic development. ASEAN-6 and China are obliged to fulfil their tariff reduction
commitments to O percent by 2010, and CLMV will do by 2015, which will coincide with the

! ASEAN-6 (including Brunei, Indonesia, Malaysia, Philippines, Singapore and Thailand) will eliminate tariffs
by 2010. New members Cambodia, Laos, Myanmar and Vietham will eliminate most tariffs by 2015 with some
tariff lines implementing a flexible schedule up to 2018.



time of completing AFTA. Tariff liberalisation for goods is divided into three main
categories: (i) Early Harvest Program; (ii) Normal Track; and (iii) List of sensitive products.

Vietnam also participated in ASEAN — Korea Free Trade Agreement revised and
signed for the third time in Aug 2006 with the roadmap to reduce tariff from 2007. According
to the Agreement on Trade in Goods, Vietham has to reduce its tariffs in accordance with the
provisions, schedules and programme for the Normal Track for at least 90 percent lines by 1%
January 2015 and at |east 95 percent lines by 1% January 2016,

In early 2007, Vietnam became an official member of WTO. Similar to commitments
made by other new members, Vietham's commitments are to eliminate discrimination
between domestic and imported products or between domestic and foreign investment and
improve transparency. The most important fields that Vietnam has committed include
improved market access by reducing tariff barriers;® transparent pricing policy, non-
discrimination and WTO-compatible regulations; reduction or adjustment of export tax rates
for some products;, abolishment of export subsidies for agricultural products upon the
accession; maintaining domestic support for agriculture below 10 percent of production value;
complete elimination of all prohibited industrial subsidies upon the accession; reservation of
investment incentives granted before WTO accession (except for export incentives for textiles
and garment) within five years, compliance with WTO Agreement on Trade-Related
Investment Measures since the accession; applying fees and charges in accordance with WTO
regulations; compliance with WTO Agreement on Customs Vauation since the accession;
compliance with WTO Agreement on Pre-shipment Inspection, and other WTO related
agreements; maintenance of a consistent, transparent, simple and internationally compatible
customs procedures; State-owned enterprises (SOES) have to operate based on commercial
criteria; Government does not intervene directly or indirectly in SOES' activities; acceptance
of non-market economy status for a maximum period of 12 years; participation in several
sectoral liberalisation agreements; commitments to open market for financial, insurance,
accounting, auditing and taxation services.

In December 2008, ASEAN — Japan Free Trade Area was established and some
commitments came into force immediately. ASEAN — Australia — New Zealand Free Trade
Area was officially signed in early 2009. ASEAN — India Free Trade Agreement became
effective on 1% January 2010, which opened opportunities for both parties in trade in goods
and services for a promising market with over 1.7 billion people. Vietnam aso has
responsibilities in enhancing global trade negotiations and building East Asian Economic
Community, even though thisis along and complicated progress.

2 Most tariff lines will be down to 0-5 percent, only tariffs for few lines can be maintained at 10-20 percent.
Phase-out period normally cannot exceed three years. Average tariff will be reduced from the current rate of 17.2
percent to 13.4 percent, which will be done gradually within five and seven years. For agriculture, committed
average tariff is 25.2 percent at the time of accession and the final rate is 21.0 percent. For manfacturing,
committed average tariff is 16.1 percent at the time of accession and the final rateis 12.6 percent.
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It can be seen that WTO accession is neither a start nor a termination in our
international economic integration. Commitments in Bilateral and Regiona Free Trade
Agreements are more opened than those in WTO. The differences in commitments in
different trade agreements can create different impacts on trade and investments. Bilateral
Free Trade Agreements (such as Vietham — Japan agreement signed in late 2008) and East
Asian Regional Free Trade Agreements usually cover issues in investments and
comprehensive economic cooperation. Therefore, impacts of those agreements on Vietham
economy are deeper than those in the framework of pure free trade areas. It has been clear that
the progress of international economic integration, trade and investment liberalisation, and
market economy transformation is deeper and non-reversible. Vietnam economy is integrating
more deeply into the world economy.

2. THE CURRENT SITUATION ON IMPLEMENTATION OF INTEGRATION
COMMITMENTSIN VIETNAM

Prior to and during three year of WTO accession, Vietham has revised and amended
existing legislations as well as issued new legal documents to “localise” WTO commitments,
to create a favourable conditions for businesses and State agencies to implement the
commitments on schedule. This proves that Vietham has been trying hard in implementing
WTO commitments.

2.1. The Current Situation on Implementation of WTO Commitmentsin Vietnam
2.1.1. Commitments for Goods

Since being an official member of WTO, Vietnam has regularly issued and updated
legal documents to reduce tariffs in accordance with the committed schedule.®

Agricultural products*

In general, tariff rates applied to agricultural products were equal or lower than those
committed until 2009. Meat and meat products were commodities subject to fastest tariff
reduction, and our roadmap for tariff reduction since the mid-2007 has been significantly

% Commitments to reduce tariffs and export taxes on goods are stipulated in Decision No. 39/2006/QD-BTC
dated 28" Jul 2006 on Promulgating the export tax table and the preferential import tariff, table Decision No.
106/2007/QD-BTC dated 20™ December 2007 on Promulgating the export tax table and the preferential tariff
table and Decision No. 123/2008/QD-BTC dated 26" December 2008 on Adjusting export tax rates, preferential
tariff rates for some types of products in the export tax table and the preferential tariff table, Circular No.
216/2009/TT-BTC dated 12" November 2009 on Stipulating tax rates of the export tax table and the preferential
tariff table on applicable lines, Decision No. 1474/QD-BTC dated 15" Jun 2009 on Correcting Decision No.
106/2007/QD-BTC dated 20" December 2007.

* According to WTO classification, forestry, aquatic products and seafood belong to non-agricultural products.

3



faster than that in WTO commitments.® Tariff on poultry was reduced from 20 percent to 12
percent, beef - from 20 percent to 12 percent, pork - from 30 percent to 20 percent, corn -
from 5 percent to 3 percent, eggs - from 30 percent to 20 percent, which were as low as the
rates committed by 2012. For a number of commodities, after some tariff reduction, the
Government has decided to raise their tariffs, specifically, 40 percent for chicken, 20 percent
for beef, 30 percent for pork, 5 percent for corn and 40 percent for eggs.

Non-agricultural products

In general, the current applied tariff rates for these types of products were lower than
those committed until the end of 2009. The highest tariff reduction was applied for seafood,
textiles, garment, wood and paper, iron and steel, electronic and other manufactured products.
For seafood, around two third applied tariff lines are lower than committed, the remaining
equal to thosein commitments.’

Tariff quotas

Tariff quotas are applicable for bird and poultry eggs, refined and raw sugar, tobacco
materials and salt.” Vietnam has implemented this commitment on schedule.

2.1.2 Commitments on Serviced

Vietnam has fully implemented WTO commitments in this field. For types of services
of which commitments are higher than pre-WTO regulatory framework, the Government has
issued new legal documents to implement commitments. They are distribution services’,

® Please see more details on the results of the implementation of tariff reduction commitments on agricultural
productsin Tables AP1.1 and AP1.2, Appendix 1.

® Please see more details on the results of the implementation of tariff reduction commitments on non-
agricultural productsin Tables AP1.3 and AP1.4, Appendix 1.

" Legal documents on tariff quotas include Decision No. 35/2006/QD-BTM dated 8" December 2006 on Volume
of 2007 tariff quotas for imports; Decision No. 77/2006/QD-BTC dated 29" December 2006 on Promulgating
the list of commodities and their tariff rates subject to tariff quotas; Decision No. 46/2007/QD-BTC dated 6™ Jun
2007 on Amending and Augmenting Decision No. 77/2006/QD-BTC dated 29" December 2006; Decision No.
014/2007/QD-BCT dated 28™ December 2007 on Volumes of tariff quota applicable to imported goods in 2007;
Decision No. 23/2008/QD-BCT dated 31% Jul 2008 on Augmentation to tariff quota for imported salt in Article 1
of Decision No. 014/2007/QD-BCT; Circular No. 16/2008/TT-BCT dated 9" December 2008 Guiding
importation of commodities under the list of tariff quota control in 2009; Circular No. 18/2009/TT-BCT dated 3
July 2009 on Amending and Augmenting Circular No. 16/2008/TT-BCT.

8 Please see more detailsin Annex 2.

° Legal documents issued to implement WTO commitments in this field are: Decree No. 23/2007/ND-CP dated
12" February 2007 on Guiding implementation of Commercial Law regarding purchase and sale of goods and
activities directly related to the purchase and sale of goods by foreign invested enterprises in Vietham; Circular
No. 09/2007/TT-BTM dated 17" July 2007 Guiding implementation of Decree No. 23/2007/ND-CP, amended
and augmented by Circular No. 05/2008/TT-BCT dated 14™ April 2008; Decision No. 10/2007/QD-BTM dated
21% May 2007 Promulgating roadmaps of WTO commitments on merchandise trade and directly related
activities.



banking services', telecommunication services™, securities services™, insurance services™.
For the remaining services, the implementation of WTO commitments is complied with Law
on Signatory of, Accession to and Implementation of International Treaties No.
41/2005/QH11 dated 24" June 2005.

Reviews of the progress of commitment implementation in this field show that
relatively quickly liberalised sectors (with no transition period or short one) are banking
services, distribution services, construction, healthcare, tourism, insurance, business services
(audit, legal, information technology, research and development (R&D)).

In telecommunication services, right after the accession, foreign investors were
allowed to establish joint-venture with registered telecommunication service providers in
Vietnam. For services with network infrastructure, the foreign ownership in joint-venture
cannot exceed 49 percent of chartered capital of the joint-venture company; and ownership of
51 percent is considered as the party has controlling power over its governance. For services
without network infrastructure, the foreign ownership in joint-venture cannot exceed 51
percent of chartered capital of the joint-venture company.

In distribution services, since 1% January 2009, 100 percent foreign-owned enterprises
were allowed to be established in Vietnam. In banking services from 1% April 2007, 100
percent foreign-owned banks were also allowed to be established.

2.1.3 Support Measures and Subsidies
Export subsidies

Vietnam has abolished all kinds of export subsidies upon its WTO accession.
However, in accordance with the Agreement on Agriculture, Vietnam is still able to reserve
two forms of export subsidies permitted by WTO to developing countries to: (i) reduce the
costs of marketing agricultural exports and the costs of international transport and freight; and

19|_egal documents issued to implement WTO commitments in this field are: Decree No. 22/2006/ND-CP dated
28" February 2006 on Organisation and operation of foreign bank branches, joint-venture banks, banks with
100 percent foreign capital, and representative offices of foreign credit institutions in Viet Nam; Circular No.
03/2007/TT-NHNN dated 5" June 2007 Guiding implementation of some articles of Decree No. 22/2006/ND-
CP; Decree No. 69/2007/ND-CP dated 20™ April 2007 on Foreign investors purchase of shares of Vietnamese
commercial banks; Circular No. 07/2007/TT-NHNN dated 29" November 2007 Guiding implementation of
Decree No. 69/2007/ND-CP.

1 |_egal documents issued to implement WTO commitments in this field are: Law on Telecommunication dated
23" November 2009, Decree No. 121/2008/ND-CP dated 3 December 2008 on Investment activities in the
postal and telecommunication sector.

12 | egal documents issued to implement WTO commitments in this field are: Decision No. 55/2009/QD-TTg
dated 15" April 2009 on Participation rate of Foreign investors’ in Vietnamese securities market.

3 Legal documents issued to implement WTO commitments in this field are: Decree No. 45/2007/ND-CP dated
27" March 2007 on Detailed guidelines for implementation of a number of articles of Law Regulating
Businesses in Insurance Activity.



(i1) offset internal transport and freight charges on export shipments provided or mandated by
the government. However, these two forms have not been applied yet in Vietnam.

I nvestment support

The value of State investment capital for aquatic, agricultural and forest sectors have
increased in absolute term but fell in sharein thetotal State investment from 8 percent in 2000
to 6.3 percent in 2008.

All government direct support to export-related agricultural production has been
removed to comply with WTO commitments. However, some subsidy measures can be
maintained, even strengthened to support farmers, and be compliant with the WTO Rules
(Green and Blue Boxes, Development Program); for instance, policies supporting general
services (research, pest and disease control, training, extension, promotion and marketing, and
infrastructure), structural adjustment assistance to farmers.

Infrastructure development investment is the largest investment support, accounting
for an overwhelming share of the total investment capital for agricultural, forestry and
fisheries (AFF) sector and has been increasing steadily. Investment in irrigation alone rose
from 1,386.32 billion VND in 2007 to 2,257.167 billion VND in 2009. The investment for
AFF projects aso soared from 180.93 billion VND to 474.45 VND, and for R&D and
technology also surged from 137.96 billion VND to 208.5 bhillion VND. Moreover,
investment through targeted programs and projects to implement specific targeted tasks was
on the rise during the period 2007-2009 as well.

Support for seed varieties and livestock breeds

Some policies supporting these activities over the past years have not fully utilised,
particularly some specific supports which are consistent with WTO commitments; for
instance, increased fund for R&D, supply and improvement of agricultural and forest seed
varieties, and livestock breeds™.

Credit policy

Policies have been improved significantly with a view to simplifying the procedures
for commercial loans to enable producers to access loans in a more convenient way. There
have been great efforts to improve the procedures of loan provision, credit expansion,
increased loan level, etc. for organisations, enterprises, households and individuals engaged in
agricultural activities, who want to access commercial loan. However, the credit policy for
investment in agriculture remains general, not attractive enough and not provide detailed
incentives to investors who pour capital into agricultural investment. This results in rather
limited number of households, enterprises and insignificant amount of investment capital in
agricultural sector.

4 As stipulated in Decision No. 17/2006/QD-TTg on 20" January 2006 on Continuing with the implementation
of the program on agricultural and forest seed varieties and livestock breeds up to 2010.
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With regard to credit guarantee: the policy aims at providing assistance to enterprises
in general, households and farmers in particular to gain better access to credit.”> However, this
policy is rather difficult to implement for agricultural enterprises, households and farms, due
to their small scale that cannot meet requirements of the guarantee to accessto credit.

With regard to concessional credit: there have been clear regulations on borrowing
procedures and conditions, debt repayment, etc. Nevertheless, more practical policies for
agricultural producers to access the capital are till absent. Specidly, in 2009, the State
promulgated series of important legal documents to assist economic organisations, households
and individuals, including those operating in AFF sector and salt production to overcome
difficulties arising from the economic crisis.

One of the policies adopted most recently was subsidised credit for the purchase of
materials, machinery and equipments for agricultural production’®. This is general support to
the sector, therefore, it is consistent with WTO regulations. The policy is one of measures of
the Government economic stimulus package. Despite short implementation period of this
policy (from April to December 2009), several shortcomings has revealed, such as (i) very
low loan ceiling; (ii) requirement on purchase of domestically manufactured equipments and
machinery, while most of them cannot meet demands of users with regard to price and
quality; and (iii) complicated and cumbersome procedures for receiving loans. All these
requirements indeed have restricted access to credit. Thus, very few people, especialy
farmers, can get loans.

The subsidised credit policy has been applying in the form through which investors
can borrow at concessional interest rate to encourage enterprises, economic organisations and
households to pour capital into productive investment. This policy is applied to all, regardless
their sectors and belongs to policies to support the production development, so-called
“Development Program”.

By and large, preferential credit policies currently have been biased toward big
enterprises, not favourable for small ones, or households and individuals running business in
AFF sector.

In the process of implementing the support policies, there emerged some problems as
follows:

- The support policies of Vietnam in the past have often been implemented as once-off
measures to cope with unexpected events or emerging situations, not within a predefined
overall program. Types of agricultural products receiving support and their volume were
contingent upon an emerging situation, there were no specific criteria stipulated in support

5 As stipulated in Decision No. 14/2009/QD-TTg dated 21% January 2009 Issuing regulation on guaranteeing
businessesin getting commercial loans.

18 According to Decision No. 497/2009/QD-TTg on Subsidying loan for the purchase of materials, machinery
and equipments for agricultural production and construction materialsin rural areas.

7



policies. Support policies to provide reasonable protection for infant industries with low
competitiveness or the sectors under a structural change are necessary but have not been
applied yet.

- While WTO regulations require that beneficiaries of support policies are producers,
Vietnam often supported enterprises engaged in international trade, which were in most cases
SOEs. The number of supported producers (farmers) is few, especially of poor farmers and
disadvantaged areas.

- Some of support policies consistent with WTO regulations such as support for
shifting producers out of commercia agricultural production, converting agricultural
resources (land) for other purposes, income support for farmers when prices drop, two types
of export subsidies for devel oping countries have not been applied.

In summary, Vietnam has implemented WTO commitments seriously, in which we
have been moved even faster than the roadmap of tariff reduction, domestic market opening to
a lot of products and sectors, while many support measures allowed by WTO like technical
barriers have not been deployed. Our response to adverse impacts relating to trade and
investment has not been proactive, timely and flexible. The coordination among ministries
and agencies to implement in best way commitments of international economic integration
has emerged as another issue to be concerned; in which the mechanism, regime and
implementation guiding and coordinating agency should be assessed timely and seriousdly.

On one hand, the fast implementation of the schedule for the opening has contributed
to lowering the price, reducing the production cost, allowing consumers to have more options
of goods and services,; on the other hand, there could be harmful impacts on enterprises or
sectors of low competitiveness, therefore, it is necessary to have more time for the preparation
to restructure or shift the production direction.

2.2. The Implementation of ASEAN-China Comprehensive Economic Co-operation
Agreement of Vietham

The framework agreement on comprehensive economic co-operation between ASEAN
and China aims at setting up a free trade area ASEAN — China within 10 years. The fields of
liberalisation include trade in commodities, trade in services, investment, other co-operation
on finance, banking and industry. Liberalisation of commodity trade is implemented with
three categories of tariff reduction: early harvest, normal and sensitive.

221 Early Harvest Program

This program includes agricultural products listed from Chapter 1 to Chapter 8 of the
Harmonised System (HS) classification of products with the fastest schedule of tariff
reduction, beginning from 1% July 2003 and ending on 1% January 2008 (see Table 1 and



Table 2). Accordingly, the group of products with high tax rate (group 1 with over 30 percent)
in 2003 included both products which Vietnam is highly competitive and products that
Vietnam finds it difficult to compete. The groups of products with moderate and low tax rate
(Group 2 and 3) mainly consist of products which have medium or low competitiveness.

Vietnam has implemented 100 percent of the tariff lines on schedule in the Early
Harvest Program.

Table 1: The Vietham’s Tariff Reduction Schedulefor the Early Harvest
Program in the ASEAN-China Free Trade Area (per cent)

Group of On 1% Jul 2003 No later No later No later No later No later
products than 1% than 1% than 1% | than 1% Jan | than 1% Jan
Jan 2004 | Jan 2005 | Jan 2006 2007 2008
Group 1 Tax rate >30 20 15 10 5 0
Group2 | 15<Taxrate<30 10 10 5 5 0
Group 3 Tax rate <15 5 5 0-5 0-5 0

Table 2: Productsin the Early Harvest Program by Tariff Reduction Group and
Exclusion List

Category according to HS Group of Early Exclusion List | Vietnam's competitiveness
Harvest
1. Liveanimals Group 3 Live poultry Not high
(4 lines)
2. Meat and viscera of animal Group 2 Meat and viscera Normal, negligible
of animal guantity of export and
import
3. Fish and other aquatic Group 1 High
animals
4. Milk and products made from Group 1 Low
milk
4. Milk and products made from Group 2 Low
milk
5. Other products from animals Group 3 Bird’'s eggs Low
6. Livetrees, bulbs, roots, Group 1 Normal
severed flowers, decorating
leaves
6. Live trees: excluding trees Group 3 Normal
mentioned above
7. Vegetables and eatable bulbs, Group 3 Normal
roots; seeds and seedlings
7. Vegetables and eatable bulbs, Group 1 High with some products
roots; excluding seeds and
seedlings
8. Eatable fruits and nuts Group 1 Citrusfruits, High with some products
fresh or dried




222 Normal Track

The schedule of tariff reduction for the normal track is summarised in. For products in
this category (industrial products), most of tariff reduction was implemented faster than
schedule (detailsin Annex 3).

Table 3: Vietham’s Tariff Reduction Schedulein the ASEAN-China Free Trade

Area (per cent)
X = Applied Preferential tax rate (no later than 1% Jan)
preferential 2005* 2006 2007 2008 2009 2011 2013 2015
tax rate
X>60 60 50 40 30 25 15 10 0
45 <X<60 40 35 35 30 25 15 10 0
35 <X<45 35 30 30 25 20 15 5 0
30 <X<35 30 25 25 20 17 10 5 0
25 <X<30 25 20 20 15 15 10 5 0
20 <X<25 20 20 15 15 15 10 0-5 0
15 <X<20 15 15 10 10 10 5 0-5 0
10 <X<15 10 10 10 10 8 5 0-5 0
7 <X<10 7 7 7 7 5 5 0-5 0
5 <X<7 5 5 5 5 5 5 0-5 0
X<5 Unchanged 0

Note: * Date of implementation is 1% July 2005.

2.3. The Implementation of ASEAN-South Korea Comprehensive Economic Co-
oper ation Agreement of Vietham

The schedule of tariff reduction following the Agreement on Commodity Trade under
the Framework Agreement on comprehensive economic co-operation between Governments
of ASEAN’s members and South Koreais sum up in Table 4.

Table4: Vietham's Schedule of Tariff Reduction Commitment in the ASEAN-
Korea Free Trade Area (percent)

X = Applied Preferential tax rate (no later than 1% Jan)
preferential taxrate | 2006 | 2007 | 2008 | 2009 | 2011 | 2013 | 2015 | 2016
X>60 60 50 40 30 20 15 10 0
40 < x <60 45 40 35 25 20 15 10 0
35<x<40 35 30 30 20 15 10 0-5 0
30<x<35 30 30 25 20 15 10 0-5 0
25<x<30 25 25 20 20 10 7 0-5 0
20<x <25 20 20 15 15 10 7 0-5 0
15<x <20 15 15 15 10 7 5 0-5 0
10<x<15 10 10 10 8 5 0-5 0-5 0
7<x<10 7 7 7 7 5 0-5 0-5 0
5<x<7 5 5 5 5 5 0-5 0 0
x <5 Unchanged 0
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The roadmap of tariff reduction towards the majority of agricultural products was
rightly executed according to the commitment. The level of tariff reduction of some
agricultural products (temperate vegetables, eggs, meat of goat and sheep) was implemented
faster than plan. The level of tariff reduction for most of wooden products was conducted
exactly according to the commitments. For seafood and aquatic products, the tariff reduction
progress was right according to the roadmap as well (details in Annex 4).

3. THE CURRENT SITUATION ON [IMPLEMENTATION OF WTO
COMMITMENTSBY OTHER COUNTRIESTOWARDSVIETNAM

One of the WTQO’ s important principles in trade relation between the member statesis
equal treatment. Accordingly, WTO's members have to equaly treat towards all
manufacturers and service providers, whether she/he is domestic producer of any economic
components or foreign manufacturer came from any member states. This principle is executed
via two clauses namely Most Favoured Nation (MFN) and National Treatment Principle
(NTP).

The MFN clause says that if a member state did provide, is providing and will provide
some preferential conditions or doesn’'t apply some trade restrictions towards commodities,
services, intellectual property objects and service providers came from a second member
state, that country also has to apply unconditionally these preferential treatments or doesn’t
apply those restrictions to any third member state.

NTP requires member state not to discriminate domestic and imported goods, services
and intellectual property objectives executed by domestic and foreign providers. Nevertheless,
this principle does not apply to government’ s buy and sale for consumption.

Since 2007 when Vietnam became a member of WTO, other WTO member states
have been fully applied both MFN Regulation and NTP towards Vietnam. It means that other
WTO's member states moved Vietnam from the list of non-WTO treatment to WTO
treatment. All WTO commitments were fully executed by other member states right after
Vietnam had been recognised as an official member of WTO. Their implementation in those
countries was not as difficult as in Vietnam since their legal framework had been adequately
adjusted in conformity with WTO regulations when they had just started its member.

However, in reality it is not easy for Vietnam to enjoy these concessions. A number of
partner countries have wisely applied technical barriers and even administrative measures to
protect their domestic production. When Vietnam has entered deeper into the international
economic integration, and exported more, then we are more likely to be sued for commercial-
related issues. In the period from 1994 to 2009, Vietnam has been taken to court with a total
of 42 cases, of which there are 34 anti-dumping lawsuits (see Table 5), six safeguard cases
and one anti-subsidy case. Particularly, from 2007 to date, there have been 13 Vietnam-
related lawsuits.
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Vietnam has accumulated quite a lot of experience to combat the commercial
litigation, especially since WTO membership. We also take advantage of the rights of member
to be treated more equally in these cases.

However, Vietnam is still regarded as non-market economy in WTO, our capacity to
win is not high. In fact, Vietnam has been lost in many cases and as a consequence, the
guantity of exports sued to country of petition reduced, production in Vietnam was narrowed,
workers lost their jobs and their income seriously decreased. These are negative impacts stem
from WTO commitments on the economy.

Table5: Anti-Dumping Lawsuits against Vietnam, 2004-2009

Number Country of
Year | of cases Type of goods petition/petitioner
Shoes, shoe soles, plastic bags, DVDs, Brazil, Canada, the US,
After 2009 5 air conditioner India, Turkey
WTO 2008 3 Fabrics, springs, plastic canvas The US, India, Turkey
accession | 2007 3 Discs, fluorescent lamps, gas lighters India, Turkey
2006 2 Shoes cloth hat, belt Peru, Turkey
Before Bicycle spokes, fluorescent lamps,
WTO 2005 3 leather shoes Argentina, Egypt, EU
accession EU, Peru, Turkey, the US,
1994- Surfboards, fluorescent lamps, stainless Korea, Canada, Poland,
2004 18 sted latch, bicycles, steel pipes, tires Columbia

Source; summarised from various sources.

4. THE WORLD ECONOMY CONTEXT AND POLICY RESPONSE OF VIETNAM

The socio-economic development of Vietnam during the period 2007-2009 also was
affected by interactive impact between the process of international economic integration and
many objective and subjective factors. The global economy changed complicatedly and
unpredictably: The oil price strongly increased and the food price escalated (from the end of
2007 to August 2008); the global financial crisis broke out in September 2008 and pushed the
world economy into serious recession; not until late 2009 did the world economy start its
recovery.

In the past three years, the policy response from the Government has been increasingly
flexible. To deal with rising inflation from third quarter of 2007, since April 2008 the
Government had made a turning point, shifted its policies from promoting growth to curbing
inflation by tightening monetary policy and public investment, accepted the trade-offs
between growth and inflation in the short run. From October 2008, the economy suffered
severely negative impact from the global financial crisis “storm” and global recession. Once
again, the Government turned its policy priority, focused on preventing economic slowdown
and maintaining macroeconomic stability and social security. Monetary policy was gradually
loosened and from December 2008 an economic stimulus package of 6 billion USD was
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officially implemented in order to support manufacturing enterprises and export businesses
(especially SMEs), to develop infrastructure, to stimulate consumption and socia support.

5.KEY IMPACT CHANNELSOF INTERNATIONAL ECONOMIC INTEGRATION
5.1. International Economic I ntegration

Figure 1 depicts a general framework for ng the complex impacts on Vietnam's
economy in three years after the WTO accession.

International economic integration affects all sectors of the economy via some key
channels. The process has direct and most rapid impacts on foreign trade and investment,
thereby generating spill over impacts on domestic production, job creation and poverty
reduction.

The abolition of trade barriers makes domestic prices of goods and services vary more
closely in line with those in the world market. Simultaneously, applying investment barriersto
the minimal extent and removing discriminatory treatment reduces distortion in incentives for
resource allocation, investment and trade. Consequently, this leads to the expansions of trade
and investment activities, aswell as of gross output in the economy.

Economic resources, particularly those of scarcity to Vietnam such as capital, land,
will therefore be diverted away from protected sectors to those with comparative advantage
and more efficient utilisation of resource. The latter ones are often more labour-intensive and
therefore create more jobs. Efficiency of resource utilisation in each sector and in the
economy as a whole will also be improved. This presents a realisation of static comparative
advantage, reflecting more efficient use of existing resources of the economy, rather than
attraction of new resources into the economy, or application of new technology.

Together with the fewer protection measures for domestic production, barriers to
capital flows are phased out and demand for some export products of Vietham goes up.
Consequently, domestic and foreign investment capital flows to more profitable production
and business sectors. Competition in these sectors becomes tougher. In search for better
competitiveness in the market, the enterprises have to undertake various measures to reduce
production costs, to apply new technology for higher labour productivity, to improve
management, and to diversify and renovate products. In some sectors, production can be
expanded with optimal output level, at which all resources are used most efficiently, leading
toafall in price. Thisisthe realisation of dynamic comparative advantage due to: (i) increase
in economic resources via attraction of FDI and other capital flows; (ii) improvement in
productivity as a consequence of better access to foreign knowledge and technology, more
efficient utilisation of resources, and attainment of optimal economic scale; and (iii)
acceleration of domestic economic reforms. In other words, the open-door policy has exerted
pressures to accel erate domestic economic reforms and reduced the possibility of reverting to
protectionist policy, thereby improving business environment and transparency — the
prerequisite for attracting more investment capital.
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Another reason for the surge in FDI inflows has been Vietnam's improved access
to other export markets. Such an improvement results from more preferential treatment in
the bilateral and regiona trade and investment arrangements to which Vietnam is a
signatory.

Together with Vietnam’s abolition of domestic barriers to trade and investment,
other trade partners also have to remove or reduce their barriers to the country’s exports
and investment. Vietnam is thus able to compete on a more equal basis in the market of
trade partners. Accordingly, Vietham’'s export products can attain higher competitiveness
and better penetration of new markets or higher shares in existing ones. In turn, production
of these export products can be expanded, thereby creating more output and jobs,
generating more foreign exchanges. Ultimately, this contributes to economic growth,
improves peopl€ sincome, and reduces poverty.

Diminishing trade- and investment-distorting policies is only the first step in
creating a more transparent policy framework. Domestic economic reforms together with
changes in_economic institution, establishment of a more enabling and equal business
environment, with more transparent policies have been and are the key broader drivers to
investment attraction, export growth, job creation and improvement of national income.

Besides, international economic integration has impacts on Vietham's macro-
economic situation via some channels. First, as previousy mentioned, the reduction of
trade barriers makes domestic prices of goods and services vary more closely in line with
those in the world market. Second, economic integration with larger and more rapid trade
and investment flows affects the balance of payments and, accordingly, the supply and
demand of foreign currencies. In turn, this impact brings about changes in money supply
and interest rate. Third, changes in supply and demand of foreign currencies also exerted
pressures on exchange rate and, as the exchange rate regime follows a crawling-peg
approach, exchange rate management is affected to a certain extent. Fourth, international
economic integration affects Vietnam’s economy via the commercial banks and financial
market, as trade and investment transactions increased in number. Finally, international
economic integration brought about changes in the State Budget and, thus, Budget deficit
and macroeconomic stability. Due to these impact channels, Vietham becomes more
vulnerable to external shocks such as changes in world prices, economic development in
major trade partners, political events, etc.

5.2. Global Financial Crisis

The key impacts of the globa financial crisis came via world trade and FDI
channels to domestic production, domestic investment, employment and income. The
demand of major trade partners for goods and services from Vietnam deteriorated quickly.
FDI flows also decreased due to the falls in number and investment scale of new projects,
the delay or stop of registered projects, while operating ones experienced a decline in
output. Labour had to work for fewer hours or became unemployed, with lower income.
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Accordingly, domestic demand for goods services went down. Eventually, economic
growth became slower.

Besides, as previously anaysed, deeper and wider international economic
integration makes the impacts of external shocks on Vietnam become faster and larger,
thereby exacerbating the severe impacts of the global financial crisis.

5.3. Policy Responses of the Government

The Government’s policies to cope with global changes as well as to support the
implementation of international economic integration commitments play a decisive role in
determining socio - economic outcomes. With the implementation of relevant, prompt
policies with effectively coordinated measures, Vietnam can take advantage of the good
opportunities from international economic integration, whilst mitigating risks and
unfavourable impacts. Conversely, opportunities may also be transformed into challenges.

The above argument fits well with the Resolution No. 08-NQ/TW?*’, which states
that: “ Grasping opportunities can by no means be automatic, but depends on our capacity
to take advantage of them instead. Realisation of opportunities will create new position
and force to overcome challenges and to create larger opportunities. Otherwise, the
opportunities can be missed, making way for larger challenges which constrain future
opportunities and hinder development. The challenges exert direct pressures, but the extent
of impact is also dependent upon our efforts and capacity. With proper preparation and
effective measures, we not only overcome challenges but make them become the driver of
development as well”.

Separating the impacts of internationa economic integration, including the
implementation of WTO commitments and other factors, is a virtually impossible task.
Nevertheless, the depicted analytical framework can provide a good start for assessing
economic integration’ s impacts on Vietnam’s economy after the WTO accession, just as it
can with the impact assessment of trade liberalisation and integration.

On that basis, the review of socio-economic development over the past years can
help assess the direct or indirect impacts of comprehensive integration into the global
economy. Apparently, the years 2007-2009 came with notable changes, not only in the
statistical indicators but also in the newly arising issues from practical implementation.
This makes way for a proper assessment and draw lessons relevant to the Renovation
process, economic reforms, and policy formulation and implementation.

7 Resolution No. 08-NQ/TW dated 5™ February 2007 of the 4™ meeting of the Central Committee of the
Communist Party of Vietnam, term X, on Some broad policy guidelines for rapid and sustainable economic
development after Vietnam became WTO member.
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6. RESULTSOF IMPLEMENTING THE RESOLUSIONS NO. 08-NQ/TW

The forth plenum of the 10" Party Central Committee has approved Resolution No.
08/NQ-TW dated 5™ February 2010 on “Some major guidelines and policies for rapid and
sustainable economic development when Vietnam becomes a member of the WTO” with
10 major groups of policies in order to take advantage of opportunities and surmount
challenges to successfully achieve the rapid and sustainable economic development when
Vietnam is a member of the WTO.

The Government has issued the action plan of the Government in accompanied
with the Resolution No 16/2007/NQ-CP dated 27" February 2007 to implement the
Resolution No. 08/NQ-TW. Following the Government’s guidelines, 10 groups of policy
proposed in the Resolution No. 08/NQ-TW have been implemented broadly and deeply in
all ministries, agencies and provinces.

6.1. Propaganda and I nfor mation Dissemination on the Economic I ntegration

Propaganda and information on the WTO were disseminated thoroughly and
continuously to all national and local agencies, social and political organisations,
businesses and entire people. This has form a consensus in the society on the necessity and
sense, the opportunities and the challenges of WTO accession; thus to facilitate the
recognition that WTO accession is a means and that the internal force is the decisive factor.

However, many agencies, organisations and relevant people did not have deep
understandings of the WTO accession commitments. Especially, they did not proactively
act to turn the opportunities into realities, many action programs were just in the formula
forms, without implementation; they have not taken advantage of tools that the WTO
allows such as the technical barriers, anti-dumping, anti competition actions to protect their
interests

On the other hand, while the information on WTO was disseminated broadly,
dissemination of commitments in free trade agreements and their impacts was limited.

6.2. Legidation and Institutional Building; Establishing Components of a Market
Economy, Mobilising and Utilising Resour ces most Effectively

During three years 2007-2009, line ministries, agencies and provinces have focused
on reviewing legal documents in order to eiminate the conflicting regulations, and not
compatible with the international commitments, as well as to promulgate new regulations
to meet the international traditions. As the result, in the past three years, more than 400
legal documents relating to about 300 business licenses in different forms have been
reviewed, assessed and eliminated.

In principle, regulations have been issued according to the committed and
legidation building plans. It can be said that Vietnam has never experienced a progress of
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the legislation development at such rapid and intensive pace like such in the past three
years. Generally, supplementary and new regulations are compatible with the accession
commitments and are seriously implemented.

However, the guiding regulations are slow to be issued; there are still overlapping
and conflicting regulations, the understanding about the regulations and regulation
implementation are not good.

After accessing to the WTO, market institution has gone through positive
transformations; elements of market economy are improved and in line with international
standard and the socialist oriented of Vietnam’'s market economy. Implementing WTO
accession commitments as well as other international commitments has contributed to the
formation of commodity markets, service markets, financial market, real estate market,
labour market and science and technology market.

However, the service market is not developed reasonably; the stock market is not
stable; the financial market is not healthy; the real estate is stagnant, land issues are till
complicated and causes obstacles for economic development; the science and technology is
not fully utilised; the labour market is segmented and could not satisfy the demand for
human resources.

Implementing WTO accession commitments has contributed to the perfection of
the price mechanism, eradication of dual price systems, and gradual adoption of market
prices for some commodities under the Government’s management such as the fuel price
and electric tariff. Many subsidy schemes, especialy export subsidy programs have been
removed.

However, Vietnam have not taken advantage of the support and subsidy compatible
with the WTO regulations such as export subsidy for marketing and transportation of
agricultural products, support for agricultural producers to change their profession,
agricultural land usage transformation, subsidy for agricultural producers when the price
goes down. The support programs are only to deal with situation based, did not follow a
comprehensive plan and sometimes are not for the right target.

Thanks to the previous preparation when participating AFTA and WTO, tax
measures become more comprehensive and compatible with international standard. |mport
tariff cut and removing do not cause any fluctuations to the state revenue but facilitate the
comprehension of the national tax system.

After the WTO accession, Vietham’'s economy basically becomes an open
economy, but there are still limitations in the state management and control of the
economy. Although the macroeconomic management has achieved some successes, the
coordination between fiscal policy, exchange rate policy, monetary policy, trade balance is
not smooth, and does not fully meet the requirements of the market economy. Forecasting
is still inadequate and not well served the requirements of the economy management.

18



The Government, line ministries, agencies and local authorities have promulgated a
number of regulations in order to fully mobilise internal and foreign resources, diversify
investment forms, create special mechanisms to attract capable domestic and international
investors to develop public works such as health care and education facilities, develop the
infrastructure, irrigation system, electric system, water supply and produce commodities
with local inputs; invest in processing industry and service sector in rural; guide to issue
management policy and encourage the indirect investment in order to diversify the capital
source and increase the flexibility and connectivity of the local capital market and
international capital market. Thus, the economy has attracted a large amount of investment
capital, with the ratio of investment over the Gross Domestic Product (GDP) much higher
than other countries in the regions and higher than the planed targets even under the
difficult circumstances.

However, we have yet created any big changes in attracting the residents idle
capital, and the effectiveness of the social investment is low. Moreover, the investment
environment still exits shortcomings such as the cumbersome administrative procedure,
poor quality master plan, difficulty and time consuming in land clearance. These have
caused obstacles for investment. We have any efficient measures to minimise the
corruption and wastefulness. Encouragement investment policy could not attract the
domestic and foreign investors to put their money into industries that Vietnam has
competitive advantage and that facilitate the upgrading of the country’s technology and
science capability. Equitisation of SOEs could not meet the planned target. The situation
that some SOEs invested in other industries that are not in their core, is not managed
closely and effectively from the Government.

6.3. Administrative Reform, Improving the Effectiveness and Efficiency of the State
Apparatus

There are big steps in ssimplifying administrative procedures in Vietnam. Issuing of
the Proposal entitled “simplifying administrative procedure in state management in 2007-
2010" and “Rules of implementation of one door policy and one connected door policy in
local authorities” has saved a large amount of time and cost of businesses. So far, almost
all provinces have significantly shortened the time for issuing business licenses to less than
10 working days, even three to five days in some provinces.

The Government has guided relevant agencies to review and eliminate unsuitable
administrative procedures. In some sectors, there is a significant progress in administrative
reform, especially in the customs sector. The customs procedure is more compliant with
the risk management technology and has transformed to post clearance examination, thus
the cost for import and export procedure has been reduced.

The Government also restructured the government agencies towards a multi-sector,
multi industries management mechanism. The number of line ministries and equivalents
has reduced to 22 from 25. Each ministry also focuses on organisational restructuring,
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professional and legal training for their staff. There is a positive transformation in
strengthening and improving the effectiveness of external affairs. Many proposals on
organisational restructuring in this aspect have been implemented such as those relating to
the operation of Vietnam's representatives overseas, and other national agencies in
economic international integration.

However there still exit some inadequacies, cumbersome administrative procedure;
especially carrying out the proposal to decentralise in accompanied with strengthening
responsibility, and monitoring and evaluation have experienced many difficulties because
the quality of civil servants at the local authorities did not match with their responsibility.
There is a big gap between the reality and the demand for professionalism, accountancy,
and transparency of the state apparatus while the incentive system (i.e. recruitment,
evaluation, promotion and salary) for civil servants is still distorted. The coordination
among line ministries and agencies in the external affair activities sometimes are not
coherent, unified and timely.

6.4. Raising the Competitive Capability

Although three years are short to have a significant improvement in competitive
capability, there is an important change in acknowledgements and the thinking of both the
Government and businesses on thisissue. To raise the national competitive capability, the
Government has concentrated in dealing with some major issues such as improvement of
the institutional environment, improvement of the national socio-economic infrastructure,
development of human resources and training of a cadre of experts to meet the demand of
international economic integration, development of vocational training system, guiding to
develop programs, implementation of projects to raise the national competitiveness.

The government has promulgated policies on learning and talent encouragement,
learning society building, socialisation of education, vocationa training, health, culture,
sport, environment activities, some investment incentives for foreign investment in
education and vocational training projects in some sectors such as technology, technigue,
international law, finance and accountant and business administration.

According to the action program of the Government, there are some proposals
having been started to develop including: Proposal “Training the legal experts and lawyers
satisfying the demand of international economic integration 2008-2010”*%; Proposal on
“Some policies on the encouraging the development of private schools and people-founded
schools and attracting the foreign investment in education and professional training in
technique-technology, international law, finance-accountant and business administration.
The state investment and mobilisation of all available resources for education and training
have been strengthened; the assets of the education sector have been improved.

18 According to the Decision No. 544/QD/TTg dated 14™ May 2008.
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Provinces also guides their agencies to foster the socialisation of education by
proposing mechanisms, incentive policy to encourage different economic sectors,
including foreign investors, to invest into education sector; transforming the public
education entities into private ones; stimulate cooperation and diversification of vocational
trainings, foreign languages and skills that serve the demand of the socio-economic
development of the provinces and to send the skilled workers to work abroad; encourage
the credit-based training and expansion of training skills that are required for
industrialisation and modernisation.

However, the education quality is still low; the structure of education and training
IS inappropriate; the education and training programs, the teaching and learning methods
are obsolete; negative activities are prolonged and slow to be solved; the quality of our
human resource is not much improved. The shortage of the skilled human resources
hinders both the process of proactive economic integration and rapid and sustainable
economic development. Improving the quality of the human resources is relevant to all
socia groups: from the policy makers, cadre of civil servant, businesspeople and labourers.
In the meantime, the whole education system seems not meet the demand of the society
and of the era

For the business sector, they have gradually adapted to the international business
environment, heightened their pro-activeness and their creativity. Although the
competitiveness of Vietham's businesses and products is limited in comparison to other
countries, the competitiveness of Vietnam's products has significantly raised. Thus, in the
context of economic fluctuation and global financial crisis, some of Vietnam’s products
with competitive advantages still have their own markets and the export value of these
products fairly increased.

However, the competitiveness capability of the nation, businesses and products is
still low and slow to be improved in comparison to other countries in the region. There are
some aspects that Vietnam has very weak competitiveness such as human resources,
infrastructure, institutional capability and technology capability. They are obstacles for
having a competitiveness capability at all levels. The competitiveness of Vietnamese
exported commodities are low and mostly based upon the extensive use of the cheap labour
force and natural resources. Vietnam just only well utilises her static advantage in
economic integration but have succeeded yet in fully exploitation of her available chance
to take advantage of economic scale and FDI, which in turns are rooted in solving
bottlenecks in infrastructure, institution, human resources and an appropriate bilateral,
regional, and global cooperation.

6.5. M oder nisation of the Agriculture and Rural Development

Vietnam has right attitudes about the agriculture and rural area in international
economic integration, especialy after the WTO accession. Thus, the Communist Party and
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the Government has promulgated a number of major policies to stabilise and develop this
area

Firstly, reviewing al the development master plan for the agricultural devel opment
in general and for different agricultural sectors such as breeding, cropping and planting,
and aquaculture; carrying out the agricultural development programs, improving the
management system and quality control system of seeds, animal breeds and inputs for
production to satisfy the demand for agricultural production; closely cooperating with
localities, timely guiding measures to counter the natural disasters; increasing the
investment for the irrigation system to ensure adequate water for agricultural production
and people’ slivelihood.

Under the guidance of the Government, provinces have fastened the agricultural
production structure shift toward a higher specialised structure; reviewing, supplementing
areas for specific crops, specific cattle, and poultries; continuing the effective
implementation of agricultural economic development; facilitating domestic and
international investors to invest into the agricultural sector following programs and
projects that provinces encourage or make priority for investment; increasing the research
capability and application of scientific and technology knowledge into production;
increasing the mechanisation of all stepsin the agricultural production.

Investment for agriculture and rural areas has been fostered. The Government has
been and is currently supporting the building of storage, preserving, drying facilities to
reduce the losses and secure the quality of products after harvesting; supporting the
development of rural markets and focal wholesale markets for agricultural products to
facilitate the flow of the goods and to manage the prices of agricultural commodity. The
Government also supports the development of extension services, animal health services,
plant protection, forestry from the central to local level to help the agricultural labourersto
rapidly adapt new knowledge and technology and to ensure the hygiene and food safety.

The Government has developed mechanisms, policies and socio-economic
development plans for difficult areas, especidly the remote areas and areas where
minorities are living, and reduction of the rural residents’ contribution.

In general, during the period 2007-2010, the agricultural sector and rural areas have
new development steps. Not as previous expectation, the agricultural sector is not heavily
negatively impacted by the WTO accession. There were some advantages such as the
increases of prices of some commodities in the world market. But the major factor is that
Vietnam has concentrated a large amount of resources for the agricultural devel opment.

However, in such period, Vietnam has yet achieved much progress in improvement
of agricultural policies which are directly relevant with the WTO accession, including
policies that Vietnam is allowed to use to support for the agricultural sectors (with the level
of support equal to 10 percent of total agricultural output); the agricultural export is
increasing but most of the exports are in the raw form, the quality and hygienic safety of
the products are not much improved comprehensively; the foreign investment in the
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agricultural sector is small. Agricultural production is small scaled and scattered; the
technology level and the productivity are low and much dependent on the natural condition
and the world price; the livelihood of a number of farmer groups is still not much
improved.

6.6. Implementation of Social Welfare Policies

The impact of the WTO accession on socia issues in the last few years has not
been clearly visible, but the post-WTO development has posed many issues related to
employment, income, conflictsin industrial relations, relapse into poverty, inequality...

In general, the economic integration has positive impacts on job creation due to the
development of labour intensive industries. The unemployment rate in the urban areas in
2007 was reduced. However, the economic slowdown in 2008 had caused the increase in
the unemployment rate in the urban areas. The proportion of poverty household has
declined from 17.2 percent in 2006 to 14.8 percent in 2007, 13.1 percent in 2008 and 11.3
percent in 2009. The livelihood of a large number of residents has improved in 2008, but
the high inflation rate and slowdown in economic growth in 2008 have impacted on some
groups of households, especially those with low income and those living in rural areas.
Strikes occurred more regularly in 2007 and 2008 (in 2008, there were 720 strikes).

The Government has promulgated many policies and implemented a number of
solutions to deal with social issues emerged after the WTO accession. The Government has
ordered the line ministries, agencies and local authorities to carry out synchronically social
policies including financial support, self employment support, job training to change the
career; provison of employment consultant services, and job market information for
labourers who had been lost their jobs due to their employers could not survive in the
competitive environment; carrying out social safety net according to the socialisation
principles which mean the Government, businesses and labourers jointly contribute and
share the difficulties.

Because the time after the WTO accession is short, it very difficult to distinguish
what social issues were emerged due to the WTO accession, and what issues were emerged
due to internal forces. However, it can be seen that due to the increase in export and
especially due to the sharp increase in FDI, the chance to send Vietnamese workers abroad
is increased, and thus the number of people have jobs increased. The active domestic
markets (such as the stock market and real estate market) have contributed to the increase
in income of a number of households.

However, the high inflation and the negative impact of the global financial crisis
have hindered, and partly offset the results achieved, and thus forced the country to cope
with the unemployment and to spend more resources to secure the social welfare; the
poverty eradication progress albeit having many successes, is not sustainable and faces
with a number of new challenges; shortening the income gap among different groups of

23



households and regions is difficult. The employee-employer conflict tends to increase after
the WTO accession.

6.7. Protection and Promotion of National Cultural Values

In the last few years, the Government has guided line ministries, agencies and local
authorities to develop a management mechanism and work out sanctions against the
penetration of unhealthy cultural products and services that are detrimental to national
development with a view to preserve Vietnamese cultural traditions and people. The
Government also has made efforts to effectively implement intellectual property rights,
creating the most favourable environment for the creation of spiritual values of the society.
There were many activities to heighten the pride of the country’s history, and national
tradition and values, to foster the dissemination of the national images and Vietnamese
people images, with the purpose to grasp selectively advanced cultural values. The
operation of mass media has been strengthened. The Government has strongly solved
media distortions which have negative influence to the cultural traditions, production and
caused lost to the business, the economy and social-economic stability. The Government
also increased the investment and preservation of cultural and history sites.

In general, thanks to the open door policy, the country has grasped many positive
values from the world. However, the side effect is that unhealthy cultural products and
services have chances to broadly and strongly penetrate into the country, and put new
pressures on the traditional cultures, even in some aspects, the unhealthy cultural products
and services have overrun the local products and services. The country has done a lot of
works to preserve and to bring into play traditional cultures and to disseminate the national
cultures to the world. However, in general, the effectiveness is not as our expectation:
many historic and cultural sites and value are degraded; many traditional values have been
seriously destroyed, especially among the young generation.

6.8. Environment Protection and Sustainable Development

The international integration and development have facilitated the country to
recognise more deeply about the environment issues. In the last few years, many
environment problems have been identified and attracted the public attention such as: food
hygiene and safety; environment destroying activities of businesses; development master
plans and projects with negative impacts on the environment.

Environment protection activities in Vietham have achieved some successes. Many
management mechanisms and policies have been developed. The observation and
experiment systems and analyses have been gradually formed and strengthened. Reviewing
environment analysis report, environment monitoring and examination, and controlling
activities have significantly improved. The education propaganda and dissemination
through mass media on environment issues and sustainable development have gained some
positive outcomes. Many sustainable development models have been implemented. The
country also regularly carries out activities such as monitoring, examining and solving
activities relating to environment pollution and minimising activities that have negative
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impacts on environment at businesses, industrial zones, craft villages which have high
chance to pollute the environment.

However, the outcomes are limited. Environment law and regulation violation
happened widely. The implementation of environment protection policies at all level is not
effective, partly due to the lack of the close coordination among agencies. The country also
do not have effective barrier to prevent the environment pollution from abroad. The
capability of local businesses in meeting the environment standard, especialy hygiene and
safety standard islimited. The land, water and air pollution in many industrial zones, urban
areas is heavily while measures to prevent and solve such issues are implemented slowly
and inefficiently. The reality has shown that, as long as the country integrated broadly and
deeply into the world economy, the environment issues become more pressure. Thus, the
environment protection activities should be strengthened in the coming time.

6.9. Assurance of Security and Defence

Firmly safeguarding and strengthening the national independence, sovereignty and
territoria integrity in the integration process are vital tasks. These are regular works and
are implemented seriously according to the guidelines stated in the Resolution No. 08/NQ-
TW. The party committees, local authorities and al defensive forces have actively
developed defensive people-based mechanism, region-wide defensive plan and
comprehensive plans to ensure the national security and social stability. Development
process toward a professional, well-trained and modernised people’'s defence and police
forces has been well carried out. All ministries, agencies and local authorities are vigilant
for peaceful evolution process and regime transformation plots of hostile forces. The
political security and socia stability is firmly safeguarded to protect the national
sovereignty and territorial integrity.

However, there are a number of civil servants and party members having lost their
vigilance in response to hostile plots. In some regions and sectors, there are still hidden
factors that can cause the political and social instability.

7. OBJECTIVES, STRUCTURE AND SCOPE OF THE REPORT

The purpose of this report is to evaluate the impacts of international economic
integration three years after joining WTO. The report also seeks to have some assessment
and analysis of the impacts of global financia crisis on Vietham economy in the multi-
faceted of economic growth, trade, investment, social issues and institutions. Therefore, it
contains following issues:

- Assessing the impacts of international economic integration on:
1. Economic growth
2. Trade

3. Investment
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4. Macroeconomic stability
5. Social issues

6. Economic institutions

- Overall assessment, some lesson learnt and recommendations
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PART TWO

IMPACTS OF INTERNATIONAL ECONOMIC INTEGRATION

1. IMPACTSON ECONOMIC GROWTH

1.1. Overall Assessment

Briefly, international economic integration, especialy Vietnam's accession to the
WTO, has positively effected Vietnam’s economic growth in the past three years.

In 2007, Vietnam economic growth took advantages of both internal and external
factors that closely related to international economic integration. The favourable effects
from the outside world mostly were the relative high growth rate of the world economy
(though lower than that in the 2006), especially Vietnam's major trading partners like the
US, Japan, China and European countries; as well as robust and very high economic
growth of Asian region (especially East Asia). Thanks to broader and deeper international
economic integration, Vietnam has been imposed by less trading barriers from its partners,
and expanding its shares in those markets, increasing export values, which in turn resulted
in higher production of export-oriented industries.™

The implementation of WTO commitments and multilateral and bilateral
agreements has considerably improved Vietnam's business environment, creating
favourable effects from the inside. In parallel with politic stability, these factors helped
Vietnam attract more investment and enhance its economic growth. Consequently, in 2007,
despite much higher world prices that put pressure on input prices for domestic production,
Vietnam GDP growth rate kept its trend from the previous years, and reached 8.5 percent.

In 2008, however, international integration influenced the economy in two opposite
ways. Due to deeper international integration and higher dependence on international trade,
the rapidly increase of the world prices of raw materials affected the economy more
severely and quickly and somehow resulted in higher inflation pressure and lower
economic growth. As Vietnam'’s trading partners felt into recession or experienced weaker
economic growth, exports and FDI of Vietnam were badly hit, leading to worse economic
growth. Last but not least, weaknesses in dealing with macroeconomic instabilities also
created certain effects on inflation and economic growth.

19 See more details in Section 2.
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On the other hand, Vietnam also benefited from higher world prices because the
prices of crude oil and food - two most important exported items of Vietnam - and that of
many others increased as well, which in turn affected economic growth positively.
Moreover, continuously expanding export market led by international integration helped
foster economic growth as well. Among the two effected directions, the adverse impacts
seem have greater influenced to Vietnam economy compared to the other because of
openness. As a result, GDP growth in 2008 was slowdown, only reached 6.2 percent.
However, that economic growth would be much lower without international integration
should be taken into consideration.

Since October 2008, unfavourable effects of the financial crisis and globa economic
recession were stronger. Demand for imported goods from trading partners felt dramatically
despite sharp decrease of raw material prices. It is clear that favourable effects of
international economic integration on the economy were very limited in 20009.

In that context, the government took more timely and keen policy responses, shifted
from inflation targeting (tightening monetary and public investment policies) to fighting
against economic downturn and maintaining macroeconomic stability and socia security.
Monetary policy has been gradually loosen and in December 2008, an economic stimulus
package was officially implemented in order to support manufacturing enterprises
(especiadly small and medium ones), develop infrastructure, stimulate consumption and
minimise social problems. Consequently, negative effects on economic growth were
lessened considerably.

In general, GDP growth continued to decrease in 2009, and reached only 5.3
percent. Though this was a dramatic decline compared to the previous years since 2000,
Vietnam’s GDP growth was better than much lower or even negative growth rate of many
other countries in over the world in the context of financial crisis and global economic
recession.

Ovedl, the financia crisis and economic downturn started in the end of 2007
created adverse impacts on Vietham economy through several channels like prices, trade
and investment (including both foreign directed investment and capital flows).

The above analyses show that in the past three years, there were a lot of
opportunities as well as challenges caused by international economic integration arose and
considerably influenced Vietnam economy. This fact proved the appropriateness of
Resolution No. 08-NQ/TW as well as of many other arguments and judgments put forth in
previous studies that international economic integration would create many chances for
economic development, including rapid economic growth; but this process also made the
economy more vulnerable and be more severely and rapidly affected by unfavourable
conditions and instabilities of the world economy such as investment flows, financial
market, crude oil market, etc.

In order to more clearly address negative effects of the 2009 global economic
recession caused by international economic integration, the macro-econometric model of
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CIEM was used to estimate the likely economic reduction if timely responses by the
government had not been introduced and if the economic stimulus package had not been
implemented in the beginning of 2009. Simulation result showed that the GDP growth rate
would be only 4-4.5 percent without economic stimulus package while other assumptions
were hold.® Industry — construction sector growth was most severely hit. This result
helped partly explain very pessimistic forecasts on Vietnam economic growth in 2009
produced by international organisations in the end of 2008 as the world economy was
predicted to likely fall into crisis and its bottom could not been estimated yet in terms of
time.

Looking back at the Asian financial crisis broke in the past decade, though Vietham
did not open the economy and integrate as deeper and broader as recently, the country was
suffered from similar severe impacts with relatively rapid reduction of GDP growth rate,
from 8.2 percent in 1997 to 5.8 percent in 1998 and 4.8 percent in 1999. This also was an
evidence of the efficiency of the government’s policy response.

1.2. Impactsat the Sectoral L evel

1.21. Effective Rate of Protectior

One of the most important and direct impacts on good manufacturing industries is
the implementation of tariff reduction. However, full effects of this are not only the
considerable tariff reduction of output that may lead to fiercer competition between locally
produced items and imported ones, but also higher comparative advantages due to lower
input cost and cheaper materials.

Effective Rate of Protection (ERP) shows the actual protection levels afforded to
domestic producers in a particular manufacturing industry by tariff barriers. This index
helps analyse the real amount of protection of a particular output, in which nominal rates of
protection (tariff and non-tariff barriers that can be quantified) of both input and output of
that industry are also taken into consideration. In other words, ERP reveals how many
extra percentage of value added (VA) will be afforded to domestic producers due to
protection measures in comparison with free trade condition. If the total value of import
tax imposed on inputs of an industry is larger than the total value of import tax imposed on
outputs of that industry, ERP will be less than 0. In this case, the studied industry is not
only unprotected, but also loses its competitive advantage to the similar imported goods.
Thus, ERP reflects impacts of tariff reduction on the production of goods more completely.

Details on ERP by industries are presented in Appendix 5.

2 According to “Vietnam Economy in 2008” Report (CIEM 2009b).

2! ERPs presented in this sub-section were calculated by authors using the 2007 input-output table provided
by GSO (2010) and tariff reduction time table under Vietnam's WTO commitments (National Committee for
International Economic Cooperation (NCIEC) 2006).
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In 2009, products with highest ERPs (more than 50 percent) are those of food
processing industry (tobacco and cigarette, sweetie, alcohol, non-alcoholic beverages,
processed fruits and vegetables, coffee and other foodstuff); consumer electrical
appliances, motor vehicles, and they account for nearly one tenth of total products in the
2007 input-output table. It is notable that most of these products have their ERPs increased
in the 2007-2009 period.

ERP of nearly one fifth of the total products range from 10 percent to 40 percent,
mostly are meat processing and aguatic products. ERP of most these products become
higher in the past three years. As the processing industry of agricultural products and
foodstuff creates many jobs for the economy (with high adverse linkages coefficient), this
fact is very meaningful to job creation. However, those industries of Vietnam are facing a
critical issue of low competitiveness and efficiency.

Around more than one third the total products in the 2007 input-output table have
low ERPs, which vary from O to 10 percent. It is notable that ERP of most products
declined most rapidly in the past three years.

ERPs of about one third of the total products are less than 0, which mean some
export products suffer loss (such as plastic products, electric wire, textile), severa
unprocessed agricultural products (sugarcane, other perennia crops, poultry, pigs, cattle
and buffalos, rubber latex), round timber, battery, fertilizer. Most of them have the ERPs of
less than O since 2007.

The overall ERP reflects that during the implementation of WTO commitments,
Vietnam tends to protect industries with low competitiveness, including food processing,
motor vehicles, consumer electrica appliances; while does not provide protection to
unprocessed agricultural products and several exported ones. This fact may negatively
affect famers but favour agricultural processing factories, leading to unequal distribution of
income among the two groups. The export of non-agricultural products has to suffer also.

122 Agriculture Forestry and Fishery

During the period 2007-2008, in overall, international economic integration
favourably influenced the growth of AFF sector like to the whole economy, but this effect
was quite limited in 2009. As discussed in Sub-section 1.2.1, ERPs of most agricultural
products are low after three years of accessing into the WTO, in which some even less than
0 with modest improvement. Thus, tariff reduction according to WTO timetable is not the
main reason for increased VA of this sector. More thoroughly study of related factors
reveals that high growth rate of the sector in the 2007-2008 was resulted from bumper
crops, and much higher world prices of key agricultural products. Thus, when world prices
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of most agricultural products dropped dramatically in 2009,% growth rate of AFF sector in
GDP reached recorded-low level of 1.8 percent, the lowest since 1991.

Area of perennia crops, especially rubber and cashew, tends to increase due to
higher world prices of such products. Generaly, because international economic
commitments of Vietnam on key exported industrial crops do not significantly change in
terms of area, the crop productivity is not affected by more favourable accession to the
international market, but mostly by the fluctuation of world prices or weather condition.
This fact means that Vietnam’'s agriculture still heavily depends on weather, changes of
agricultural inputs and agricultural prices in the international market. In order to maintain
stable growth of agricultural industry, Vietnam needs a breakthrough in taking advantages
of economic scale, advanced technology and diversification.

Table 6: GDP Growth Rate by Sector, 2004-2009

Sector Before WTO After WTO

2004 2005 2006 2007 2008 2009
GDP 7.79 8.44 8.23 8.46 6.18 5.32
Agriculture, forestry and fishery 4.36 4.02 3.69 3.76 4.07 1.83
Agriculture 3.92 3.16 3.13 272 3.93 1.32
Forestry 0.82 0.94 1.37 1.39 1.35 347
Fishery 8.53 10.66 7.77 10.57 5.44 4.28
Industry-Construction 10.22 10.69 10.38 10.22 6.11 5.52
Mining and quarrying 8.86 1.86 -2.00 -2.20 -3.83 7.62
Processing and manufacturing 10.86 12.92 13.36 12.37 9.94 2.76
Electricity, gas and water supply 11.97 12.30 991 9.09 10.49 9.02
Construction 9.03 10.87 11.04 12.15 -0.38 11.36
Services 7.26 8.48 8.29 8.85 7.18 6.63
Trade; repair 7.82 8.34 8.55 8.81 6.42 7.67
Hotels and restaurants 8.12 17.04 12.42 12.82 8.63 2.29
Transportation, storage and communication 8.12 9.61 10.13 11.40 13.16 8.48
Financial intermediation 8.07 9.37 8.18 8.84 6.63 8.70
Scientific activities and technology 7.42 7.85 7.39 7.66 6.14 6.40
Real estate, renting and business activities 4.35 2.92 294 4.06 2.50 254
Public administration and defence,
compulsory social security 5.90 7.21 7.57 8.13 6.47 7.27
Education and training 7.68 8.26 8.42 8.75 8.04 6.56
Health and social work 7.86 7.75 7.84 8.05 8.30 6.73
Recreational, cultural and sporting activities 751 8.31 7.67 8.12 6.52 7.20
Activities of party and membership
organisations 6.23 7.05 7.33 8.15 6.92 6.72
Community, social and personal service
activities 5.90 7.20 7.25 7.92 6.30 5.90

Source: Central Institute for Economic Management (CIEM)’s calculations using General Satistics
Office (GO) data.

However, the reduction of import tax in the past three years created more severe
competition in the domestic market between imported and locally produced items of
severa agricultural products, which do not have comparative advantages. Though products

22 See more detailsin Section 2.
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with low competitiveness such as sugarcane and cotton are still highly protected by the
government, such industries have revealed their weaknesses, and are unable to develop in
the context of fierce competition as the country opened the economy. Other products such
as mulberry, several tropical fruits and vegetables, beans have to face similar situation. It is
difficult to develop those products in big scale due to weak or non-competitiveness. In the
meanwhile, there are manufacturers and businesses that are not well-prepared and unable
to adapt to new situation.

In some cases, Vietnam took the faster step in comparison with its commitments.
As aresult, some manufacturers have to suffer. For example, the reduction of import taxes
of fresh, frozen and processed meat in 2007-2008 was taken earlier and bigger than
requirements of WTO commitments, which in turn negatively affected domestic
production of such products.

For fishery industry, because of higher cost of petroleum in 2008 and lower
demand from other countries in 2009, growth rate of this industry decreased rapidly. The
industry’s VA was only 5.4 percent and 4.2 percent in 2008 and 2009 compared to 10.2
percent in 2007.

Overadl, Vietnam's WTO commitments in fishery industry on import tax have been
seriously implemented. However, severa critical issues should be addressed: i) the amount
of tariff reduction is relatively larger than commitments, in which that of some products
were lower than committed levels; ii) tax rate of quite a lot products were cut earlier than
scheduled (implemented in advance to timetable). In the meanwhile, much time was taken
to negotiate for the approval of high tax rates when Vietnam accessed into the WTO. In
this case, Vietnam could not foresee negative effects of rapid tariff reduction on producers
due to its comparative advantages in this industry.

Box 1. Sugar and Cotton Industriesin the Context of Integration

Though being imposed to many supported policies by the Government (The Program of
manufacturing and processing 1 million tonnes of sugarcane), sugar industry still could not meet its
targeted goal. Sugarcane area declined from 302.3 thousand hectares in 2007 to 271 thousand
hectares in 2008. Due to low sugarcane productivity, which was only less than 60 tonnes per
hectare in average*, sugarcane output did not increase, only reached more than 16 million tonnes,
leading to the lack of raw material for sugar manufacturing industry. As a result, the goals of
sugarcane area as well as sugar output set in the Decision on the development of sugar industry**
could not be reached. The situation reflects that sugar industry has very weak competitiveness and
isdifficult to improve.

Cotton production reduced rapidly in terms of area and output. In 2000, the total cotton
area was more than 18.6 thousand hectares and output was 18.8 thousand tonnes. However, in
2008, those numbers plumped to only 5.2 thousand hectares and 6.9 thousand tonnes, respectively.
Weak competitiveness of this industry can be considered as the main reason. This trend may cause
the disappearance of cotton growing industry in the coming several years, and textile industry must
totally depends on imported cotton material.
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Note: * Sugarcane productivity was 50.4 quintal per ha in 2000, and 59.4 quintal per ha in 2008, very
modest increase.

** According to the Decision No. 26/2007/QD-TTg dated 15™ February 2007 that approved “ Plan on
the development of sugar industry to 2010 and orientation to 2020" , the targets for 2010 includes producing
1.4 million tonnes of sugar and the total production capacity of 105,000 tonnes of sugarcane per day by
sugar factories. Some sugar factories will increase their production capacity in compliance with the plan on
sugarcane development of 300,000 ha (in which centralised material area accounts for 250,000 ha), and
North Central region, South Costal and Central Highland regions, South East region and Mekong Delta will
be four main areas.

Box 2: Multidimensional Effects of a Palicy

To cope with the pressure of high consumption prices, in the mid-2007, the Prime Minister
decided to reduce import tax of poultry meat from 30 percent to 12 percent; that of beef and pork
from 20 percent to 12 percent; of corn from 5 percent to 3 percent,* although committed tax rates
of 2007 were 40 percent for chicken meat, 20 percent for beef and pork, and 5 percent for corn.
After the tax reduction, the volume of imported poultry to Vietnam increased dramatically, creating
strong pressure on domestic breeding industry, especially poultry breeding households or farmsin
rura areas. The decision resulted in the bankruptcy of many chicken raising households, while
consumers had to buy frozen chicken meat with low quality. This reveals the weakness of state
authorities in adjusting tax as well as establishing technical barriers.

Note: * 1. Decison No. 39/2006/QD-BTC dated 28/7/2006 on the Issuance of export tax; 2. Decison No.
106/2007/QD-BTC dated 20™ December 2007 on the I ssuance of export tax and preferential import tariff; 3. Decision
No. 123/2008/QD-BTC dated 26" Decermber 2008 on the Adjustment of export tax rate, preferential import tax rate
for several groups of goods included in the export tax and preferential import tariff; 4. Circular No. 216/2009/TT-
BTC dated 12" Noverber 2009 on the rates of export tax, preferential import tariff by tax-imposed items.

The two important impacts on agricultural producers since WTO accession are: (i)
They have acquired more experience in dealing with anti-dumping law suits; (ii) They
have paid more attention in trade mark, quality and food hygienic of exported agricultural
products as they have expanded their export business to potential markets with high
demand on product quality as well as strict requirements on quality standards and food
hygienic, namely the U.S., Japan and EU. Specialising areas have been established,
especialy for exportable fruits and vegetables like litchi, Nam Roi grapefruit, green-skin
grapefruit, durian with small seeds, etc. Large scale production models, using advanced
technologies and high quality seed and food hygienic have been expanded in comparison
with previous period.
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1.2.3 Industry - Construction

Construction is the industry that creates material and technological facilities and
may rapidly develop if lots of investment capital is poured into the economy, consequently
it will face biggest influence, both directly and indirectly, from changes in FDI and
domestic investment. Normally, construction tends to obtain high growth rate during
strong economic development period, and stagnant if the economy falls into recessions.

In 2007, due to relatively big amount of capital (FDI and domestic capital) was
invested in the economy, despite many difficulties arose (significantly increased prices of
construction materials, low speed of capital disbursement), construction industry could
reach the highest growth rate of 12.2 percent (in terms of VA) since 2002.

However, in 2008, construction industry was badly affected by unexpected highly
increased costs (cement, steel and iron) because of impacts from international prices and
the implementation of tightening macroeconomic policy by the Government to fight
against inflation.”® For the first time in severa decades, growth rate of construction
industry was negeative (-0.4 percent).

Though processing industry may be quickly and most severely affected by
international economic integration due to its high export-orientation, sub-sectors of this
industry only faced limited impacts of the international integration process in the past three
years, except machinery and technology intensive sectors™ (see Appendix 6). Growth rate
of production volume in 2007 was not improved significantly in comparison with 2006
because most newly-started projects since Vietnam accession to the WTO could not be put
into production. Growth rate of labour intensive industries even declined compared to that
in 2006. In 2008, growth rate of processing industry was slowdown because of negative
effects of robustly increased world price. In 2009, processing industry had to cope with
difficulties in serving domestic market and suffered from fierce competition from turbul ent
flows of imported products as import tariffs were considerably reduced in compliance with
WTO commitments and other ones™. In the meanwhile, export manufacturing industries

% The Prime Minister issued the Decision No. 390/QD-TTg dated 17" April 2008 on Operating plans on
investment in capital construction and state budget expenditure in 2008 aiming at inflation targeting.

 The classification of “intensive” industry was introduced by the United Nation of Industry Development
Organization (UNIDO). In machinery and technology intensive industries, technology cost accounts for
relatively large share, including machinery and equipment manufacturing; office accessories, computers;
electrical equipment; radio, TVs and communication equipment; health and optical equipment;
manufacturing and repair of motor vehicles; other transportation facilities.

% According to the Ministry of Industry and Trade (2009), fertilizer industry faced many difficulties in
manufacturing and selling because of relatively large amount of inventories since the beginning of 2009 and
the effect of imported source. In mechanical industry, 70-80 percent input for manufacturing and assembling
has to be imported. Besides, many domestic enterprises shifted from manufacturing to processing and
assembling for foreign partners. In steel industry, imported volume from Chinaand ASEAN countries rapidly
increased, accounted for more than 70 percent of the total imported steel in 2009 because of O percent import
tariff.
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were imposed to lower import demand from Vietnam's trading partners due to crisis and
global economic downturn?.

In terms of the decline in the growth rate, agrarian-intensive industry®’ suffered the
greatest loss from the global crisis with low growth rate in 2009, only equivalent to 63
percent in comparison with 2008. Following were capita-intensive industry®® and
machinery and technology intensive industry, which had growth rate in 2009 equivalent to
approximately 50 percent of that in 2008. Labour-intensive industry faced the least impacts
as its growth rate in 2009 was only 40 percent lower than that in 2008.

Thanks to the introduction of various solutions by the Government (including
investment stimulus, manufacturing assistance, domestic consumption and export
promotion), negative effects on industry-construction in general and on processing industry
in particular had been partly lessened. However, VA of the processing industry only
increased by 2.8 percent in 2009 compared to 9.9 percent in 2008. The effects of policy
solutions and signals of recovery of the world economy were expressed more clearly in
construction industry with 11.4 percent increasein VA.

An expected impact of broader and deeper integration is the improvement of
industrial production efficiency, which has been unclearly showed. Industries with
highest rate of return® are import-substitution industries (printing, electric machinery and
equipment, chemicals, and especially transportation devices) and non-metallic mining and
quarrying; while export-oriented industries, especially labour intensive ones like textile,
garment, leather and foot-ware, wood products had very low (even negative) rates of
return, which were 0.11 percent, 0.61 percent, -0.05 percent and 1.99 percent in 2006,
respectively.*

As a result, in 2007, fastest growing industries were the manufacturing of
machinery and equipment and the manufacturing of domestic consumer products
(machinery intensive industries) with high ERPs (such as air conditioner with growth rate

% According to the Ministry of Industry and Trade (2009), in garment and textile industry, many enterprises
had to reduce production because of decreased order for export and lower price. Moreover, 10 percent anti-
dumping tax rate imposed by EU on Vietnam’s leather shoes and hats exported to the EU in the last three
years and the abolishment of footwear from the Generalised System of Preferences (GSP) for the period
2009-2011 caused significant loss to leather and footwear of Vietnam. Many trading partners have moved
their footwear manufacturing factories to Cambodia (the total of around 20 factories) in order to obtain GSP.

2 Agrarian-intensive industries are those with large cost share of agricultural products, including
manufacturing of food and beverages.

% |n capital-intensive industries, capital cost accounts for significant share, but still less than that of
machinery- and technology-intensive ones, including manufacturing of cigarette and pipe tobacco,
manufacturing of paper and paper products, printing and reproduction of recorded media, manufacturing of
coke, manufacturing of refined petroleum, manufacturing of chemicals and chemical products, manufacturing
of rubber and plastic, manufacturing of metal and metal products (except machinery and equipment),
manufacturing of other non-metallic products.

# Rate of return in this Report is the ratio of earnings before tax relative to an unit of revenue in a certain
period of time.

% According to Dinh Hien Minh (2008).
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of 51.9 percent, car — 52.8 percent, motor vehicles — 23.9 percent). Those industries
continued to have biggest growth rate in 2008 and 2009. It is notable that protection may
distort signals for investment flows and as protection rate will be dramatically reduced in
the coming period, the cost of adjusting production structure may be very high.

These results revea the fact that Vietnam's export-oriented industries are mostly
responsible for processing jobs, suffer from great pressure and heavily depends on
imported inputs, while capital intensive industries still enjoy high protection though
protection rate has been gradually decreased under WTO and integration commitments.®

Processing industry is a similar picture. Though facing with larger competition
pressure, processing industry in general and food processing industry in particular has not
made significant progress in technology improvement, diversification, and the
enhancement of VA for Vietnam's products. Several processing industry aiming at serving
domestic market with uncomplicated technology like rubber processing is still
underdevel oped.

Having affected by export structure, industrial manufacturing structure of Vietnam
has shifted to gradually decrease the proportion of agricultural-product intensive industries,
and increase the proportion of machinery and technology intensive industries.

124 Services
1.2.4.1. Overall Assessments

Basically, international economic integration has positive impacts on service sector,
which always has higher VA growth rate compared to GDP growth rate. After Vietnam's
accession to the WTO, a clearer and more transparent policy environment; the
implementation of commitments on opening service sector, especialy with higher
openness ratio compared to prior WTO accession like retail, banking, telecommunication,
stock exchange have attracted more service enterprises to join the market. Another impact
of international economic integration on service sector is that highest growth rates belong
to sub-sectors with the largest number of foreign invested enterprises.

Service sector started to be dynamic even prior to Vietnam’'s accession to the WTO
because domestic enterprises desired to take control their local market before foreign
competitors could enter the market. To foreign investors, service is a potentia sector for
the leading actors. Number of enterprises operating in this sector increased considerably
with nearly 20,000 newly registered ones in 2007, much higher than previous years. It was
impossible to happen before when international economic integration was still limited.

In 2007, all service industries achieved higher growth rate in comparison with 2006
and also higher than the average of the 2001-2006 period (except science and technology).

31 See Sub-section 1.2.
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Construction, hotels and restaurants, and transportation had the biggest growth rate of more
than 10 percent. In 2008, due to newly emerged effects from international financial crisis,
all service industries experienced lower growth rate compared to last year, except
transportation and communication.

The most evident impact of international economic integration on service sector is
the shift of investment flows from processing industry until 2005 to services, especially
real estate®. Finance and banking, transportation, telecommunication and real estate have
high growth rate. However, service business cannot avoid negative effects of global
financial crisis and economic downturn.

The most obvious hit of international economic integration in 2009 was impacts on
business activities that heavily depend on the market situation (hotels, restaurants, and real
estate). VA growth rate of hotel and restaurant industry declined to 2.3 percent compared
to 8.6 percent in 2008 and 12.8 percent in 2007. In the meanwhile, that of real estate,
renting and business activities decreased to 2.5 percent in 2008 and dlightly increased to
2.54 percent in 2009.

However, the proportion in GDP of amost all service industries that play an
important role to manufacturing and trading, as well as knowledge-based services that
likely to produce great amount of VA is quite small and does not increase. For instance,
since 2002, finance, banking and insurance has accounted for 1.8 percent GDP since 2002;
while that of science and technology was 0.6 percent GDP. This reflects that Vietnam's
service sector has not caught up with international development trend in services, in which
the preparation of knowledge-based industries has been rapidly increasing.

Within the scope of this Report, it is impossible to thoroughly study all industries
of service sector, which is very broad and includes many sub-sectors. Among service
industries, banking is one of the most important industries and has highest openness level,
allowing foreign investors to establish 100 percent foreign invested banks in Vietham
immediately after Vietnam's accession to the WTO (April 2007). Thus, this sector is
chosen for thorough analysisin order to clarify impacts of integration on service sector.

1.2.4.2. Banking Industry

As expected earlier, foreign banks quickly joined Vietnam’s banking system. By
the end of 2009, there were five 100 percent foreign invested banks operated in Vietnam
(ANZ, Hong Leong, Standard Chartered, HSBC and Shinhan; which were al licensed in
2008). Besides, there were also five join venture banks with more than 20 dependent
branches and 45 branches of 33 foreign banks.

32 See more detailsin Sub-section 3.2.
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Table 7: Commercial Banks Operating in Vietham

Bank 2002 2006 2007 2008 2009
Joint stock commercial bank 36 35 35 36 37
Joint venture commercial bank 5 5 5 5 6
Branch of foreign bank 26 27 35 37 37
100% foreign invested bank 0 0 0 5 5
State commercial bank 5 5 6 6 6
Policy bank 1 2 2 2 2

Source; Nguyen Xuan Trinh et al (2009).

Statistics from 26 foreign banks with 36 branches operating in Vietnam in 2008
showed that by August 2008, total foreign currency outstanding loan had increased up to
77 percent compared to the same period of 2007 (the highest in the whole banking system,
which had the average increase of 25.8 percent), and accounted for 30.2 percent of the
market share.®

In 2009, though having faced with many difficulties in the context of the global
financial crisis, branches of foreign banks and 100 percent foreign invested banks
operating in Vietnam were still running very well, achieving income before tax of 2,612
billion VND. Mobilised capital and outstanding loan increased by 17.8 percent and 10.8
percent, respectively; total asset value was 14 percent higher than the ending of 2008. Joint
venture banks grew relatively stably, in which income before tax reached 477 billion VND;
capital mobilisation, outstanding loan and total asset value increased by 18.2 percent, 34.4
percent, and 18.3 percent in comparison with the end of 2008, respectively.

State commer cial bank sector continued maintain itsleading role, but joint
stock commer cial banks wer e expanded significantly. However, the number of newly
established commer cial banksin the period of 2007-2009 was quite small. M ost
commercial bankswas licensed and started operation prior to 2007 in order to be
able to take advantages of opportunities after Vietnam accessed into the WTO (

Table 7).

The participation of foreign banks in Vietham created competition pressure on
domestic commercia banks. The pressure has been gradually increasing as foreign banks
have been expanding their operating scale in terms of human resource, types of services, as
well as targeted customers. There have been evidences of the advantages of foreign banks
in attracting customers in comparison with domestic counterparts.® Especially, after 2010,
as discriminations on capital mobilisation, service products, setting up automatic teller

% Source: Phuong Nam (2008).
% Source: ATP Vietnam (2009b).

% Vietnam Cement Industry Corporation was traditional customer of a domestic bank, but unexpectedly
turned it back to become customer of aforeign bank, which offered cheaper lending cost (Vu Giang 2009).

38



machine (ATM) will be basically abolished, the competition between domestic and foreign
banks will be fiercer.

Cooperation between foreign and domestic banks

After Vietnam's accession to the WTO, foreign and domestic banks have not only
competed for market share but also cooperated and associated in order to exploit the
market together.

First, foreign banks and financial institutions buy shares of Vietnam’s commercial
banks, cooperate in such areas as stock exchange and investment. Until now, there have
been two Vietnam commercial banks (Sacombank and ACB) that had 30 percent of their
equity owned by foreign-bank and financial-institution shareholders. Joint stock banks like
VP Bank, Orient commercial Bank, Techcombank, Southern Bank aso sold 10 percent
equity to foreign banks and the ratio will be increased to 20 percent, the highest bound for
aforeign investor after related decrees will be officially issued by the Government.

Other joint stock commercia banks like Eximbank, Nam A, Dong A have been at
the final stage of negotiation to sell their shares to foreign banks. In overall, foreign banks
and financia institutions have invested more than 200 million USD in buying shares of
domestic commercial banks. This amount excludes technical assistance to modernise
technology, improve quality of human resource and enhance administration and
management capacity, etc. of joint stock banks.

Another area of cooperation is stock exchange. Sacombank — a joint stock
commercia bank — joined capital with Dragon Fund to establish VietFund Management
(VFEM). A similar fund management company was set up by a foreign partner and
Vietcombank. A joint venture investment fund between Agribank and an US partner was
founded also.

The expansion of foreign banks and financial institutions in Vietham market
through holding equity of Vietham commercial banks has brought benefit to both sides
during their competition and cooperation process. Foreign partners can save a lot of
expenses to set up new branches because of aready available network, technical
infrastructure, human resource as well as abundant customers of Vietham commercial
banks. Vietham commercial banks will be able to not only enhance their financial capacity
but also modernise technology, upgrade administrative management, improve human
resource to meet international standard and expand their business to international market.
Together with buying shares, foreign banks and financia institutions also commit to
provide technical assistance, and even experts, counsellors and assistants for Vietnam
commercia banks (Banking University of Ho Chi Minh City 2008).

Moreover, cooperation in several banking service areas is also promoted among
banks. Citibank signed cooperation contract with East Asia Joint Stock Commercial Bank
(EAB) on developing banking services. Accordingly, Citibank will assist training programs
on enhancing EAB’s specialised capacity in retail banking service, corporate banking
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service and the linkage between EAB’s card payment system with that of Citibank.
Through the cooperation, Citibank has the opportunity to expand its modern and handy
banking services in Vietnam. In other hand, EAB can attract remittance flows into Vietnam
from Citibank’s customers in the US, especialy overseas Viethamese, as well as develop
its card services in the US market.

Another cooperation area is card payment linkage. VNBC (the card payment
linkage among four domestic joint stock commercial banks, and two other commercial
banks are scheduled to join the group) created the linkage with China Union Pay, the only
card linkage in the whole banking system of China. The linkage allows customers of the
two parties can withdraw money at ATMs of both VNBC in Vietham and China Union Pay
in China.

International credit card corporations such as Master Card, Visa, America Express
have expanded their issuance and payment agencies with many commercial banks of
Vietnam. Many money transfer companies, especially Western Union of the US, have
developed their remittance payment and money transfer agencies at the network of
thousands branches of commercial banks in the whole country.

Expanding banking agency network is also a measure to enhance competitiveness
capacity. Currently, commercial banks being allowed to carry out international payment
and foreign currency trading activities have been doing business with hundreds, even
thousands banks in more than 100 countries and territories in over the world (Banking
University of Ho Chi Minh City 2008).

Commercia banking system

Commercial banks have taken significant changes in order to take advantages of
opportunities arisen from integration process and make use of their comparative
advantages in their “own” market. Thus, domestic commercial banks still play important
role in providing traditional banking services like capital mobilisation and lending.
Currently, domestic commercial banks have made up the maor share in capita
mobilisation of about 90 percent.

Banking technology attracts much attention by banks, and is considered as a vital
tool to narrow development gap with banks in developed countries in the region and over
the world. Most commercial banks have invested in establishing core banking system,
which enable to operate centralised data management at Head Office, and help minimise
business risks. Several banks like Vietcombank, and Maritime bank have completed Phase
2 of the project on modernising banking and payment system, which allow them to take the
most advantage of banking technological tools, especialy internationally standardised risk
management techniques.

In terms of banking services, commercia banks have focused on innovating and
introducing various kinds of servicesto meet customers’ demand. Together with traditional
services like deposit and lending, there have been many new and more useful services for
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customers. Deposit service has also been diversified with traditionally fixed interest rates
or adjustable interest rates in compliance with inflation rate, guaranteed by gold value,
compensation for exchange rate changes, Especially, card payment service has developed
dramatically. Variety of multi-purpose payment card has been introduced to customers,
and payment using ATM card has become relatively popular in major cities and provinces.

Capital capacity of commercia banks has increased considerably. At the present,
there have been a number of banks with total capital of more than 1,000 billion VND to
3,000 billion VND. State commercial banks continue the restructure and equitisation
process. Thanks to the development of the stock market, it is less difficult for commercial
banks to raise capital. Besides, commercial banks can sell their shares to foreign partners.
Consequently, commercial banks can expand their branch network, operating area and
enhance competitiveness capacity. Before 2006, capital adequacy ratio of state commercial
banks was lower than the requirement of 8 percent, but now has been higher than
requirement. This ratio of joint stock commercial banks is always higher than required
level, and may reach more than 20 percent in the case of several banks.

In paradlel with increasing capital size, many banks aso strengthen financial
restructure like raising owner’s equity, settling bad debts, restructuring organisation and
operation. The strict implementation of regulations on capital adequacy ratio, debt
classification and risk provision as well as effort to increase owner’s equity have enabled
commercia banks thoroughly solve their bad debts arisen from many previous years, and
considerable improved their assets quality. The ratio of bad debts in comparison with total
outstanding loan of joint stock commercial banks was only less than 1 percent, while that
of state commercial banks was less than 5 percent (Nguyen Dinh Tu 2008).

1.3. Impacts on Expenditure Side of GDP

International economic integration has had multiple impacts on different
components of expenditure side of GDP. By looking at economic growth on the
expenditure of GDP, a more comprehensive trend of consumption, investment and trade
has been reflected during the past three years. There has been certain shift in the
consumption structure of GDP during the past three years, by which final consumption
share has been on the increase, while investment has reduced respectively. In 2009, there
has been a significant shift in the structure of export and import.

In 2009, during the financial crisis and economic downturn, the growth of final
consumption of households has reduced sharply, maintaining at 3.9 percent as compared to
that of 9.2 percent in 2008 due to the curtailing of households expenses. Therefore the
final consumption growth of the whole economy has reduced to 4.2 percent as compared to
that of 4.2 percent in 2008 and 10.6 percent of 2007. However, the final consumption
growth of the state sector has still attained 7.6 percent (it was 7.5 percent in 2008 and 8.9
percent in 2007).
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Thanks to rapid increase in the FDI, the total asset accumulation in 2007 was at
high growth of 26.8 percent (as compared to that of 11.8 percent in 2006), contributing to
the GDP growth rate in 2007. In contrast with this, in 2008 and 2009, as being affected by
the global financial crisis, the growth rate at total asset accumulation has decreased
sharply, a 6.3 percent and 4.3 percent respectively. This leads to the decreasing
contribution to GDP growth of the total asset accumulation, causing a reduction of GDP
growth rate. It also shows that GDP growth in Vietnam has significantly depends on
investment.

The domestic savings has been on a decreasing trend sine 2005,% and in order to
have high total asset accumulation over GDP (or realised investment over GDP), the
economy has attracted complimentary foreign investment to offset the low domestic
savings. International economic integration has importantly contributed to capital
investment in Vietnam. Foreign investment, including direct investment, indirect
investment and loans has become an important motivation for economic growth. Within
the past three years, Vietnam has attracted alarge amount of FDI.

It is notable that the economy has relied more on the outflow of capital which is not
aways appropriate selection. When massive FDI flows into Vietnam, the economy cannot
fully absorb them effectively (in 2008). In other words, the inflow of FDI contains risks and
challenged in terms of investment structure by industry, the commitment as compared to
investors ability, and the compatibility with advantages of the economy and nationd
benefits, and sustainable devel opment goals.

Table 8: Growth and Composition of GDP on Expenditure Side, 2004-2009

(percent)
Prior to WTO accession Post WTO accession
GDP component 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Growth

GDP 7.79 8.44 8.23 8.46 6.18 5.32
Consumption 7.16 7.34 8.36 10.63 9.01 4.19
Investment 10.54 11.15 11.83 26.80 6.28 4.31
Export (goods and services) 25.68 na 14.22 11.29 5.05 11.08
Import (goods and services) 21.94 na 15.16 27.62 7.61 6.66
Statistic error

Structure
GDP 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00
Consumption 71.47 69.68 69.38 70.81 73.41 73.34
[nvestment 35.47 35.57 36.81 43.13 39.91 38.43
Export (goods and services) 65.74 69.03 73.60 76.90 78.31 68.83
Import (goods and services) -7330 | -7321| -7816| -92.75| -9359| -79.26
Statistic error 0.62 -1.07 -1.63 1.91 1.96 -1.34
Total trade/GDP | 139.04| 14224 15176 | 169.65| 171.90 | 148.09

% Domestic savings in 2009 attained 438.0 thousand billion VND, accounting for 26.7 percent of GDP as
compared to that of 26.6 percent in 2008, but still lower than that of 2007 of 29.2 percent.
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Note:  Data calculated from SNA.
na — not applicable.
Source: CIEM Calculation using GSO data.

It can be seen clearly that one of impacts of international economic integration on
the economy is the higher contribution of export to GDP. Vietnam has become an “open”
economy with regards to trade over GDP ratio (at the peak of 172 percent in 2008). Under
the demands by importing countries, the export structure has significant shift from raw
products to processed products, and it is the important engine for positive changes in
economic structural shift and development.

During 2007-2008, the contribution of exports of goods and services to GDP
growth has been the highest in GDP expenditure structure, attaining 233.5 percent and 57.8
percent respectively. Meanwhile, the imports of goods and services are even larger,
resulting in net export of -134.7 percent and -52.5 percent respectively. In 2009, the
situation has been changed due to the decrease in export. The contribution of export to
GDP reduced by 145.5 percent, or equivalent to 7.7 percentage point. However, the import
of goods and services has reduced overall growth by 113.5 percent, resulting in the
contribution of net export to GDP of 32 percent or 1.7 percentage point in 2009.

The situation shows that export and import are on the same trend, implying high
dependency of export on input import for production.

1.4. Economic Structure by Ownership

Together with the overal trend of the economy during 2007-2009, economic
growth of all sectors by ownership has been on the decrease. However, there is big gap
among different sectors, by which the FDI sector has the highest growth and state sector
has the lowest growth. This trend is also in accordance with investment trend during the
past five years of those sectors.

In 2008 and 2009, the VA growth rate of the state sector has reduced sharply,
attaining 2.0 percent and 2.3 percent respectively. Meanwhile, that of the non-state sector
was higher, at 8.4 and 6.6 percent, three times higher than that of the state sector. The FDI
sector, in spite of negative impacts of financial crisis and economic downturns, still
maintained the highest growth rate of VA, reaching 10.2 percent in 2008 and 8.8 percent in
2009.

The economic structure by owner ship has significantly changed (

Table 9Error! Reference source not found.). However, due to the lag between
investment and production, the economic structure has primarily resulted from domestic
investment three to five years ago under the impacts from Enterprise Law. The proportion
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of state sector has gradually reduced, at 33.2 percent in 2009 as compared to that of 35.9
percent in 2007. Meanwhile, that of the non-state sector has been on the rise from 46.1

percent in 2007 to 47.5 percent.

Table9: Growth Rate and Economic Structure by Owner ship, 2005-2009 (per cent)

Economic sector

Prior to WTO accession

Post WTO accession

2004 | 2005 | 2006 | 2007 | 2008 | 2009
Growth, 1994 price (percent)
State sector 7.75 7.37 6.17 6.02 2.05 2.32
Non-state sector 6.95 8.21 8.22 9.38 8.37 6.65
Foreign invested sector 11.51 13.22 15.22 12.81 10.22 8.77
GDP growth rate 7.79 8.44 8.23 8.48 6.15 5.32
Structure, real price (percent)
State sector 39.10 38.40 37.39 35.93 34.35 33.17
Non-state sector 45.76 45.61 45.63 46.12 46.97 47.51
Foreign invested sector 15.13 15.99 16.98 17.96 18.68 19.32
GDP 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00

Source: Calculation by CIEM using GSO data.

The significant shift of economic structure by ownership during 2007-2009 can be
interpreted as follows. Firstly, the number of state-owned enterprises has reduced because
of the continuous direction n of reforming, restructuring and transforming by the State
through equitisation, merge and acquisition. Secondly, some SOEs are at low effectiveness
or slowly adapted to changing policy environment and negative fluctuation of business
environment. Thirdly, the non-state sector has rapidly developed. Fourthly, the FDI has
significantly increased and the VA growth rate of the FDI sector has been higher than the
overall GDP growth rate. It can be said that, in paralel with domestic reforms prior to
Vietnam's access to WTO, FDI has significant impacts on economic structure shift during

2007-20009.

44




2. IMPACTSON INTERNATIONAL TRADE

2.1. Exports

2.1.1. Overall Assessment

In 2007 and 2008, the international economic integration has positive impacts on
exports - an important driving force of the economy. Export value in 2007 attained 48.6
billion USD, increasing by 25.1 percent as compared to that of 2006. Export value in 2008
reached 62.7 billion USD, increasing by 28.9 percent as compared to that of the previous
year.

However, being influenced by global economic crisis, export value in 2009 is
estimated at 57.1 billion USD, which is equivalent to 91.1 percent of that in 2008, but is
still higher than 45.8 percent of that in 2006. If compared to the global trade value in 2009
which is 31 percent lower than that in 2008 and much lower than 2006, the Vietnam’'s
export performance is rather good.

If the year 2009 is not taken into account (due to significant impacts of the crisis),
although export growth rate in 2007 and 2008 increases, especialy in 2007, it is not as
high as the previous years and as expectation for the post-WTO accession. On average, the
export growth rate in the post-WTO accession is 27.1 percent (for 2007-2008) and 13.7
percent (for 2007-2009), meanwhile the average growth for the prior-to-WTO accession
period (2004-2006) has attained 25.5 percent.

The increase in this period is contributed by three major factors: export structure
changes, the general competitiveness of exported goods and the interaction of the
competitiveness of Vietnamese goods in the imported markets. While in the period 2001-
2006, the change in exported goods structure contributed 47.3 percent of increase in export
value, this factor contributed up to 58 percent of total increase in export value in the period
2007-2008. However, the contribution of change in the competitiveness of Viethamese
goods in the importing markets declined. *

372007 is the year with three important integration events: (i) Vietnam becomes a WTO member; (i) Vietnam
completed its tarrif cut according to the Early Harvest Program in the framework of ASEAN-China Free
Trade Agreement; (iii) Vietnam started to remove its tariff in the framework of ASEAN-South Korea Free
Trade Agreement.

*Trinh Quang Long (2010) uses the constant market share analysis to calculate factors caused the increase of
Vietnam's export value during period 2001-2008.
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2.1.2 Export by Commodity

The increase in export in 2007-2008 was partly due to the increase in the world
prices (Table 11). Even as the price of some commodities such as codl, rice is doubled that
of the 2006, the quantity of exports, especially agricultural and fuel products just slightly
increased. Only three out of main agricultura commodities exported in 2008, namely
pepper, rice and cashew nuts, are increased in export quantity as compared to that of 2007.

Table 10: Factor Contributing to the Increase of Vietham’s Export Value
before and after the WTO Accession (Percent of Total Export Value)

Change 2001-2006 | 2007-2008
1. Structure change 47.3 58.0
Growth demand 0.1 0.2
Market change 31 -0.6
Commodity change -21.1 -4.0
Structural interaction 65.2 62.4
2. Competiveness of Viethamese goods 34.2 37.3
Overall competitiveness 0.1 0.1
Specific competitiveness 34.1 37.2
3. Interaction of competitiveness and demand for exports 185 4.7
Interaction of Vietnam’s export competitiveness and (total) demand in

its export market 320 11.9
Interaction of Vietnam's export competitiveness and demand for

imports of specific commodities in specific markets -13.5 -7.2
TOTAL 100.0 100.0

Source: Trinh Quang Long (2010).

Table 11: Changein Export Value, Price and Quality of Some Major

Commodities, 2007-2009 (per cent)

ltems 2007 vs. 2006 2008 vs. 2007 2009 vs. 2008 2009 vs. 2006

Value| Quantity | Price|Value| Quantity | Price| Value | Quantity | Price |Value| Quantity | Price
Crudeoil | 21 -84 115 | 21.9 -8.7 33.6 | -40.0 -24 -38.5 | -25.3 -18.4 -84
Coad 9.3 9.4 -0.1 | 389 -39.7 130.2| -45 29.9 -26.5 | 44.9 -14.2 69.0
Pepper 45.6 -27.7 1014 | 14.7 9.1 5.2 14.3 51.3 -24.5 | 90.9 19.3 60.0
Coffee 57.5 25.6 254 | 10.1 -14.0 28.1 | -19.0 10.1 -26.4 | 40.5 18.9 18.2
Rubber 8.3 17 6.5 | 15.0 -8.0 25.0 | -25.2 10.3 -322 | -6.8 3.2 -9.7
Rice 16.8 -1.3 184 | 94.2 35 87.5 -8.0 254 -26.6 | 108.6 28.1 62.9
Cashew 8.2 21.1 -10.7 | 87.2 6.7 75.4 | -16.8 7.2 -22.4 | 68.5 38.6 21.6
Tea 20.9 9.8 10.2 | 99 -9.7 21.7 21.3 27.3 -4.7 | 61.2 26.2 27.8

Source: CIEM’ s cal culation based upon data from the GSO and General Customs Office.

In 2009, athough there is a signal of increasing in export quantity of agricultural
products, their prices have significantly decreased (one fourth as compared to 2008), only

pepper and tea have higher export value than those of 2008.
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The decrease in protection barriers in importing countries since the WTO accession
(particularly for textiles and garments, agricultural products and other processing products)
has positive impacts on the expansion of export. The growth rate of some commodities was
higher due to easier access to such markets. Export value of non-crude oil commoditiesin
2007 and 2008 increased 27.0 percent and 30.6 percent respectively as compared to that of
the previous year. If the total export value went down by 9.8 percent, the export value of
crude oil in 2009 decreased by just 3.7 percent as compared to that of 2008.

Right after the WTO accession, there has been significant increase in export value
of some commodities, such as plastic products (increased by 56.9 percent in 2007),
garments (32.1 percent), handbags and purses (24.9 percent) (Table 12). Other processing
products also increases, but at lower growth rate. While exports of agricultural products (in
2007) increased rapidly because of decreasing supply in key exporting countries, the
expansion of exports of handbags, electronics, plastic products, garments, mostly is due to
the WTO accession and the fact that Vietnam has taken advantage of comparative static
advantage (such aslow labour cost, abundant natural resources).

Table 12: Export Growth Rate of Some M anufactured Goods, 2004-2009 (per cent)

2004- 2007- 2007-
ltems 2006 2007 2008 2009 2006 2008 2009
Aquaculture products 22.9 121 20.2 -7.0 151 16.1 7.8
Textile-Garment 22.7 32.1 18.0 -1.3 175 24.8 15.4
Shoe 18.3 11.2 19.2 -15.8 16.7 15.2 3.7
Electronics-computers 25.8 19.8 21.9 51 28.4 20.8 15.3
Wood and wooden
products 24.4 22.7 18.7 -9.9 47.2 20.7 9.5
Electric wire and cables 36.2 25.0 135 -12.2 34.2 19.1 7.6
Plastic product 26.4 56.9 29.8 -12.9 38.5 42.7 21.0
Handbags, bags, wallet 6.6 24.9 32.5 -13.2 27.3 28.6 12.8
Source: GSO.

In 2008 and 2009, export value of processing products has gone down as compared
to 2007. It is partly of the harder impacts of financial crisis that lead to the cancel-out of
orders. Even though some commodities still maintain high growth rate of export value such
as plastic products (29.8 percent in 2008) electronics and computers (21.9 percent in 2008),
handbags (32.5 percent in 2008), and aqua-cultural products (20.2 percent in 2008).

The WTO accession has an indirect impact on the shift of the export structure.
Export structure has changed from exporting raw commodities (crude oil, coal, rubber,
rice) into exporting processed goods, including those with high added value and high
technology. This implies that Vietnam has gradually taken advantage of its dynamic
competitive advantage.

Using export data of the major export goods of Vietnam, it can be seen that after
accessing to WTO the competitive capacity contributed the most to the increase of export
value of the electronics industry (120 percent, six times higher than the level of
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contribution of this factor in the previous period). The contribution of this factor to the
increase in the export value of the textile and garment goods is 80.6 percent (Table 13).
This means that, after the WTO accession, in some industries, Vietnamese firms have
improved their export capability.®

Table 13: Factors Contributing to the Export Growth of Textiles, Gar ment,
Footwear and Electronic Products before and after the WTO Accession

(percentage change in export value)

Textiles & garments Leather shoes Electronic prod.
2001- | 2007-
Change 2001-06 | 2007-08 | 2001-06 | 2007-08 06 08
1. Structure change 41.3 20.5 58.3 72,6 48,5 16,4
Growth demand 31.6 34.8 55.1 72,8 50,7 | 22,6
Market change 117 -16.0 -35 -8,0 -14 -3,2
Commodity change -1.7 -0.2 16 4,6 75 -3,0
Structural interaction -04 1.9 5.0 34 -84 -0,1
2. Competiveness of Viethamese
goods 52.5 80.6 26.5 24,5 28,2 | 120,0
Overall competitiveness 42.1 54.4 26.6 21,9 264 | 654
Specific competitiveness 104 26.2 -0.2 25 1,8 54,6
3. Interaction of competitiveness
and demand for exports 6.2 -1.0 15.3 29 233 | -36,4
Interaction of Vietnam's export
competitiveness and (total) demand
in its export market 3.9 -0.2 10.5 0,7 20,2 -6,7
Interaction of Vietnam's export
competitiveness and demand for
imports of specific commodities in
specific markets 2.3 -0.8 4.8 2,2 3,1 -29,7
TOTAL 100.0 100.0 100.0 100,0 100,0 | 100,0

Source: Trinh Quang Long (2010).

2.1.3 Export by Trading Partners

Externa markets become more diversified and Vietnam has entered key marketsin

the world such as the US, EU, China and Japan. The WTO accession is one of the key
elements that have positive impacts on trade, which leads to the export increase in al
markets and has little trade diversion under the impacts of FTAS.

Although the trade liberalisation in the ASEAN-China free trade area recently
started with the early harvest program in 2004, this free trade area just brought about a
significant change in export value from Vietnam to Chinain the first year (2004) and 2008
(the first year after the Early Harvest program ended). Commodities with high export

¥ Source: Trinh Quang Long (2010).
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values to China include raw materials (coal, crude oil, raw rubber, cotton) and agricultural
products (vegetables, seeds, etc).

ASEAN-South Korea Free Trade Area started little bit later (in 2007) but have
more visible impacts. The export from Vietnam to South Korea increased sharply in 2007
and 2008 (Table 14).

ASEAN, Japan, China, the US and EU are main markets for Vietnam's major
export items such as agricultural and aqua-cultural products, textiles and garments, and
footwear. These markets accounted for 70 percent of total export value of Vietnam. In the
period 2004-2009, the share of total export value into these markets slightly reduced to
72.3 percent in 2009 from 77.4 percent in 2004. This implies that there is a shift in the
export market after the WTO accession.

The export share to other countries is not much increased, excluding agua-cultural
products (with the significant increase of aqua-cultural products exported to Russia and of
footwear to new trading partners such as Mexico). Exporting two previous magjor products,
I.e. bicycle and leather shoe hat, became some difficult because the European Union levied
the anti-dumping taxes on these two products. The African market albeit accounting for a
small share of Vietnam's total export value with the export value in 2009 of 1.1 billion
USD (equal to 1.9 percent of the total export value), have a great potential, especialy for
medium-tech and low-technology goods.

Although processed goods were mostly exported to developed countries and the
raw materials were majorly exported to countries in the region, there has small change in
the proportion of processed products in total export value to those countries. While the
proportion of processed products exporting to China, ASEAN and the US went up
respectively to 25.6 percent, 38.4 percent and 79.2 percent in 2008 (from 14.1 percent,
32.6 percent and 72.6 percent in 2004), the proportion of processed products to EU and
Japan in total export decrease to 73.1 percent and 55.6 percent in 2008 respectively (from
80.2 percent and 60 percent in 2004). This implies that the WTO accession has facilitated
the raw materials penetrating to the European market.

The WTO accession has increased competitiveness of Viethamese exported
products. The Vietnam’s export growth rate to major trading partners is higher than that of
the import during the period 2007-2008. In 2009, the decrease of export growth to these
countries was lower than that of the import (Table 14). This implies that the
competitiveness of Vietnamese products has improved and its share has increased.

If the cases of Indonesia (which has afforded enough food and there is no import
demand for rice from Vietnam since 2007) and the Philippines (due to frequent natural
disasters that lead to difficulties in rice production and high increase of import demand for
rice) are not taken into consideration, the export growth rate of Vietnam to the US is much
higher than the import growth rate. It shows that Vietnamese goods are now able to enter
the biggest and most difficult in the world.
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Table 15: Structure of Some Viethamese Export Commaodities by Destination

(per cent)
Aguaculture Agricultural products | Textiles & garments Footwear

Destination | 2005 | 2009 2005 2009 2005 2009 2005 | 2009
ASEAN 4.7 5.2 23.6 23.6 0.8 2.2 0.8 1.3
China 2.4 3.2 234 20.5 0.2 0.5 1.0 25
Japan 31.2 194 4.6 2.8 13.3 10.8 3.3 31
USA 24.0 18.1 11.3 10.0 57.2 56.7 21.8 | 265
EU 15.8 26.4 194 221 19.0 18.1 62.4 | 49.3
Others 22.0 271.7 17.7 21.0 9.6 11.7 106 | 17.2
Total 100.0 | 100.0 100.0 100.0 100.0 100.0 100.0 | 100.0

In particular, the competitiveness of Vietnamese products in the key markets has
increased significantly. Table 16 shows the competitive capacity of Vietnamese export to the
US in terms of revealed competitive advantage (RCA).” After WTO accession, the
competitive advantage of low-technology products (according to the classification of United
Nations Conference on Trade and Development (UNCTAD) and Organization for Economic
Cooperation and Development (OECD)) continues to rise, while the resource-based goods
and raw materials have decreased significantly. This shows that Vietnam continues to take
advantage of its static advantage (such as cheap labour cost). The competitive advantage of
high and medium technology products have much increased since the WTO accession,
although their competitive advantage in general is still low.

With regard to those products which have RCA equal or greater than 1 (having
competitive advantage) in big market such as the US (Table 16), European, and Japan, after
WTO accession, the number of products having high competitive advantage increased,
including high-technology products. For example, in the US market, the number of high-
technology products that have competitive advantage increases from 61 products in 2006 to
86 products in 2009. This figure in Japan and EU-15 is 92 and 117 products and 80 and 100
products, respectively (in 2008). The number of competitive advantage products in other
groups also increase.

2.1.4. Export of Services

In 2007, which is the first year Vietnam as a member of the WTO, the export of
services increased rapidly (26.6 percent). Almost all services had achieved high export growth
rate except the post and telecommunication with export value decline of 8.4 percent. In the
last few years, Vietnam emerged as an attractive destination for foreign tourists because other

“0 Goodsis competitive if RCA > 1.
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countries in the region such as Thailand, Indonesia and Philippines have political instability,
religious conflicts and terrorisms. Vietnam opened door for foreign investors in developing
hotels and resorts project also attributed to the increase of the number of foreign arrivals.
Thus, the tourism service has attained the highest growth among the services (31.6 percent),
followed by the insurance service (30 percent), the maritime transportation (24.6 percent),
financial service (23 percent) and air transportation (20 percent).

Table 16: Revealed Competitive Advantage of Some Viethamese Goodsin the US
Market (by HS-6)

Sector Before WTO accession After WTO accession
2001 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
High-tech commodities 0.001 | 0.092 | 0.144 | 0.200 | 0.137 | 0.172 | 0.193
L ow-tech commodities 1.003 | 3.765 | 3.828 | 3.769 | 4.039 | 4.277 | 4.074
M edium-tech commodities 0.010 | 0.031 | 0.040 | 0.075 | 0.161 | 0.180 | 0.208
Raw material 9.621 | 2.892 | 2589 | 1915 | 1.866 | 1.736 | 1.660
Resource-based commodities 0.762 | 0.299 | 0.264 | 0.251 | 0.209 | 0.227 | 0.231

Source: CIEM’s calculation using COMTRADE data.

Table 17: Number of Goods Having Competitiveness (RCA > 1) in Some M ajor

Markets
High-tech Low-tech Medium-tech Raw Resource-based

Market Year commodities commodities commodities materials commodities
2001 63 153 70 67 190
2006 61 127 63 59 152
USA 2007 85 202 109 81 184
2008 78 199 106 84 183
2009 86 201 107 86 184
2001 85 411 155 153 281
2006 92 406 176 152 276
Japan 2007 112 516 228 191 294
2008 119 479 235 183 295
2009 117 514 256 188 314
2001 79 448 83 123 238
EU-15 2006 80 470 84 119 200
2007 104 540 135 153 233
2008 100 568 132 148 231

Source; CIEM’s calculation using COMTRADE data.

Due to the global financial crisis, the export value of the services had low growth rates
in 2008 and sharply declined in 2009, especially with the tourism, air transportation, financial,
post-tel ecommunication and insurance services. Developed countries such as the US, EU and
Japan were heavily impacted by the crisis, thus the people from such countries had to reduce
their expenditure as well as to cut their business expenses, thus led to a decline in the demand

for services.
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In 2008, the export value of the services declined to 9.8 percent. Among the services,
three sectors with a positive growth rate included tourism, air transportation and maritime
transportation. Of which the tourism experienced a sharp decline in the growth rate (7.2
percent). Two industries (air transportation and maritime transportation) still grew at high rate
of 20 percent. Financial, post-telecommunication, and insurance services had negative growth
rate of 30.7 percent, 27.3 percent and 7.7 percent respectively.

In 2009, the export value of service declined by 18.1 percent, of which the tourism
industry experienced a decline of 22.4 percent and transportation® (including air
transportation and maritime transportation) experienced afall of 12.5 percent. But it should be
noted that in 2009, the post-telecommunication and Government services had high growth
rates of 55 percent and 100 percent, respectively. The insurance service also gained a positive
growth rate of 8.3 percent.

2.1.5. Limitations of Export

After three years of the WTO accession, the export value and quantity of key
commodities such as wooden products, footwear, electric wires and cables, has almost no big
change as compared to previous period, even stagnated. The grow rate of these commodities
are lower than that in the period prior to the WTO accession. The annual average growth rate
of electric wires and cables during the period 2007-2008 is at 19.1 percent/year, much lower
than that of 42.7 percent per annum in 2004-2006.

The scale of export is still small; export turnover per capita is still low as compared
with other countries in the region and the world. The export value per capita of Singapore,
Malaysia, Thailand, Philippines and Vietnam in 2007 were 60,600 USD, 5,890 USD, 1,860
USD, 546 USD and 570 USD respectively (the figures for Vietnam in 2008 and 2008 were
730 USD and 666 USD).

Exports have been vulnerable to other external shocks such as price shocks and the
emergence of new trade barriers. Thisis partly due to the fact that number of exported goods
islow, and focused on some key goods without any breakthrough. Table 18 shows that the list
of major export commodities has not changed in the past six years. The share of the most
important exported goods declined from 80.8 percent in 2004 and 79.5 percent in 2006 to 76.7
percent, 73.0 percent and 68.8 percent in 2007, 2008 and 2009. If the crude ail is excluded
from the list, the share of export values of the most important export goods in total export
value is not changed. In 2004, this share was 59.3 percent. In 2007, 2008, and 2009, the
shares were 59.2 percent, 56.4 percent and 57.8 percent, respectively.

“! Because lack of disaggregated data for two transportation services, we cannot distinguish the change in each of
the transport service in 2009 in compared to the previous year.
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Export is till dependent on raw commodities such as minerals (crude oil, coal),
agricultural, forestry and agua-cultural products while the processed goods (such as textile
and garment, electronics and computers) basically are mostly assembling-based or
outsourcing-based goods with low added value. The share of processed good in low
technology category* accounted for 44.5 percent of total export value (not including crude
oil). The share of export using high technology and medium-technology increased slowly
from 14.5 percent in 2004 to 18.1 percent in 2008. The quality of export goodsis uneven.

Table 18: Share of Major Exported Goods, 2004-2009 (per cent)

ltems 2004 2005 2006 2007 2008 2009
Crude ail 214 22.9 21.0 175 16.6 110
Textile-Garment 16.7 14.9 14.6 16.1 145 15.9
Footwear 10.2 9.3 9.0 8.2 7.5 7.1
Aqua-cultural products 9.1 8.5 8.5 7.8 7.2 7.4
Wooden products 4.2 4.7 4.8 4.9 4.4 4.5
Electronics - computer 4.0 4.5 4.5 4.5 4.3 4.9
Coffee 2.4 2.2 2.8 3.8 3.2 3.0
Rice 3.6 4.3 3.3 3.0 4.6 4.7
Rubber 2.3 2.4 3.2 29 25 2.1
Coal 13 2.0 2.3 21 2.3 2.3
Electric wire and cable 15 16 1.8 18 16 16
Plastic products 0.9 11 12 15 15 1.4
Cashew 1.8 15 1.3 1.3 15 15
Bags, umbrella 1.4 1.4 1.2 1.3 1.3 1.3

Sources: GO.

Table 19: Share of Export Value (not Including Crude Oil) by Technology
Content (per cent)

Technology level 2001 2004 2005 2006 2007 2008
High-tech commodities 6.7 7.1 7.2 1.7 7.3 6.2
Medium-tech commodities 6.8 7.4 7.7 8.5 9.8 11.9
L ow-tech commodities 41.9 484 46.8 45.6 46.1 445
Resource-based commodities 10.7 9.4 85 8.9 8.7 8.7
Raw materials 34.0 27.7 29.8 29.4 28.1 28.7
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source; CIEM calculation based upon COMTRADE data.

There are three major factors influencing the export growth:

“2 According to the classification by OECD and UNCTAD.

54




Firstly, factors hindering the export growth may not be the protection barriers in
trading partners but, at a certain level, can be the internal structure-based limitation such as
limited capacity, low competitiveness, complicated procedure for export, high cost of logistic
(transportation, communication, stores, and ports) and financial services. The supporting
industry did not develop so almost material inputs for processing exports were imported, thus
caused low added value. Besides, limitation in terms of product quality (including hygiene
and food security), design, marketing and other obstacles also hindered developing existing
markets and accessing new markets.

The second factor is the limited capacity in taking advantage of opportunities to
penetrate into new export market. Businesses have yet fully taken advantage of the WTO
accession, the bilateral and regional free trade agreements to enter the big and important
market such asthe US, EU, China. The trade promotion activities were small scaled, scattered
and inefficient.

The third factor is the fluctuation of the globa economy. Deeper and broader
integration means that the growth of exports, particularly key exporting products, can be vary
with the evolvement of the world economy, especially main trading partners. The decreasing
growth rate of textile and garments and the significant increase of rice exports can be two
typical examplesfor this evidence.

2.2. Imports

2.2 1. Overall Assessment

A foreseen but underestimated impact of the WTO accession, is the increase of import
value and trade deficit. Total goods import value in 2007 was 62.7 billion USD (at the CIF
price), an increase of 36.9 percent as compared to 2006, the trade deficit was 14.1 billion
USD. The total import value in the first half of 2008 amounted to 44.5 billion USD, a year-
on-year increase of 60.3 percent. The total import value in 2008 was 80.4 billion USD and
trade deficit was 14.5 billion USD. With the strong measures of the Government, the growth
of import values and consequently the trade deficit level had declined in the second half of
2008. However, the decline of total imports in the second half of 2008 was attributable to the
fact that the global crisis had negative impacts on the investment and production in Vietnam
and on the world price. The impacts of global crisis prolonged to the early 2009. The import
value and trade deficit in 2009 were 69.95 billion USD and 12.85 hillion USD.

The imported goods mostly are the input materials and machinery equipment for
domestic production and exports. However, the proportion of consumption goods in the total
import value has increased from 7.7 percent in the period 2001-2006 to 8.1 percent in 2007
and toped 8.8 percent in 2008. Moreover, the import value of input materials for production
declined during the crisis period while imports of consumption goods tended to increase. In
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reality, consumption goods import could be much higher if adding the value of smuggling
goods and better classification of goods imported for consumption and for production.

One example is that in 2007, the import value of completely built cars reached 579
million USD (with more than 30,000 cars), an increase of 171.8 percent as compared to 2006.
In 2008, the growth rate was slowed down (to 78.7 percent), but the import value still
amounted to 1 billion USD (with 54,400 cars). Even in 2009, amid the global recession, while
anumber of global automobile manufacturers were in the edge of bankrupts due to the falling
demand for cars in the world market, the number of completely built cars imported into
Vietnam reached a new high. In 2009, 80,600 new cars has been imported, a year-on-year
increase of 57.8 percent and 6.5 times higher than the figure in 2006. Similarly, the import
value of automobile spare parts declined but at much slower pace than the decline rate of total
imports.

Dramatic increase in import value in 2007 and in the first half of 2008 was explained
by the high growth rate of the economy which in turn led to the high demand for investment
(especidly into the infrastructure and national priority projects), the increase of FID inflow
and the structural change in the economy which also demanded for more imports of input
materials for export production in particular and for production in general. The increase of
prices of all commodities in the world market was aso a reason for this dramatic rise in
imports.

Figure 2: Import Structure (percent of total import value)
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Note: For 2008 figure, the gold import, which accounted for 3.4 percent of total import value, has been
excluded. If import of gold is separated for consumption and production, the share is similar to 2007.

Source: GSO.

The rise in imports of consumption goods was due to the income hike (in genera),
complemented with the “wealth effect” and the tariff cut for several consumption goods.
However, it should be more comprehensive in analyzing the sudden increase of imports, in
terms of goods imported, import purposes and import structure. It should be analysed in the
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context with other macroeconomic indicators such as foreign exchange rate, inflation, tariff
cut and capital flow. Inertia and the wrong expectation about the continuing strong growth of
the economy, coupled with speculation factor (initiating import “fevers’ for some goods such
as automobile, steel, precious metals such as gold...) were also reasons behind the hike in the
import value in the first half of 2008.

222 Import by Trading Partner

By trading partner, Vietnam's trade deficit was mainly with Asia, especially with
China, South Korea and ASEAN. A large proportion of production inputs, materials and
equipment were imported from China, South Korea, Taiwan, Singapore, and Thailand due to
the transportation advantage, low price and suitability. Especially, ASEAN and China were
till the biggest suppliers for Vietnam with total share in import value increasing from 31.9
percent in 1995 to 45.3 percent in 2007, 43.4 percent in 2008 and 43 percent in 2009. The
share of import from China has increased from 14.2 percent in 2001-2006 to 19 percent in
2007 and 2008 and hiked to 23.2 percent in 2009

Chinais aso the largest supplier of products in the categories of machine, equipment,
gpare parts and goods in the group of computer, electronics product and equipment and some
other groups. Goods imported from the United States, Japan, and EU mainly were source
technology, some important materials, but import values were small and tended to declined
recently.

Figure 3: Import Sourcesby Major Trading Partners (per cent)

30 1
20 -
N %—H %ﬂ
ASEAN China Japan EU us
Average 2001-2006 (12007 (2008

Source; GSO and CIEM calculation.

It is apparent that approaching to the technology source is not common in Vietnam,
and they could have not-so-good impacts on competitiveness of the economy in the long term.
Moreover, the trade deficit with the trading partners in the East Asia tended to rise in recent
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years. This shows that to some extent, Vietnam has not fully exploit opportunities brought
about the free trade areas as the other countriesin the region.

2.2.3 Import of Services

In thefirst year after the WTO accession, import of all services increased, of which the
post and telecommunication had the highest growth rate (50 percent), followed by insurance
service (31.3 percent), maritime transportation (19 percent), air transportation (17.1 percent),
tourism (16.2 percent) and financial services (11.1 percent).

The contribution of foreign direct investment in import of services is significant
because in the market there are commercial presence of international service providers in
services such as hotel-restaurant, air transportation, insurance and banking.

In 2008, the growth rate of import of service declined to 10.3 percent, of which
financial service and air transport service declined 23.3 percent and 2.4 percent respectively
while the other services still had positive growth rate.

However, in 2008, the import of service also experienced a negative growth rate of
14.1 percent. Only two services (post and telecommunication and government services had
positive import growth. Of the services, the financial services has highest decline (33.5
percent) followed by insurance service (25.1 percent), transportation (21.8 percent) and
tourism (15.4 percent).

Negative growth rate of amost major services had shown the impact of the global
crisis on the demand for import of services of Vietnamese people and businesses.
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3. IMPACTSON INVESTMENT

3.1. Overall Assessment

Investment is one of the sectors that have been most quickly affected by international
economic integration during the past three years with very high growth rate (more than that of
exports). More equal and transparent legal environment as well as higher level of openness
after Vietnam's accession to the WTO, more preferentia terms under the framework of
bilateral and regional trade and investment agreements that Vietnam has participated are the
most important factors that considerably contributed to the investment attraction in Vietnam.

Achievement in attracting investment capital is the most obvious impact of the WTO
membership and the implementation of WTO commitments. While the average growth rate of
total investment capital of the 2001-2006 period was only 13.3 percent, it reached the record
of 27 percent in 2007 (the first year beyond WTO accession). In 2008 and 2009, due to the
financia crisis, impacts of international economic integration on investment was lessened,
and investment growth rate declined to only 7.8 percent and 11.4 percent, respectively.

Figure4: Annual Growth Rate of I nvestment, 2000-2009 (1994 price, per cent)
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Source: GSO data.

The main driving force of high investment growth rate in 2007 was FDI and non-state
sectors with unprecedented growth rates of 93.4 percent and 26.9 percent, respectively.
Measure on public investment restriction to deal with inflation problems is one of the causes
of lower investment growth rate in 2008. Investment by state sector and non-state sector
decreased by 2.5 percent and 3.5 percent compared to 2007, respectively; while investment by
FDI sector increased by 36.1 percent but was less than previoudy. In 2009, financial crisis
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and global economic recession made investment by foreign-invested decline. On the other
hand, in order to implement economic stimulus policies, state investment expanded by the
recorded growth rate of 34.6 percent (comparative price). Consequently, total social
investment capital of 2009 grew faster than that of 2008, but was lower than before WTO
accession.

International economic integration helped foster the mobilisation of investment capital
into the economy. In terms of share in GDP, total investment capital of Vietnam after
accessing to the WTO reached the highest levels of 46.5 percent, 41.5 percent and 42.7
percent GDP in 2007, 2008 and 2009, respectively.

3.2. Investment by Sector

The implementation of integration commitments has affected social investment as well
as investment structure by industry, area, and economic sector. Moreover, international
situation has also quickly and directly influenced investment activity in Vietnam. FDI and
non-state sectors have significantly contributed to the development of industries that have
higher investment growth rate in comparison with the average growth rate.

The openness of service sector is a key factor of flourished investment poured into this
sector. Especially, unexpectedly increased investment in real estate, renting and business
activity industry was caused by the shift of capital from highly risky market to newly emerged
ones with more profit. In the first year after Vietnam's accession to the WTO, industries with
fastest investment growth rate of the economy were real estate, renting and business activities,
especialy real estate (increased 263.0 percent in 2007 and 16.5 percent in 2008); and those
that opened to FDI like financial intermediation (grew 87.4 percent in 2007 and 5.8 percent in
2008); transportation, storage and communications (increased 29.5 percent in 2007 and 5.8
percent in 2008). The development of those mentioned industries was mostly due to the
contribution of FDI and non-state sectors.

Agriculture, forestry and fishery received significantly increased investment growth
compared to before WTO accession. Processing industry, electricity, gas and water supply,
and construction had higher investment growth rates in 2007, but in 2008, those industries
experienced lower growth rates or decreased output. Investment growth of those industries
also mainly depends on FDI and non-state sectors.

Only education and training industry had investment growth rate lower than before
WTO accession due to internal weakness of Vietnam.
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In compliance with the movement of FDI and domestic investment affected by the
implementation of integration commitments, social investment’s structure by sector also
significantly shifted after WTO accession, by which the proportion of investment in
industry and construction has been gradually decreased and that in service sector has been
increased. The share of investment in agriculture, forestry and fishery in total social
investment felt from 9.5 percent in 2001 to 7.4 percent in 2006 and 6.3 percent in 2009. In
the meanwhile, the percentage of investment in industry jumped from 37.1 percent in 2001
to 38.9 percent in 2004 and continuously reduced to 36.7 percent in 2009. The proportion
of construction’s investment went down from 5.3 percent in 2001 to 3.8 percent in 2005,
but went up to 4.0 percent in 2009. Investment in services, social and other areas gradually
increased from 48.2 percent in 2001 to 53.1 percent in 2009.

There are some notable issues in the movement of investment structure beyond
WTO as the following:

- Priority was and have been placing in infrastructure industries (transportation,
storage, communication, construction, electricity, water supply);

- Industries that help improve human resources like education and training, health,
scientific activities and technology account for a small proportion of investment capital,
which has not increased, or even decreased;

- There have not been significant changes in investment in industries that can create
high VA and enhance the competitiveness of the economy like finance and banking;

- Real estate, renting and business activities (mainly real estate) flourished after
Vietnam’s accession to the WTO;

- Several FDI projectsin such areas that using scared or in shortage of resources as
land, energy, natural resources have led to critical imbalance in economic structure in the
long term;

- Some projects contain implicit threat of environmental pollution and damages.

3.3. Investment by Owner ship

Investment growth by ownership in the 2001-2006 period increased relatively
stably, and was similar to social investment growth. However, after WTO accession,
investment by non-state and foreign invested sector has the tendency to increase faster than
that of state sector, except in 2009 because of the effect from the global financial crisis and
economic recession. International economic integration and domestic economic policies
have helped foster production forces and significantly mobilise investment by non-state
sector for development.

Positive impact of international economic integration is that investment structure by
ownership has dramatically shifted, in which growth rate of FDI and non-state sectors has
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considerably increased. The proportion of investment by non-state sector in total socia
investment continued to grow from 22.6 percent in 2001 to 38.5 percent in 2007, but felt to
about 33.9 percent in 2009.

Figure 5: Investment Growth by Owner ship, 2001-2009 (per cent)
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Source; GSO data.

The share of investment by foreign invested sector also continuously improved
from 14.2 percent in 2004 to 24.3 percent in 2007 and reached the highest of 30.9 percent
in 2008; but declined to 25.5 percent in 2009.

In the meanwhile, the proportion of state investment decreased by nearly half in the
period of 2001-2008, from 59.8 percent to 33.9 percent; but recovered to 40.6 percent in
2009 when other investment sources were increased by the Government (from state
budget, governmental bond) in order to stimulus the economy and prevent economic
declining trend because of impacts of the global financial crisis and economic recession.

Changes in investment structure reflect the fact that while investment by FDI and
non-state sectors increased due to more transparent business environment and decreased
because of the global economic recession, state investment shifted in opposite direction.
Thus, if international economic integration becomes broader and deeper, and the economy
becomes more market-oriented, other investment sources will play more and more
important role while state investment has been becoming an instrument to regulate the
stable development of the economy.

64



331 State/nvestment

In the context of international economic integration, improved investment
environment, all economic sectors have been encouraged to invest for economic
development. The proportion of state investment in social investment tends to decrease
while that of non-state and foreign invested sectors increases. Real situation in the past
three years revealed that international economic integration has gradually changed state
investment into an important policy instrument (provide public services, social security and
regulate economic development), aiming at taking advantage of opportunities and
favourable conditions, as well as overcoming drawbacks of the integration process.

In 2008, to deal with high inflation, the Government reduced unnecessary and
ineffective investment. Consequently, state investment in 2008 was less than in 2007, but
contributed to fight against inflation. In 2009, state investment was remarkably higher
compared to 2008 because of the implementation of investment stimulus policy in order to
cope with global financial crisis and economic recession.

In accordance with the changes in state investment’s role as analysed above,
investment growth rate by SOEs was low in the first year after WTO accession (2.6
percent) and decreased (-19.1 percent) in the second year in comparison with the 40.7
percent growth rate in 2006. The drop in the first two years after becoming WTO member
more or less originated from impacts of implementing the integration commitments: (i)
manufacturing and business activities faced with increasingly competitive pressure; (ii)
structure changes and improved investment efficiency are in much needed in the context of
integration... However, it is undeniable that high inflation in 2008 was the main culprit of
the investment decline as mentioned earlier.

In 2009, despite the effects of the global financial crisis and economic recession,
SOES' investment still achieved relatively high growth rate of 18.1 percent. Among many
reasons for this growth, there were factors that indirectly arose from international
economic integration, including: (i) Lower prices of raw materials encouraged SOES to
increase their investment in 2009; (ii) SOEs had to invest more to cope with crisis and
overcome difficulties caused by economic recession, as well as take advantage of
economic stimulus policy by the Government like promoting investment and consumption
demand, tax exemption, reduction and relaxation; (iii) After reorganising and restructuring
investment structure (in 2008), SOEs have found investment opportunities; (iv)
Competitive pressure from foreign investors decreased due to crisis...

The proportion of investment by SOEs and other related sources of the state sector
gradually felt after Vietham’'s accession to the WTO, from 31.4 percent in 2006 to 30.4
percent in 2007, 24.7 percent in 2008 and 21.6 percent in 2009; while that of state budget
(mainly focused on economic and socia infrastructure, non-profit projects) increased, from
54.1 percent in 2006 to 54.2 percent in 2007, 61.8 percent in 2008 and 64.3 percent in
2009.
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Table 22: Investment by SOEs and Related Sour ces, 2004-2009
(thousand billion VND)

Before WTO accession After WTO accession

vear 2004 2005 2006 2007 2008 2009

Investment capital (current price) 35.0 37.7 58.1 60.2 51.7 62.2

Proportion in state sector (%) 25.0 23.3 314 304 24.7 21.6
Investment capital (1994 price) 26.3 275 38.7 39.7 321 37.9
Growth rate (%) 12.9 4.6 40.7 2.6 -19.1 18.1

Source; GSO data.

State investment structure by sector has changed significantly during integration
process. The proportion of state investment in agriculture, forestry and fishery declined
from 12.2 percent in 2000 to 6.8 percent in 2006 and 5.9 percent in 2009.

State investment in industry (mostly by SOES) continuously decreased from 37.6
percent in 2000 to 34.5 percent in 2006 and accounted for 36.6 percent in 2009. Electricity,
gas and water supply made up the majority in state investment (16.2 percent in 2007 and
19.8 percent in 2009) because of increasing demand for those products recently.
Investment in construction industry gradually increased, from 2.4 percent in 2000 to 4.8
percent and 5 percent in 2006 and 2009, respectively.

The proportion of services, social and other areas went up from 47.8 percent in
2000 to more than 50 percent in the 2006-2009 period (54.0 percent in 2006, 50.8 percent
in 2007, 56.9 percent in 2008 and 52.5 percent in 2009). This is a positive trend as state
investment focused more on social and economic infrastructure projects, non-profit areas
or projects that may take long time to regain invested capital.

Briefly, the implementation of international commitments on investment, in which
WTO commitments mainly indirectly effect state investment. However, changes in growth
rate and structure of state investment are indispensable in the context of international
economic integration. On the other hand, state investment has evidently reflected the
State’ s role in managing the macro economy, as well as achieving targeted socioeconomic
development goals.

3.3.2 Household and Private I nvestment

Thanks to the implementation of international commitments in general and WTO
commitments in particular, in which more favourable requirements on reforming,
improving mechanism, procedure and policy on business registration, market entry are
included, individual and private investment has been increasing. Number of newly
registered private enterprises keeps growing over the years, even during period of
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economic difficulty. In the first three years after joining the WTO, there were 208 thousand
enterprises newly registered (about 58 thousand enterprises in 2007, 65 thousand in 2008
and 84 thousand in 2009), thus the total enterprises in the economy jumped to 463
thousand in 2009. It is a remarkable achievement in comparison with only 205 thousand
newly registered enterprises in seven years, from 1999 to 2006.

Table 23: Structure of State Investment by Sector (per cent)

Before WTO
accession After WTO accession

Sector 2000 2006 2007 2008 | 2009
Agriculture and forestry 10.32 6.45 6.39 6.80 5.37
Fishery 193 | 037 | 038 043 | 051
Mining and quarrying 9.65 8.07 7.87 7.97 6.88
Manufacturing 10.29 | 10.30 | 13.47 7.18 9.91
Electricity, gas and water supply 1763 | 16.10 | 1620 | 1560 | 19.79
Construction 2.35 4.75 4.89 5.13 4.98
Whole sale and retail trade; repair of motor
vehicles, motor cycles, personal and household
goods 141 1.66 1.77 197 291
Hotels and restaurants 1.01 0.41 0.43 0.51 1.25
Transportation, storage and communications 20.94 | 2293 | 2161 | 2594 | 20.60
Financia intermediation 0.72 0.47 0.80 1.01 1.50
Scientific activities and technology 2.10 1.37 1.51 1.68 1.55
Real estate, renting and business activities 0.89 1.45 1.86 1.88 242
Public administration and defence; compulsory
social security 4.38 6.44 6.69 7.90 6.82
Education and training 6.38 5.36 5.24 5.09 3.49
Health and social work 2.43 3.18 3.31 3.39 291
Recreational, cultural and sporting activities 1.74 2.54 3.07 3.00 2.92
Activities of party and of membership
organisations 0.83 0.40 0.42 0.46 0.38
Community, social and personal service
activities, and others 4.99 777 4.08 4.07 5.81

100.0
Total 100.00 0 100.00 | 100.00 | 100.00
Source: Authors' calculation using GSO data.

Table 24: Development of Private Enter prises, 2006-2009

Indicator Unit 2006 | 2007 | 2008 2009
1. Number of enterprises operating in the Thousand 254.2 | 3124 | 377.7 | 462.9
economy (including newly established ones) enterprises
2. Number of newly registered private Thousand 46.6 | 582 | 65.3 | 845
enterprises enterprises
3. Total registered capital of newly established | Thousand billion| 146.4 | 471.6 | 569.5 | 517.0
private enterprises VND
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Source: Agency for Small- and Medium-Scale Enter prise Devel opment, MPI.

Total registered capital of private enterprises has been growing year by year, from
about 146 thousand billion VND in 2006 to approximately 570 thousand billion VND in
2008, except a decline to 517 thousand billion VND (current price) in 2009 because of the
global financial crisis and economic recession.

Non-state investment (individual and private) in 2007 grew very fast, reached 26.9
percent (compared to 16.0 percent in 2006). However, due to high inflation in 2008 and the
2009's global financial crisis and economic recession, implemented investment by non-
state sector decreased to 3.5 percent in 2008 and slightly increased in 2009 (3,9 percent).

The proportion of investment by this sector in social investment continuously went
up during the 2001-2007 period, from 22.6 percent in 2001 to 38.5 percent in 2007; but felt
to 35.2 percent in 2008 and 33.9 percent in 20009.

In summary, non-state sector, mainly SMEs, has significantly suffered from
international and domestic situation in the context of integration. Besides, after Vietham’'s
accession to the WTO, non-state sector also faced with increasingly competitive pressure
from foreign invested enterprises.

33.3. Foregn Direct Investment
3.3.3.1. Overall Assessment

Investment-related commitments under international economic integration,
including WTO commitments, remarkably effect foreign investment. The implementation
of those commitments, in parallel with innovating and improving legal system and foreign
investment policy over the years has helped improved investment environment and
attracted foreign investors. Vietnam has adjusted economic policies that more favourable
and transparent for enterprises, opened market for goods and services, as well as taken
simultaneous reforms in order to take the most advantage of opportunities and overcome
challenges of integration. Administrative reform on business registration and the issuance
of investment license has been pushed up, import and export procedures have been
improved, one-door mechanism has been well applied in some provinces, business
registration and investment licensing procedures have been simplified and improved.
Those actions have encouraged foreign investors to promote their investment to Vietnam,
as well as to be more confident to increase capital and expand production scale of
investment projects. As a result, foreign investment into Vietnam has achieved remarkable
improvement.

Implemented capital of FDI sector in the first two years after joining the WTO
surged with the growth rate of 75.3 percent in 2007 and 42.6 percent in 2008 (at current
USD). In 2009, though having affected by the global financial criss and economic
recession, implemented FDI capital decreased only 13 percent compared to previous year.
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Total implemented capital of FDI sector in three years of 2007-2009 was about 29.6 billion
USD, equivaent to three fourth of total implemented capital in the period of 1988-2006
(38.4 billion USD)* and 1.6 times as high as that during the period 2001-2006 (17.8
billion USD).

After WTO accession, with high growth rate of implemented capital, the proportion
of investment by FDI sector in total social investment grew up from 16.2 percent in 2006
to 30.9 percent in 2008, but went down to 25.9 percent in 2009. Thus, foreign investment
has been a vital investment source for socio-economic development recently.

In 2006, the year that Vietnam's negotiation to join the WTO finished, FDI flow
into the country considerably increased (12 billion USD registered capital), reached the
highest level in 18 years of attracting FDI with many large-scale projects on industry sector
(steel manufacturing, electronics, high-tech products) and services (sea port, real estate,
information technology, tourism, high quality service,...).

Table 25: FDI Attraction, 2006-2009

| | ndicator | Unit | 2006 | 2007 | 2008 | 2009
|. Registration
1 |New project Project 987 1,445 1,557 1,208

Growth rate % 46.4 7.8 -22.4
2 |Registered capital of new projects |Million USD| 9,096 18,718 | 66,500 17,236

Growth rate % 105.8 255.3 -74.1
3 |Number of existing projects with Projects 486 379 397 215

increased capital

Growth rate % -22.0 4.7 -45.8
4 |Increased registered capital MillionUSD| 2,906 2,629 5,226 5,871

Growth rate % -9.5 98.8 12.3
5 |New and increased capital MillionUSD| 12,002 | 21,347 | 71,726 | 23,107

Growth rate % 77.9 236.0 -67.8
[1. Implementation

Implemented capital by foreign MillionUSD| 4,600 8,066 11,500 10,000

invested sector

Growth rate % 75.3 42.6 -13.0

Source: Foreign Investment Agency (FIA), MPI.

Within three years after WTO accession, registered FDI significantly grew and
obtained unprecedentedly high growth rate since the introduction of Foreign Investment
Law in 1987. In 2007, registered capital continued to reach a new record of 21.3 billion
USD, 77.9 percent higher than in 2006. In 2008, registered capital was more than 71.7
billion USD, three folds compared to in 2007 and was the highest level in the history.

In 2009, due to the effects of international economic crisis and other factors,
registered FDI into Vietham considerably decreased, estimated to be 23.1 billion USD, and

3 In which, foreign capital (contributed and lending capital) was about 34 billion USD, accounted for 89.5
percent of the total implemented capital.
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only equivalent to 32.2 percent in comparison with the same period of 2008. However, this
achievement was still relatively better compared to previous years (higher than in 2007)
and other countries in the region, especially when Vietnam and other countries had been
facing global investment decrease because of the world economic crisis.

In three years from 2007 to 2009, Vietnam attracted 5,201 FDI projects with the
total registered capital of 116.2 billion USD, 3.6 times higher than the 2001-2006 period
(32.7 billion USD) and 1.4 times higher than 1988-2006 period (83 billion USD).

3.3.3.2. EDI by Sector

In paralel with significant increase of investment scale, there have been many
changes in FDI structure by sector, area, and source after and before WTO accession. If
registered FDI in industry-construction sector only accounted for 62.9 percent of the total
registered capital in the period of 1988-2006, this number was down to 49.4 percent after
three years of joining the WTO. The proportion of registered capital of agriculture, forestry
and fishery sector in the total registered capital also felt from 6.4 percent to 0.4 percent.
FDI shifted remarkably to service sector, increased from 30.7 percent of the total registered
capital in the period of 1988-2006 to 48.1 percent in the past three years.

Table 26: Structure of Registered FDI, 2006-2009 (per cent)

BeforeWI'O After WTO accession
Sector accession
2006 2007 2008 2009

Agriculture and forestry 1.22 0.23 0.32 0.56
Fishery 0.19 0.05 0.03 0.03
Mining and quarrying 1.20 1.23 10.69 1.72
Manufacturing 68.90 50.98 45.15 17.06
Electricity, gas and water supply - 0.04 0.01 0.80
Construction 534 4.65 0.77 2.82
Whole sale and retail trade; repair of
motor vehicles, motor cycles, personal 1.18 0.61 0.09 1.13
and household goods
Hotels and restaurants 4.15 9.22 211 39.63
Transportation, storage and 0.44 167 204 1.30
communications
Financial intermediation 0.27 0.15 0.10 0.43
Real estate, renting and business 15.15 28 64 37.03 33.79
activities
Education and training 0.18 0.05 0.14 0.13
Health and socia work 0.07 0.53 0.63 0.06
Reg:r_egtl onal, cultural and sporting 158 192 0.01 0.46
activities
Com_mumty, social and private service 013 0.03 0.00 0.08
activities

Total 100.00 100.00 100.00 100.00

Source: Authors' calculation using data of GSO and FIA, MPI.

70



In service sector, FDI has concentrated in the most opened industries (100 percent
FDI) that did not require atransitional period such as construction, real estate — renting and
business activities, hotels-restaurants, transportation — telecommunication. Hotels and
restaurants (accommodation and meals) increased from the proportion of 4.2 percent in
2006 to the highest of 39.6 percent in 2009. The proportion of registered FDI in real estate,
renting and business activities (mainly real estate) increased from 15.2 percent in 2006 to
28.6 percent, 37.0 percent and 33.8 percent in 2007, 2008 and 2009, respectively, and
received the second biggest registered FDI by sector. This reveals that the implementation
of WTO commitments on opening service market and other investment and business
opportunities in severa service industries has lured much more investment in those areas.

In some service industries (such as education and training, health, transportation,
storage), restrictions on investment/business conditions under WTO commitments that are
more strict in comparison with current legal regulations may be the reason of modest
registered capital in those areas (almost less than 1 percent of total registered FDI), which
has not been significantly changed or increased compared to before WTO accession.

Table 27: Growth of Registered FDI by Sector, 2006-2009 (per cent)

Bi?:o After WTO accession

Sector 2006 2007 2008 2009
Agriculture and forestry 274.7 -67.0 320.7 -36.8
Fishery 90.8 -55.0 97.1 -70.4
Mining and quarrying 157.7 81.8 | 2.508.0 -94.2
Manufacturing 71.7 31.6 165.6 -86.4
Electricity, gas and water supply - = -61.5 4.870.3
Construction 274.9 54.9 -50.5 32.5
Whole sale and retail trade; repair of motor
vehicles, motor cycles, personal and household 376.5
goods 42.1 -7.9 -57.8
Hotels and restaurants 706.5 294.9 -31.4 578.2
Transportation, storage and communications -92.4 581.6 427.9 -84.1
Financial intermediation -78.1 0.9 93.8 59.7
Real estate, renting and business activities -67.1

294.7 236.2 287.6

Education and training -14.3 -475 647.4 -64.9
Health and social work -96.1 1.324.1 | 258.1 -96.3
Recreational, cultural and sporting activities 796.2 117.0 -98.6 1.751.7
Community, social and private service 20333
activities -21.5 -65.8 -89.1

Total 75.5 778 | 1998 -63.9

Source: Calculated using data of GSO, FIA, and MPI.
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Generdly, thanks to the implementation of commitments on opening service
industries and other investment-related integration commitments, investment in many
service areas as well as several industrial sectors has considerably improved after WTO
accession. In 2009, in paralel with impacts of integration commitments on investment,
changes in investment structure was partly affected by the globa financial crisis and
economic recession as foreign investors had to adjust investment direction and structure to
adapt to the new situation. Nevertheless, 2009's registered capital of some industries still
achieved high growth rate, including €electricity, gas and water supply (4,870.3 percent);
whole sale and retail trade; repair of motor vehicles, motor cycles, personal and household
goods (376.5 percent); hotels and restaurants (578.2 percent); recreational, cultural and
sporting activities (2,933.3 percent).

It is notable that registered FDI of hotels - restaurants, real estate - renting -business
activities has higher growth rate compared to manufacturing industry (which usually
accounted for the biggest percentage in previous years) and other service industries that
were expected to attract more FDI. In real estate — renting — business activities, improved
business environment, more investment opportunities in Vietnam, and sub-prime
mortgages in other countries helped Vietnam attract more investment capital. However,
this result should be carefully considered in terms of economic efficiency, technology
associated with FDI, the stability of the balance of payment, and export capacity in the
future.

Though much FDI was lured to some industries, there have been “neglected”
industries that were expected to attract more FDI capital, in which the proportion of
registered FDI of those industries was less than 1 percent like agriculture-forestry and
fishery, electricity-gas-water supply, education, health, recreational-cultural and sporting
activities, community-social and personal service activities.

3.3.3.3. EDI by Source

In three years from 2007 to 2009, there was 75 countries and territories invested in
Vietnam, in which the biggest investor was Malaysia, accounted fro 14.4 percent; followed
by Taiwan (China) — 11.4 percent, the United States — 10.7 percent, South Korea — 10.2
percent and British Virgin Islands — 8.7 percent. ASEAN-China and ASEAN-South Korea
free trade areas has not had obvious impact on FDI attraction, because South Korea has
been always among the leading group of FDI investors into Vietham since 2007, and the
proportion of registered FDI of South Korean projects even decreased compared to the
1988-2006 period. In the meanwhile, investment structure by source has been more
diversified, and positively shifted from Asian countries and territories like South Korea,
Japan, Singapore, Hong Kong (China)... to other areas like the Europe (British Virgin
Islands, Switzerland, the UK, France, the Netherlands, Germany, Denmark...) and the
America (Canada, the US).
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Briefly, the implementation of investment-related commitments under the WTO
and other integration framework has significantly affected FDI in terms of both growth rate
and investment structure, at least in the three years of joining the WTO. Changes in
investment and business environment during the implementation process have helped
Vietnam take advantage of many new investment opportunities. Appropriate, transparent
and indiscriminate business and investment practices have created more favourable
conditions for FDI enterprises on doing business, manufacturing and exporting.
Consequently, FDI sector has remarkably contributed to GDP growth, state budget revenue
and job creation.

Nevertheless, in paralel with broader and deeper integration into the world
economy, investment by FDI sector in particular and social investment in general have
been more and more influenced by the fluctuation of the world economy, especially the
global financial crisis and economic recession started in the end of 2008. FDI growth rate
of some expected industries like agriculture-forestry and fishery, education and training,
community-social and personal service activities was still lower than that of others.

There were some notable issues in FDI flow since the ending of 2007 as the
following:

Firstly, dramatically increased FDI flow reveals the limitation in absorbing
investment capital of the economy, mainly because of weaknesses of legal institution
(though has been improved), infrastructure and skilled human resource. They are “bottle-
necks’ that have created many difficulties in carrying out FDI projects. The 2007 survey
report by Japan Bank for International Cooperation (2007) addressed current challenges of
Vietnam, including underdeveloped infrastructure, the lack of human resource for
management, weak support industries, non-transparent laws and legal system, which also
have not been strictly implemented.

Though project size (in terms of registered capital) grew quickly (from the average
of 7.1 million USD per project in 2005 to 9.2 million USD in 2006 and 14.3 million USD
in 2009), the ratio of owner’s equity in total registered capital decreased compared to
before, which was 45.7 percent in the 1988-2005 period but down to about 1/3 recently.
Moreover, if the registered capital is required to be implemented and is pushed to high
level so that such projects would be easier to be approved, the actual FDI run into Vietnam
would be much lower. In case foreign investors keep their commitments on implementing
registered capital in 2007-2008, Vietnam would face more difficulties in absorbing FDI,
especially when “bottle-necks’ have not been solved.

Briefly, though registered FDI reached unprecedented high with the scale of several
billion USD, there have been many issues that should be seriously considered, including
investment structure by sector, levels of registered capital, investors' capacity, and actual
investment capital poured into Vietnam from the abroad. This is closely related to the
appropriate assessment on the real situation as well as the introduction of suitable policy
and measure to realise devel opment potentials of the country.
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3.3.4. Direct Investment Abroad

Vietnam's direct investment abroad in the first three years of WTO accession
(2007-2009) increased dramatically with 269 projects and 7.2 billion USD of registered
capital, 1.4 times higher in terms of the number of projects and 7.4 times higher in terms of
registered capital in comparison with the 1989-2006 period.

By investment sector, by 31% December 2009, mining and quarrying accounted for
the biggest registered capital of 3,914.8 million USD (73 projects). The second was
recreational, cultural and sporting activities with 1,124.5 million USD (three projects), and
the third was agriculture, forestry and fishery with 978.7 million USD (48 projects).
Manufacturing sector had the biggest number of projects (100 projects) but only took the
fifth position in terms of registered capital (421.3 million USD), and was behind
electricity, gas and water supply and air conditioner (896.2 million USD and four projects).
Other industries with high value of direct investment to abroad were whole sale and retail
trade, repair; finance, banking, insurance; information and communications; real estate, ...

By investment destination, by 31% December 2009, Vietnam invested to 51
countries and territories. The biggest destination of Vietnam’s direct investment abroad
was Laos with 3,168 million USD (166 projects), followed by Russia (1,714.5 million
USD - 16 projects), Malaysia (811.5 million USD — six projects), Cambodia (722.9
million USD — 57 projects), Algeria (562.4 million USD — one project). It is notable that
Vietnam has had direct investment to developed countries with relatively large amount of
capital such as the US (234.4 million USD — 57 projects), Australia (108.2 million USD —
11 projects), Germany (12.1 million USD — six projects), Japan (2.9 million USD — 10
projects).

In summary, WTO accession has brought positive impacts on Vietham’'s direct
investment to abroad. With the considerably increasing capital invested abroad, the
supervision and assessment as well as efficiency evaluation of this investment flow should
be seriously and frequently taken in order to better manage capital outflow and money
inflow (profit).
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4. IMPACT ON MACROECONOMIC STABILITY

4.1. Inflation

Under the impacts of world economic developments and domestic economic
policies, Vietnam’s inflation exhibited complicated movements in different directions in
three years after the WTO accession. Figure 6 depicts the changes in year-on-year inflation
rate (based on consumer price index (CPI)) throughout the years 2006-2009. Between
January 2007 and August 2008, inflation rate rose continuously, particularly since
September 2007. Inflation rate then peaked at 28.3 percent in August 2008 (compared with
6.4 percent in January 2007). In 2007 as a whole, the CPI increased by 12.6 percent, the
fastest pace since 1996 and almost twice as fast as that in 2006 (6.6 percent).

Figure 6: Changesin Inflation Rate, 2006-2009 (per cent)
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The above increase in inflation in the period January 2007-August 2008 could be
attributed to the reasons from both supply and demand sides. From the supply side, the
wider and deeper economic integration led to stronger impact of world price increase on
Vietnam. From the demand side, high inflation resulted from the high inflationary
pressures from previous years, as Vietnam gave priority to high growth target and
implemented expansionary macroeconomic policies. Gross investment, final consumption,
and credit exhibited rapid growth in a number of years. For example, relative to GDP,
investment rose from 34.2 percent in 2000 to over 41.5 percent in 2006. Thus, high
inflation in this period was a so due to impacts of factors other than international economic

integration.
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The above impacts were exacerbated by the perplexion and inadequacies in
formulating, coordinating macroeconomic policies and price policy in the context of
deeper integration into the world economy. The surge in foreign investment inflows (both
direct and indirect) to Vietnam since late 2006 was not anticipated, and even larger than
the absorptive capacity of the economy. The State Bank of Vietham (SBV) then had to
increase money supply to purchase the large amount of currencies (particularly in the first
half of 2007). In doing so, however, the SBV failed to undertake appropriate sterilisation to
reduce money supply. In addition, the rather tight peg of VND to USD effectively served
to import inflation, particularly asthe world prices increased rapidly.

In other words, macroeconomic management failed to anticipate the rapid and
strong impacts of international economic integration, and thus incorporated no relevant
adjustment.** Attempts to deal with high inflation were to some extent undermined by
Vietnam's liberalisation of prices of some products under State control, while necessary
preparations remained absent (for instance, little attempts were made to improve
monitoring capacity and information transparency, market-based policy instruments and to
establish a more competitive market structure, etc.).*

In the period from September 2008 to the end of 2008, the CPI fell continuously.
Notably, the paces of increase of food-and-foodstuff prices, and non-food-and-foodstuff
prices were slower (Figure 6). Of which, prices of housing and construction materials
decelerated most significantly. Consequently, inflation rate was 22.97 percent for 2008 as a
whole.

The above movements of inflation were due to impacts of the global financial crisis
and economic recession on Vietnam’'s economy in this period. These impacts were
transmitted more rapidly than in the period before WTO, as impacts of external economic
changes on Vietnam became generally larger and faster through various channels of
integration. Nevertheless, the fall in inflation was partly due to the lagged impact of
macroeconomic policies to control inflation, adopted since April 2008.*° That is, the
impact of international economic integration and macroeconomic policy response in this
period were in the same direction, thereby reducing domestic inflationary pressures.

In 2009, the CPI started to increase again and continuously, though the month-on-
month pace was small. However, year-on-year inflation fell continuously in the period
from April-August 2009, and went up continuously between September-December 2009

“In fact, the perplexion in macroeconomic policy management also resulted from limitations of ex ante
studies before 2007 on assessing possible impact of the WTO accession on Vietnam’'s economy.

% The State’s delegation of right to decide retail prices of oil and petroleum products to enterprises, and the
retrieval of such right by the former from the latter in 2007, or the reliance on ‘political awareness' of SOEs
to deal with pressures for increasing oil and petroleum prices towards the end of the years are the key
examples for the inadequacies, even contradiction in managing prices of strategic, sensitive products like ail
and petroleum (CIEM 2009a).

“® I ncluding many measures such as the tightening of credit growth and rescheduling public investment.
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(Figure 6). In 2009 as a whole, average CPI increased by 6.9 percent from that in 2008
(less than that of 22.97 percent in 2008).

Such positive and relatively small inflation could be attributed to some factors,
including stimulus measures of the Government via rescheduling, deferring, deducting and
exempting taxes, financial supports, interest rate subsidy, etc., the recovery of world prices
together with the increase of VND/USD exchange rate*’. More importantly, inflationary
pressures do not depend solely on inherent factors of the Vietnam's economy, but were
under larger impacts of external economic changes via channels of integration.

In summary, deeper international economic integration enhanced the impacts of
world market changes on Vietnam’s CPl. The movements of world market prices and the
global financial crisis had different impacts on prices in the country. These impacts, to a
certain extent, were not mitigated effectively. The policy responses in some cases were
inappropriate and/or the roadmap for domestic price reforms was not adjusted in a flexible
manner. Under the impacts of these factors, inflation exhibited a complicated pattern.
However, the international economic integration process was not the only reason for
inflation movements in the past three years. In fact, such movements also resulted from
impacts of many inherent factors, ones which were only magnified by the integration
process.

4.2. Exchange Rate

In the years 2007-2009, the VND/USD exchange rate exhibited complicated
movements in different directions (Figure 7). This is the difference compared with the
situation prior to the WTO accession, when the VND/USD exchange rate increased almost
continuously. Even in the years when the VND/USD exchange rate exhibited upward
trend, the extent of increase became much more unpredictable. Thus, the interbank rate and
permitted trading band were adjusted many times in the years 2007-2009. This was the
notable impact on exchange rate after three years of WTO membership.

Figure 7 depicts the changes in VND/USD exchange rate in the years 2006-2009.
In the first nine months of 2007, the interbank VND/USD exchange rate was gradually
increased by the SBV. Between October 2007 and March 2008, conversely, the rapid
increase of foreign capital inflows to Vietnam exerted pressures on the VND to appreciate
in nominal terms against the USD. The interbank VND/USD exchange rate announced by
the SBV was reduced, at a faster pace (by approximately 1.32 percent) than the increase in
the first 9 months of 2007.

47 More fundamentally, stress in the foreign exchange market ngoai té resulted from prolonged and huge
trade deficit as Vietham integrates herself more deeply into the world economy — the impacts which were
predicted prior to 2007 but failed to be addressed effectively.
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In the period from April 2008 to December 2009, the VND/USD exchange rate
started to increase again due to some reasons. First, trade deficit was high in 2008 and
2009. Second, the foreign investment fund divested and retrieved capital back to foreign
countries in the context of domestic macroeconomic instability and global economic
recession after the global financial crisis. Finally, the drastic increase of parallel exchange
rate (particularly in May 2008) resulted from the peopl€e's rush for purchasing foreign
exchanges as they feared prevalent macroeconomic risks and the rumour of serious
depreciation of the VND.

In summary, via impacts of capital and trade flows, Vietnam’'s exchange rate
became significantly more unpredictable.

4.3. Balance of Payments

Similar to exchange rate, the balance of payments also had more complicated
movements, of relatively larger magnitude in the years after the WTO accession.

Table 28 depicts the changes in Vietnam’s balance of payments in the years 2006-
2009. As can be seen, international economic integration made balance of payments and
sub-balances vary more drastically in an unpredictable way. The most evident impact of
international economic integration on balance of payments in the years 2007-2009, relative
to that before the WTO accession period, was the widening of trade deficit, current account
deficit and increase in capital flows, in both absolute terms and relative to GDP. However,
these impacts differed from one year to another, leading to the different financing capacity
of capital flowsfor current account deficit in the years 2007, 2008, and 2009.

Following the trend prior to the WTO accession, the current account remained in
deficit but with larger extent in the years 2007-2009. The current account deficit reached
amost 7.0 billion USD (or 9.8 percent of GDP) in 2007, 10.8 billion USD (11.9 percent of
GDP) in 2008, and approximately 6.3 billion USD (or 6.7 percent of GDP) in 2009. The
deficits were significantly larger than those in the years 2001-2006 when current account
deficit only peaked at about 1.9 billion USD (in 2003).

The above changes in current account balance in the years 2007-2009 could be
mainly attributed to the drastic increases of both merchandise trade deficit and deficit in
investment income. In particular, the merchandise trade deficit (at FOB prices) rose
considerably from amost 2.8 billion USD in 2006 to 10.4 hillion USD in 2007, 12.8
billion USD in 2008, and around 8.3 billion USD in 2009.
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Notably, Vietnam’s trade deficit with some East Asian FTA partners of ASEAN (such as
China, South Korea) was of large extent® and tended to increase. The global financia crisis had
positive impact by decelerating the growth in merchandise trade deficit, but such an impact was only
transitory. In other words, Vietnam will still have to cope with similar pressures on balances of
merchandise trade and current account upon engaging herself deeper in FTAS.

In fact, net transfer (particularly private transfer) was always in large surplus. This surplus
was 6.4 billion USD (including USD 6.2 hillion of private transfer) in 2007, 7.3 billion USD (6.8
billion USD of private transfer) in 2008, and 6.4 billion USD (6.0 billion USD of private transfer) in
2009. These net transfers had important contributions from income of the Viethamese labours
working overseas. This seems to be a positive impact of integration process. However, the increase
in net transfer was slower than that of trade deficit. Therefore, the net impact on the current account
balance in the years 2007-2009 was negative.

Impact of international economic integration on the capital account was even larger, while
the capital inflows to Vietnam increased significantly and frequently changed direction. (Net)
disbursed FDI increased from over 2.3 billion USD in 2006 to nearly 9.3 billion USD in 2008,
before falling to approximately 6.9 billion USD in 2009*°. Meanwhile, medium and long-term loans
fluctuated drastically, while short-term loans and (net) foreign indirect investment even changed
direction in the years 2007-2009. In particular, (net) indirect investment increased in both 2007 and
2008 as investors wanted to grasp the opportunities from Vietnam's better growth outlook, and
dropped in 2009 since investors divest capital in the context of global financial crisis and economic
recession. Thus, capital inflows to Vietnam became more diverse in source and larger in magnitude,
but also with greater variability. Coping with such capital flows was aso more challenging as they
had been unprecedented in Vietnam before 2007.

The overall balance of payments exhibited larger variability. Despite surplus of 10.2 billion
USD in 2007%°, the overall balance of payments only had a surplus of only 0.4 billion USD in 2008,
and even significant deficit (about 7.8 billion USD or 8.4 percent of GDP) in 2009. Together with
high inflation, this was the source of pressures on the VND to depreciate (CIEM 2010).>

8 n 2007, at CIF prices, trade deficit with China was 9.1 billion USD; with South Korea: 4.1 billion USD (CIEM
20094).

9 Net disbursed FDI in 2009 was smaller in 2008 partly due to increase in outward FDI of Vietnam in 2009, with
commited capital of 7.2 billion USD in 457 projects. However, the value of outward FDI disbursed via the balance of
payments was approximately 700 million USD in 2009.

%02 4 times larger than that in 2006.
® This pressure was even stronger in late 2008 when the USD appreciated in the context of spreading global financial
crisis.
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Apparently, the sustainability of finance for trade deficit and current account deficit was
significantly undermined in the years after the WTO accession. This was mainly due to the increase
in trade deficit and uncertainty of capital inflows to Vietham — a main source of finance for trade
deficit.

4.4. Financial System and Markets

Vietnam’'s financial markets currently include all fundamental components. However, the
development of each component differed drastically. The integration process after the WTO
accession broadened the opportunities for participants in the financial markets with different
capacity to grasp. Accordingly, this widened the development gaps between market components.

4.4.1. Commercial banks

Together with the stimulus impacts on the development of Vietham’s commercial banks
since 2006, deeper international economic integration in the years 2007-2009 also increased
financial risks significantly. The issue of ‘maturity mismatch’ (using short-term deposits for long-
term loans) became more serious in 2007, forcing the SBV to control the ratio of short-term deposits
used for medium- and long-term loans at 30 percent in 2009. The liquidity shortage was very serious
in the first half 2008. However, the risks of liquidity shortage, serious ‘double mismatch’ (maturity
mismatch and currency mismatch), and increasing non-performing loans (NPL) remained prevalent
in the context of global financial crisis and recession, and of high ‘dollarisation’ and ‘goldisation’
and low market confidence in the market economy.

In that context, impacts of the global financial crisis as Vietnam integrated herself deeper led
to a dlight increase in the NPL rate in the years 2007-2009. Specifically, after a drastic decrease
from 2.6 percent in 2006 to only 1.5 percent in 2007, the NPL rate rose to ailmost 2.1 percent in
2008 and over 2.2 percent in Jun 2009 (Nguyen Xuan Trinh et al 2009). That is, contrary to the
expectations of improved risk management capacity and credit quality control after integration, the
NPL rate increased due to larger negative impacts from integration (economic crisis).

Table 29 shows credit growth of commercial banks in relations to some other
macroeconomic indicators. As can be seen, together with integration process and economic growth,
total credits increased continuously at a relatively faster pace than that in pre-2007 period. In 2007,
credit growth soared to about 54 percent, contributing to macroeconomic instability in the mid-2008.
Credit growth in 2008 then decelerated significantly, at a pace of less than half of that in 2007. This
was mainly due to impact of policy measures to cope with macroeconomic instability as well as
impacts of global economic recession.
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In 2009, credit growth accelerated again, which partly reflected the recovery of domestic
production. In 2009 as a whole, credit growth reached 39.6 percent. This growth rate was relatively
high despite measures of the Government to control credit growth in 2009, so as to facilitate growth
recovery and to prevent macroeconomic risks.>> Apparently, the complicated impacts of
international economic integration not properly recognised by policy-makers undermined the
effectiveness of controlling credit growth.

Table 29: Credit Growth of Vietham’s Commercial Banks and Some Other
M acr oeconomic I ndicator s, 2005-2009

, Before WTO After WTO accession
Indicator accession

2005 2006 2007 2008 2009
Totd credit to the economy (trillion VND) 543.1 | 693.8 | 1,067.7 | 1,339.0 | 1,843.8
Credit over GDP (%) 64.7 89.6 93.3 92.0 99.4
Credit growth (%, compared to previous year) 27.8 27.7 53.9 254 375
M2 growth (%, compared to previous year) 20.65 | 3359 | 46.12 20.3 19.6
GDP growth (%) 8.44 8.23 8.48 6.18 5.32
Inflation (%) 8.4 6.6 12.6 19.9 6.88

Source: BV, GSO, IMF, and CIEM (2010).

Vietnam's financial depth was also improved significantly with deeper integration, under the
impacts of foreign capita inflows as well as the greater participation of foreign commercia banks.
Table 30 depicts the improvements in some indicators of Vietnam's financial depth of in the years
2004-2009.

Thus, international economic integration together with greater participation of foreign
financia ingtitutions and/or foreign capital flows had favourable impacts on financia system
development in Vietnam, in terms of both scale and depth. However, the challenges in this process
are huge since Vietnam had to further promote financia system development and simultaneously to
mitigate the risks from more volatile capital flows.

%2 The SBV instructed credit institutions to control the growth rate of outstanding credit in 2009 in line with structure of
mobilised funds, whilst ensuring capital adeaquacy ratios and strengthening the supervision of credit quality, without
relaxing credit terms. Specifically, the SBV issued Circular No. 01/2009/TT-SBV on 23" January 2009 permitting loan
for consumption; promulgated Instruction No. 01/CT-SBV dated 22™ May 2009 requesting commercial banks to control
the scale and structure of short-, medium- and long-term credit in VND and foreign currencies, in line with term and
structure of mobilised capital; Circular No. 15/2009/TT-SBV in effect since October 2009 stipulating that commercial
banks can only use up to 30 percent of short-term deposits (with term of shorter than 12 months) for medium- and long-
term loans (with term of 12 months or longer). After the SBV had plans for inspecting credit quality, since the last
quarter of 2009, the commercial banks reviewed the disbursed loans for consumption purposes, whilst increasing credit
terms.
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Table 30: Selected Indicators of Vietham’s Financial Depth, 2004-2009 (per cent)

Indicator Before WTO accession After WTO accession

2004 2005 2006 2007 2008 2009
DepositsGDP 59.9 66.7 78.4 95.4 114.0
Credit/GDP 58.9 64.7 89.6 93.3 92.0 994
% increase in market capitalisation 41.46 28 146.3 89 -55.8 175.6
Market capitalisation/GDP 0.52 0.69 22.7 43 19 55
Number of listed companies 26 32 108 251 342 453
Value of listed bonds 23,000 & 37,000 | 69,000 - 213,800

Source: CIEM’ compilations from various sources.

4.4.2 Securities Market

Together with the boom in financia — banking activities, even in the early years of WTO
accession, the securities market went up rapidly in terms of market capitalisation, number of listed
companies, number of accounts of personal and institutional investors, and participation of securities
companies (Table 31 and Figure 8). The net purchase of securities (including both shares and bonds)
of foreign investors reached 1.3 billion USD in 2006 and 6.2 billion USD in 2007. The number of
accounts of foreign investors in official market transactions went up to over 9,100, or five times
higher than that at the end of 2006.

The boom of Vietnam’s securities market in the period June 2006-2007 could be attributed
to some reasons. First, the economy grew relatively rapidly, while the growth outlook remains bright
due to better access to foreign export markets, surge in FDI flows, while the Government is
expected to seriously implement WTO commitment. Second, the WTO accession is only one step in
Vietnam’'s international economic integration and, thus, will further promote reforms and
improvement in the investment environment and business environment, etc. Third, this is also the
period with high international liquidity; foreign indirect investment inflows to Vietnam’'s securities
market increased drastically as foreign investors were optimistic over the growth outlook of the
economy. Finally, the process of equitising SOEs continued in this period, thereby broadening
opportunities for investors (CIEM 2007).

However, between October 2007 and February 2009, the market tended to go down and even
dropped sharply in 2008 (Figure 8). The downward trend continued until early 2009, and in
February 2009, the VN-Index reached its trough, of only around 235. Total market capitalisation of
342 listed companies in two stock exchanges (HOSE and HASTC) at the end of 2008 equalled only
19 percent of GDP, as compared with the level of 43 percent of GDP in late 2007. Such a drop of
securities market was due to the impact of tightened macroeconomic policies together with the
global financial crisis which worsened production-business situation of firms and foreign investors
therefore decided to divest. Meanwhile, the gold market was highly volatile with many ‘rushes'.
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Apparently, this fal was not due only to the domestic economic environment, but more
fundamentally to impacts of external factors (particularly the global financial crisis) —which became
more evident in the post-WTO-accession period.

Table 31: Some Basic Indicator s of the Security Market (December 2001 - December 2008)

Indicator Dec 2001 | Dec 2005 | Dec 2006 | Dec 2007 | Dec 08 | Dec 2009
Market capitalisation (% 0.3 11 22.8 43.0 19.0 55.0
GDP)
VN-Index 235 307 752 927 315.6 494.77
Peak: 571 Peak:1,170
HASTC-Index 91.3 243 324 105.1 168.17
Peak: 460

Number of listed 10 41 193 253 342 453
companies

- HOSTC/HOSE 10 32 106 138 174

-HASTC 9 87 115 168

- UPCOM 10
Number of investment 0 1 3 4 4 4
funds

Number of securities 8 14 55 74 103 105
company

Number of investors 8,774 29,026 130,000 330,000 | 600,000 | 793,000
account

- Foreign ingtitutions 71 257 400 500 351 571

- Foreign 0 427 1,650 9,100 3,227 11,807

Source: CIEM’s compilations from various sources.
Figure 8: Movements of VN-Index, 2006-2009
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From the trough in February 2009 till the end of 2009, Vietnam’s securities market
recovered drastically, mainly led by personal investors and, then, by the participation of institutional
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investors. However, the recovery was modest in relative term, particularly related to the decrease of
VN-Index in the preceding year. At the end of 2009, the VN-Index stood at amost 495, increasing
by 110 percent from the trough in February (235). This recovery of the securities market was mainly
driven by the recovery of Vietham’'s economy in particular and of the global economy in general,
particularly of major trade and investment partners of Vietham. More fundamentally, the economic
stimulus of the Government in 2009 gradually produced positive impacts, while deeper integration
also helped Vietnam' s economy benefit more from global economic recovery.>

Thus, apart from measures to promote financia market development, the international
economic integration process along with foreign capital flows, particularly indirect ones, have been
the key determinants of the development and/or fall of Vietnam's securities market in the post-
WTO-accession period. On the contrary, the international economic integration process itself also
reflects Vietnam's commitment to reforms, thereby enhancing the growth potentia and
attractiveness to foreign investors. However, in each period, whether the impact of deeper
integration on securities market development is positive or negative also depends on changes in the
external economic environment. The international economic context with high volatility and
complicated movements over the past years apparently had both positive and negative impacts on
the securities market. This trend is expected to continue, and may become even clearer, in the
forthcoming years. In this respect, the role of an effective policy is to mitigate the negative impacts
and promote the positive ones.

4.5. State Budget

In the years 2007-2009, Vietnam reduced import tariff to fulfil her WTO commitment. To
control inflation in 2007, the Government lowered import tariff on some products such as
automobiles, iron and steel, oil and petroleum, foodstuff, milk, etc. On the contrary, in 2008, import
tariff of some non-essential consumer products were increased to control import (complete built-up
unit automobiles, electronic appliances, gold, etc.), or to restrain export of raw materials (crude oil,
coal, metal ores, etc.). In 2009, import tariff were hardly adjusted.

Unlike some ex ante projections of some studies assessing impact of WTO that custom
revenues may fall, revenues from import and export taxes (mainly import tariff) went up rapidly in
both 2007 and 2008, by 40.9 percent and 50.7 percent, respectively. This was due to the drastic

®in addition, the loosened monetary policy increased the volume of money injected into the economy in general and,
through different channels, into the securities market in particular. The increase in securities market activities also
resulted from various measures of securities to support their customers. For example, these companies increased
financial leverages for customers, or permitting some customers to sell securities before T+3, thereby increasing capital
turnover for investors. In 2009, besides, a number of large corporates such as Eximbank, Bao Viet, Vietcombank and
Vietinbank were listed and helped increase market supply.
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surges in import as well asin prices of some products such as coal, oil and petroleum products, iron
and steel, fertilizer, etc.

In 2009, even with domestic hardship as well as impact of the global economic recession,
revenues from trade continue to increase by over 18.5 percent, to amost 144 trillion VND
(excluding returns of VA tax). Although this presents a positive impact on State Budget revenues,
the net impact on macroeconomic stability was ambiguous as increasing import and trade deficit
exacerbated pressures on the exchange rate, while there is no assessment of the increase in
production capacity due to import.

Table 32 shows the structures of the State Budget in the years 2005-2009. As can be seen,
Budget revenues were highly volatile. Till 2008, Budget revenues depend significantly on revenues
from trade and on export of crude oil. Meanwhile, the tax reforms were in progress and had little
effects, so the impact on Budget revenues has been modest.> The ratio of Budget revenues (as
percentage of GDP) went down continuously in the three years of WTO membership, mainly due to
thefall in crude oil prices and, accordingly, revenues from crude oil.

Table 32: Budget Structure, 2005-2009 (per cent GDP)

Before WTO After WTO accession
accession
2005 2006 2007 2008 2009
Total revenues 25.1 28.7 27.6 27.0 26.7
- Dome;stlc revenues (excluding those from 13.7 14.9 15.2 13.9 163
crude oil)
- Revenues from crude oil 6.6 8.6 6.7 6.8 3.6
- Revenues from trade 4.5 4.4 5.3 6.0 6.4
- Grants and financial reserves 0.3 0.8 0.4 0.3 04
Total expenditure 30.8 39.6 349 32.1 35.3
Of which: Development investment 8.8 9.1 9.8 8.0 10.9
Budget deficit 49 5.0 49 45 6.9

Note: Budget deficit also includes the amount carried-over from one year to another.
Source: Calculations from MPI data.

*In 2008, the National Assembly approved the Law on Personal Income Tax (in effect since 1% January 2009), the
Law on Managing and Using State Assets, the Law on Compulsory Acquisition and Expropriation of Assets, Law on
Value Added Tax, the Law on Corporate Income Tax (with a common tax rate of 25 percent, instead of 28 percent as
levied previously).
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Meanwhile, the pressures of increasing expenditures, including both recurrent expenditures
and investment expenditures, particularly for infrastructure development, remained enormous.
Budget deficit was thus very high, staying at about 5 percent of GDP till 2007. Even in 2008,
although Vietnam tightened public investment to cope with macroeconomic stability, budget deficit
still amounted to 4.5 percent of GDP (Table 32). Apart from the falls in revenues from trade and
domestic revenues as trade, production and business activities decelerating under the impact of
global economic recession since the last quarter of 2008, the fiscal stimulus via tax deduction and
exemption and increasing expenditure (investment, see Table 33) widened the budget deficit to 6.9
percent in 2009.

Table 33: Vietham’s Economic Stimulus Package in 2009 (trillion VND)

Economic stimulus Estimated costs
package proposed by related to the Sate
the Gover nment Budget in 2009
Deducting, exempting and rescheduling taxes 254 20.0
(decrease in revenues)
Corporate income tax 104 9.9
Personal income tax 6.5 4.5
VA tax 7.4 4.5
Excise tax and fees 11 11
Additional Budget expenditures 117.6 45.0
Interest rate subsidy 17.0
Advancing budget of 2010 for some urgent 37.2 26.0
projects
Government bonds carried over from 2008 1.7 5.0
I ssuance of additional Government bonds 20.0 14.0
Investment expenditure carried over from 2008 to 22.5
2009
Deferred retrieval of capital investment advanced 34
in 2009
Expendituresto ensure social security, etc. 9.8
Increase in loans from Vietnam Devel opment 71
Bank (compared with that in 2008)
Total values of economic stimulus package 143.0 721
As per centage of GDP 8.5 4.3

Source: Estimates of the World Bank (2009).

Thus, the pressures on increasing Budget expenditures in the post-WTO-accession became
larger for some reasons. First, with insufficient participation of the private sector, Vietnam had to
make more investment from the State Budget for infrastructure development. This is an important
task to reduce the costs of production and business for enterprises, thereby enhancing growth
potential for the economy. Second, Vietnam also had to alocate more Budget expenditures for
socio-economic development programs such as improvement of human resources, scientific and
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technological development, etc. to better grasp the opportunities from integration to promote
domestic socio-economic development. Finally, macroeconomic instability and impact of the global
financial crisis through different channels of international economic integration had significant
impacts on the livelihood of the people, particularly the poor and near-poor ones. Accordingly, the
State Budget had to allocate more expenditure for socia security programs (Table 33).

In summary, the integration process in the years 2007-2009 had significant impact on both
Budget revenues and expenditures. Budget revenues as percentage of GDP went down continuously
due to greater dependence upon domestic revenues, while revenues fell as a consequence of the
global financial crisis. Meanwhile, Budget expenditure increased drastically to improve the capacity
to take advantage of integration-induced opportunities, and simultaneously to mitigate negative
impacts of integration on social security. This tendency is expected to prevail in the forthcoming
years. However, the impact of integration on State Budget in the past three years will be a good
experience for Vietnam in implementing more effective fiscal and monetary policies in the
forthcoming years — when the integration process continues in the context of uncertainty in the
world economy.

5.1. Major Achievementsand Issuesin Maintaining M acroeconomic Stability

The years 2007-2009 witnessed the participation of Vietnam in WTO, with complicated
developments in the global economic context under the impacts of the global financial crisis and
economic recession, as well as impacts of policies for economic restructuring in various countries.
These external economic issues also interacted with the inherent ones of Vietnam’'s economy,
particularly as the country’s international economic integration continued to accelerate. The analysis
in this sub-section shows that the impacts on macroeconomic stability in Vietnam after three years
of WTO membership were rather complicated and, in such a context, the policy responses had
certain achievements and remaining issues.

4.5.1. Achievements

First, macroeconomic stability facilitated high and stable economic growth in the period
from early 2007 to the mid-2008. Thanks to macroeconomic stability, particularly in the years
before WTO accession, the relevant (price) signal to efficient allocation of resources (particularly
labour, capital, land) was maintained. Nevertheless, this achievement mainly stems from the
country’s prolonged over-emphasis on high economic growth (even before WTO accession),
without flexible change to the priority given to the target of ensuring macroeconomic stability.

Second, together with high growth potential, the maintenance of macroeconomic stability in
2007, and in the second half of 2009 strengthened foreign investors confidence in Vietham’'s
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economy. Therefore, foreign investment increased considerably in the period from 2007 to early
2008, as well as in the second half of 2009. It should be noted that capital flows into Vietnam
embody importance not only in terms of supply of capital, but also regarding transfer of technology,
managerial skills and training — essential factors to Vietnam. In this respect, Vietnam benefited to a
significant extent from the positive impacts of integration.

Third, the effectiveness of macroeconomic policy management has been significantly
improved. The macroeconomic instability, particularly high inflation, in the mid-2008, compelled
policymakers and policy think-tanks to acknowledge more serioudly the severe impacts (and
persisting risks) of expansionary macroeconomic policy to sustain high growth over a long period.
More fundamentally, the trade-off between economic growth and inflation has been recognised,
albeit not explicitly.

Such serious acknowledgement of the risks to and the role of macroeconomic stability made
way for more relevant policy responses. Facing high inflation in the mid-2008, the Government
undertook various measures to dampen inflationary pressure®™. Notably, the importance of
macroeconomic stability and the flexibility of the target were acknowledged seriously. As a result,
in the 4™ quarter of 2008, when the impacts of the global financial crisis and economic recession
became more apparent, the Government changed policy priority to stimulation of economic growth.
In the second half of 2009, as economic growth seemed to recover thanks to impacts of
expansionary monetary policy and fiscal stimulus package, the Government again considered
measures to prevent high inflation.

4.5.2. Remaining 1ssues

Despite the above achievements in 2007-2009, issues still remain in Vietnam's attempts to
maintain macroeconomic stability. The importance of macroeconomic stability is acknowledged
more serioudly, but still less than appropriately. The focus on high and stable economic growth
driven largely by investment, particularly public investment, led to higher pressures on State Budget
deficit and macroeconomic instability. Together with the policy inadequacy, this exacerbates the
pressure on macroeconomic instability over the past years.

Given current conditions and export competitiveness, Vietnam’s crawling-peg exchange rate
regime reflects the inadequate attention to the target of macroeconomic stability. Trade deficit
prevails, showing that the crawling peg regime will no longer help promote export significantly if it
is not accompanied by other medium and long-term measures to improve export competitiveness of
Vietnam’ s goods.

% and also supported by thefall in world prices.
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Besides, the maintenance of macroeconomic stability in particular and macroeconomic
policy management in general fails to make effective use of information from analysis and forecast.
Therefore, macroeconomic management embodied no substance of macroeconomic risk mitigation
(except in the last quarter of 2009), but instead relied on quick response when inflation was already
high and problematic. Slow policy response to address macroeconomic instability created more
severe impacts on the economy. Apparently, policy responses usualy need certain time period to
produce impacts on the economy. Thus, as policy response was adopted only after macroeconomic
instability became evident, the severity of the impacts would increase in line with the length of the
above time period.

Besides, the relatively large stimulus package (Table 33) increased the State Budget deficit
to around 6.9 percent GDP in 2009. Public debt amounted to nearly 41.9 percent, narrowing the
room for the Government to borrow in the forthcoming years. This is aso a key challenge if
economic recovery follows a double-bottom (i.e. W-shaped) pattern, even if this comes at a tiny
probability. While interest subsidy schemes facilitated credit expansion, in addition, this created
doubt about the possibility of rising bad debts in 2010 as the difficulty in controlling speculative
capital flows into financial market and real estate market prevails (Vo Tri Thanh and Nguyen Anh
Duong 2009b).

Finally, the coordination of macroeconomic policy has been inadequate. Fiscal and monetary
policies fail to cooperate effectively to serve a common goal. For instance, prior to the burst of
macroeconomic instability in 2008, fiscal policy gave more priority to increase public investment to
sustain high and continuous growth, though monetary policy was tightened in certain times to
control inflation. In another aspect, macroeconomic stabilisation under the impacts of integration
also faces enormous challenges from domestic price reform. Specificaly, the relaxation of State
control over prices of some key products mainly sought to enhance the room to adjust (increase)
prices for enterprises, without adequate consideration of market structure or the context of high
inflationary pressure. Apparently, price liberalisation is a necessary measure in the long-term to
facilitate efficient resource alocation. Yet it should be undertaken in a flexible manner, with
accountability in certain times to mitigate the unfavourable impacts on macroeconomic stability.
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5. SOCIAL IMPACTS

5.1. Labour and Employment

One of the biggest expectations prior to WTO accession was rapid and positive movement of
labour market thanks to export expansion and FDI inflow into Vietham. However, those impacts on
labour and employment have not been as expected during the past three years.

5.1.1. [ abour Force
5.1.1.1. Positive Impacts

During 2007-2009, labour force has arapid increase, on average of 2.6 percent (or equivalent
to 1,185 thousand peoplelyear),”® even though the growth rate is lower than that of the five previous
years (at 2.7 percent), the new labourersis higher.

The economic active participation has rapidly increased, from 70.3 percent in 2006 to 76.4
percent in 2009. In particularly, the economic active participation in the rural areas has increased 7
percentage point after three years, reaching 80.6 percent in 2009 (Figure 9). More details are needed
to identify the contribution of international economic integration to the results, however, with the
significant increase of labour participation since 2007 and the implementation of WTO
commitments resulting in policy changes, it can be said that WTO accession has important impacts
on those figures. It can be reflected by the high economic growth rate, at its peak in 2007, and high
investment in 2007, leading to high employment demand.*’

5.1.1.2. Impacts not as Expected

In addition to the above-mentioned positive impacts, a number of developments have not
been as expected. International economic integration has not contributed to structural shift in aright
direction, and there is disadvantage disorder in the labour composition by region.”® The northern

% As of the 1% April 2009, the timing of the Population Census, there are 49.1 million people above 15 years old
participating in the labor force, accounting for 57.3 percent of the population, including 47.6 people employed and 1.5
people unemployed.

*" The participation of labor market, to some economists, can be one of solutions to coping with income reduction in the
case of economic crisis.

% Source: Data for 2009 based on the Population Census in 2009; previous data based on Labour and Employment
Survey by MOLISA and GSO. For the time being, there are different and inconsi stent between the two sources.
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labour force has increased both in the quantity and share, while in the south, especially the South
East region, where alot of industrial parks and processing zones locate, is facing a shortage of long-
term labour force because there is a movement back to rural areas of migrant workers.* One of the
reasonsis the low salary paid by southern enterprises, which islower than their living standard.

Figure 9: Proportion of Economically Active Population above 15 Y ears Old, 2001-2009
(per cent)
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Large areas continue to maintain a low rate of labour participation®; the distribution of
labour has not taken the advantage of land into effect, created employment, and created a movement
of labour from rural to urban areas.

% Labor force in Red River Delta has significantly increased, from 12.5 percent in 2006 to 22.6 percent in 2009 (more
than 10 percentage point), being the highest in the nationwide. The Northern Central and Central Coastal experiences the
modest increase of labour, but significant rise of structure, increasing by nearly 5 percentage point, reaching 21.5
percent in 2009, ranking the second in the nationwide. The Southern area also has significant increase of quantity and
structure, but in the reverse trend. The Mekong River Delta, where is abundant of 1abour, has reduced sharply, from 16.8
million in 2006 to above 10 million in 2009. The region has aways maintained the highest number of labor (over 30.3
percent in 2006, slight reduction in 2007-2009, and significant decrease in 2009, only accounting for 20.4 percent of
total labor). The number of labor in South East region has rose up after two year of integration, but sharply reduced in
2009; therefore, the share of this region has reduced from 17.2 percent in 2006 to 15.9 percent in 2009. In spite of
surprised trend, it reflects the inconsistent effect of population planning policies. The Northern region has increased
much more than other regionsin the South, creating disadvantage for employment creation and infrastructure.

% Midlands and Northern mountainous region account for only 13.8 percent of labor, Central Highlands account for 5.8
percent of the labor force.
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5.1.1.3. Remaining Issues

The educational level has slowly improved and there have been some negative aspects,® the
gap of education has increased in spite of effects in universalisation of primary and secondary
education.

With regards to technical and professional level, although there has been inconsistence in
data sources, according some experts, the quality of labour has been quickly improved prior to WTO
accession, however it is not continuously.® However, the performance of labour market three years
after WTO accession has confirmed a big challenge of labour quality: low skill labour has been
high, and skilled labour is limited, while skilful labour has not met its demand, especidly in
electronic, manufacturing mechanic, electricity, oil and gas sectors. There has been a development
of high skilled labour, which is above college and university, with a dightly increase from 5.7
percent in 2006 to 6.8 percent in 2009 due to excess demand as compared to its supply.

5.1.2 Employment

During the first two years of WTO accession, the international economic integration has
facilitated the creation of employment, even not as expected, to relax the pressure of employment.
During 2001-2006, on average, the employment increases by 1.03 million per year. During the
integration period of 2007-2009, the average growth is at 1.03 million. However, in 2009, due to
economic crisis, the employment growth has been at 375 thousand people as compared to that of
1.13 million people in 2008.%%

The proportion of female labour has been on descending trend, from 49.3 percent in 2007 to
48 percent in 2009, reflecting the descending trend of birth of baby girls.** In 2007-2009, the growth
rate of femae labour has been significantly low and much lower than that of prior to WTO
accession.®® However, the female labour proportion is much higher as compared to that of the whole
country, approximately 97-98 percent, even it is on the decrease.

Labour structure shift by three main economic industries has some notable movement. The
share of agricultural labour has been significant increase in 2009 as there has been sharp decrease of

® |t is notable that the illiteracy and graduation from primary schools of the whole country and rural areas has been
slightly increased during 2007-2009, and the graduation of secondary level has been on the increase.

8 According to Ministry of Labour, Invalids and Social Affairs (MOLISA) data, the trained labor level has increase
from 31.9 percent in 2006 to 34.8 percent in 2007. Since 2007, the Labor and Employment Survey has been carried out
by GSO instead of MOLISA, the proportion of trained labor has been lower, accounting for 25 percent in 2007. One of
the main reasons is the inconsistent definition and division of the two organisations.

% Data based on the Population Census 2009.
% Data based on Population Census 2009.
® This figure is not consistent with other sources, eventhough it is taken from the Population Census 2009.
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labour in the industry, construction and partly in services sector when globa financial crisis has
affected to Vietnam.®®

By professional group, the WTO accession has offered training opportunities, especially for
management, service and technical groups. This may aso increase the inequality between those
groups with others as training supply does not meet its demand.

It is notable that female labour has been dominant in low skilled industries®’, the share of
female labour decrease as the technical and professional skills increase and attains the lowest in
management group. However, there are a lot of opportunities for female labour to work in the
foreign-invested sectors, showing the better chance for increasing income as compared to male

group.

Roadmap for equitisation and Government commitments in this sector has narrowed down
the number of state-owned enterprises. Labour in the state sector reduced from 4.84 million people
in 2006 to 4.57 million people in 2009. As result, the share of state sector has reduced since WTO
accession, from 10.6 percent in 2006 to 9.6 percent in 20009.

Together with its inflows, the FI sector has significant contribution to employment
generation. The growth of employment in the FI sector has been high and in the tendency of
increasing, from 14.0 percent in 2000-2006 to 16.4percent/year during the integration period,
accounting for 3.4 percent of total employment in 2009. The FDI sector has gradually replaced state
sector in creating high qualified labour. Moreover, the appearance of this sector has shifted rural
labour to urban labour, particularly in processing zones, large industrial parks

The private sector has been slowly increased as compared to its growth rate. After 10 years,
the number of labour has not been much increase, only accounted for 6-8 percent. In spite of rapid
increase of about one million new jobs in 2007, the year 2008 experienced a reduction in labour
because of financial crisisand it is gradually recovered in the beginning of 2009. The private sector
is sensitive to external changes because of the small scope and weak performance.

The informal sector, including un-paid and self-employed households, has accounted for
large share and continued to increase after WTO accession, although the growth is lower (1.3
percent compared to 2.5 percent). Particularly, this is considered to be the buffer zone for formal
sector during the financial crisis, which leads to slow increase of unemployment. In 2009, the
proportion of this sector is rather high, reaching about 80.3 percent.

% As at 2008, structural shift in labor force has been in good direction. The agricultural labor was reduced from 54.7
percent in 2006 to 47.7 percent in 2008. However, in 2009, according to the Population Census, it increased by 53.9
percent.

®7 About 44 percent female labor worksin low skilled sectors (as compared to that of 36.9 of male labor).
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5.2. Wage and Income

Nominal wage increases significantly, but growth is slow down. Although of significant
fluctuation in the economy and employment, it is surprised that the living standard of both rural and
urban areas has been improved.® The average income growth in 2002-2006 at comparable price is
11.2 percent per annum, peaking at 21.9 percent in 2006-2008, athough slightly reduced in 2009%,
showing that the real income has been improved, especially for wage earners.

There has been increasing gap of high skilled labour and low skilled ones. Wages of high
skilled labour has increase rapidly, of which, the technical worker has experienced the highest
growth of 30.2 percent/year; the managers, senior experts of 26.9 percent/year during 2006-2008.
Notably, during this period, the salary growth of low skilled labour has not been much lower than
other groups, at 17.0 percent. However, the absolute gap between the high and low skilled workers
is on the increase™, reflecting the shortage of skilful labour, especially managers, senior experts and
technical workers.

Although salary by gender has been narrowed down, it is still low for female group. Most of
female labour has low wages, equivalent to 70-85 percent of male group at the same qualification. It
is notable that the gap between skilful and unskilful labour has increase in both male and female
group, however, the gap is larger in male group, leading to the bigger increasing gap between male
and female in the high skill group.

By ownership, the wage trend in 2002-2006 has slowly fluctuated; the lowest (both at
amount and growth rate) group is household sector (7 percent per year). The FI and SOE sector
always experienced the highest wages. During this period, the difference between the lowest and the
highest group has decreasing trend, from 1.81 timesin 2002 to 1.75 times in 2006.

However, during the post accession period, the salary of collective and state sector has
increased significantly, attaining 33.3 percent per annum and 23.3 percent per annum respectively.
In 2008, the average monthly salary in the state sector has overcome that of the FDI sector, at 2.2
million VND per person, increasing by 9.3 times as compared to that of 2006. The gap, in
comparison with household sector, is on the increase, about 1.82 times. The FDI sector has lowest
increase, reflecting one of the reasons that resulted in strikes in this sector.

% Reasons include the adjusment of minimum wage, increasing by 16.5 percent in 2002-2006 and 13.0 percent in (from
210 thousand VND in 2001 to 290 thousand VND in 2004, from 350 thousand VND in 2005 to 450 thousand VND in
2006, 540 thousand VND in2008, 650 thousand VND in 2009) as well as the implementation of agricultural and rural
development programs, and the job creation and poverty alleviation programs.

% During the period 2002-2006, the CPI remains low (under 9.5 percent) as compared to that of other years 2007 (12.63
percent), 2008 (23 percent) and 2009 (6.5 percent).

" The gap increases quickly from 2.2 times in 2002, reduces by 2.0 timesin 2004, again increases rapidly to 2.3 timesin
2006 and 2.7 times in 2008 as the wage of manager group has gone up at higher growth and the average wage is higher
with unskill labor.
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Income of labour on agriculture and forestry has not increased. Labour in agriculture and
forestry sector has the lowest income and has the tendency of falling behind with other industries,
which are on the increase™ (except fishery that has good income and high growth rate). Social
industries (such as education, health care and socia activities...) has lower growth rate than
production, processing and construction.

5.3. Unemployment

5.3.1. Scope and Composition of Unemployment

In 2007, shortly after joining WTO, the number of unemployment was 1.030.346, decreasing
by 155 people as compared to that of 2006. However, this number has increased dramatically in
subsequent years. In 2008, it went up by 59.000 people. In 2009, there were 1.509.596 people
unemployed with added 420.000 from 2008. Job losers in the late 2008 and 2009 are mainly from
exporting garments, footwear, and handicrafts enterprises. During 2007-2009, the total number of
unemployment has increased by 160,000 people per year, equivalent to 13.6 percent per annum,
reflecting the volatility in the economy, especially during financial crisis.

In comparison with the first two years of post WTO accession (2007-2008, prior to financia
crisis) and the past two years prior to WTO accession (2005-2006), the overall situation has been
improved, the unemployment rate has remained 2.8 percent per annum, much lower than that of
previous years of 5.5 percent per annum. It shows that as the world economy develops soundly,
integration has a positive impact on creating jobs and reducing unemployment rate.

Notably, the benefits of integration have not had spill-over effect on rural labours. Therefore,
the number of unemployment in rural areas still jumped up in the first year of WTO accession even
the overall situation has been improved. The reasons include job has been mostly created in the
urban areas in existing enterprises, therefore the overal unemployment has been improved due to
sharply decrease of unemployment in urban areas. Newly launched projects, which are in the initia
construction stage, have created jobs only for construction industry, but not for other industries and
services as well as having negative impacts on farmers whose land have been taken. Another reason
may be the difficulty of rural labour in finding ajob in the urban areas because of poor skills. Those
are the reasons explaining high and increasing unemployment rate in rural areasin 2007.

™ Till 2006, the income level of the highest-paid industries (mining and exploitation) is 2.4 times compared to that of the
agriculture-forestry-fishery sector. In the post-WTO period, the gap has increased to 2.9 times.
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Table 34: Unemployment, 2001-2009

Whole country Rural Urban % female | % rural

Year Overall | Female | Overall | Female | Overall | Female
Unemployment (people)
2001 | 1,107,437 | 649,568 | 602,069 | 379,623 | 505,368 | 269,945 58.66 54.37
2002 871,038 473,006 | 295,914 | 155,092 | 575,124 | 317,914 54.30 33.97
2003 949,008 546,571 | 378,378 | 208,775 | 570,630 | 337,796 57.59 39.87
2004 926,423 516,579 | 351,840 | 191,621 | 574,583 | 324,958 55.76 37.98
2005 929,693 484,643 | 360,618 | 176,234 | 569,075 | 308,409 52.13 38.79
2006 | 1,030,501 | 493,831 | 440,262 | 195,707 | 590,239 | 298,124 47.92 42.72
2007 | 1,030,346 | 484,003 | 506,626 | 232,225 | 523,720 | 251,778 46.97 49.17
2008 | 1,089,576 | 605495 | 513,678 | 307,507 | 575,898 | 297,988 55.57 47.14
2009 | 1,509,596 | 690,483 | 877,531 | 390,838 | 632,065 | 299,645 45.74 58.13
Average growth rate (%)

2001-
2006 2.56 2.83 5.28 412 0.81 204
2005-
2006 5.47 -2.23 11.86 1.06 135 -4.22
2007-
2008 2.83 10.73 8.02 25.35 -1.22 -0.02
2007-
2009 13.57 11.82 25.85 25.93 2.31 0.17

Source: GSO, Population Census 20009.

By the end of 2008, the job losers in the processing sector have returned to agriculture sector
and the tendency becomes more popular in 2009. Although it may be a temporary situation, the
labour intensity in agriculture has created other socia issues, such as unemployment and poverty.

The first year joining WTO has positive impacts on women when female unemployment
reduced by nearly 10.000 people. However, in the two following years of 2008-2009, the number of
female unemployment has increased dramatically, much more than the overall unemployment, up to
121 thousand people in 2008 and nearly 85,000 in 2009. It has resulted from the high level of female
labour in manufacturing exported enterprises, which were influenced strongly by the financia crisis.

Similar to other countries, in Vietnam, young group accounts for high proportion in
unemployment.” Thisis avery tough issue, especially for those people uneducated in rural areas.

The share of unemployment in all age groups in urban areas is higher than that of the rural
areas (except for the group of above 50 years old — that of the urban areas is 8.7 percentage point
lower than that of the rural areas), showing that urban unemployment is one of the concerned

2 1n 2009, out of over 1.5 million unemployment, the young unemployment (15-29 years old) has accounted for covered
nearly ahalf (49.3 percent) as compared to the share of 37.5 percent of the total |abor force.
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There was over one third of unemployment graduating from secondary school, indicating the
importance of linkage between education and employment. In Vietnam, the recent trend has
demonstrated that the higher level of education, the more chance people could find suitable jobs,
especialy for bachelors. ™

532 Unemnployment Rate

The overal unemployment rate in Vietnam is on the increase, especially after integration,
reaching 2.9 percent in 2009”*. The rural unemployment rate has increased sharply, from 1.5 percent
in 2006 to 2.2 percent in 2009, which can be the big challenge for job creation in the rural areasin
the coming periods.

The female unemployment rate has increased significantly, from 2.2 percent in 2006 to 2.9
percent in 2009.

5.4. Poverty and Vulner ability

5.4.1. Progress of Poverty Reduction

Poverty alleviation has remained quite good and the living standard of people has been
improved. According to the statistics, the average income per capita has increased from 416 USD in
2001 to 1,064 USD in 2009, Vietnam's economic development has been directed to the poor”. As a
result, the poverty rate in Vietnam has reduced from 17.2 percent in 2006 to 11.3 percent in 2009°,

3 According to Vietnam's Development Report 2007 of donors (2006), during the serious shortage time of skilled labors
in Vietnam, the longer time for finding a job of educated young labors does not reflect the lack of job opportunities. A
series of surveys showed that unemployment exists simultaneously with a wide range of job opportunities. One fifth of
the interviewees on investment environment in 2005 states that the shortage of qualified workers has been the main
obstacle and another one fifth believes that this is a significant obstacles. Lack of skills is a serious weakness in
electronic industry. Result from the labor force survey by MOLISA shows that domestic firms aso face similar
challenges, especialy the shortage of skillful craftsmen. Similarity, a study on foreign-invested enterprises reported that
during 2001-2003, the labor replacing ratio is over 43 percent, the highest ratio is seen in textile and footwear.

™ This is entirely consistent with the prediction of negative impacts of joining WTO and reflected the fluctuations of
labor market in 2009 when alarge number of workersin industrial zones or export processing zones lost their jobs.

™ The Government has spent much efforts towards poverty aleviation. Job creation programs, poverty reduction
programs, infrastructure programs for the poor have been created since 1996. Besides, some other programs has also had
a direct impacts on employment, such as universalisation of primary education and the encouragement of SMEs
development. In particularly, since 2008, the implementation of Resolution No. 30a/2008/NQ-CP dated 27/12/2008 on
Supporting program of fast and sustainable poverty alleviation has reduced the average poverty rate of 61 poor districts
from 47 percent in 2008 to 41.4 percent in 2009. Some provinces have basically moved out of poverty under the national
standard and raised their new poverty level up to 2 to 3 times higher than that of the country.

® Databy MOLISA. There is small gap with data by GSO but in the same trend.
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reaching the planned figure set out by the National Assembly and Government, of which North East
16.6 percent, North West 24.8 percent, Red River Delta 6.5 percent, Central North 18.1 percent,
Central Coastal 12 percent, Central Highlands 13.3 percent, South East 3.6 percent, Mekong Delta
8.7 percent.

Table 35: Poverty Reduction in 2001-2009

Year Total households Poor households Poverty rate (%)

2001 16,764,928 2,330,461 13.9

2002 17,002,762 1,940,655 114
Prior to 2003 17,510,749 1,540,572 8.8
WTO 2004 17,735,994 1,213,770 6,8
accession 2005 17,767,666 927,994 52

2005 17,476,468 3,899,000 223

2006 18,241,167 3,141,129 17.2
Post WTO 2007 18,475,930 2,737,688 14.8
accession 2008 18,598,052 2,436,345 13.1

2009 18,873,749 2,132,734 11.3

Source: MOLISA.

This achievement has resulted from the implementation of poverty aleviation strategy with a
series of programs, such as job creation, infrastructure construction, hedth care, education,
vocationa training, housing and land, credit for the poor... The fact shows that the gap of
development among regions in Vietnam — an undesired effect of international economic integration
— has been adjusted through the transfer of Government budget as well as supplementary
expenditure for poor provinces.

542 Vulnerability

Vulnerability has been on the increase. In spite of new opportunities created through WTO
accession, the income gap among groups has been widening. Currently, there are three poor groups
(covering 60 percent of total poor in Vietnam): (i) The poor in coastal areas, the Red River Delta
and Mekong River Delta; (ii) The poor in mountainous areas (including Northern and Central
Highlands); and (iii) The poor in urban areas and migrant labours’” In the international economic

" The majority in the first group is farmers. The process of urbanisation, land sales and other reasons have exacerbated
the shortage of land. One of challenges is the effect of natural disasters and the difficulties in accessing basic social
services. Therefore, non-agricultural employment is one of main solutions. The second group have little access to
resources, such as forest, irrigating system, credit, technology, healthcare and education. Women, children and ethnic
minorities cover the majority in this group. In 2004, the poverty rate of ethnic minoritiesis 61 percent. Especialy, only 4
percent of ethnic minorities has possessed restrooms and 19 percent accessed to pure water. For the remaining, it is 36
percent and 63 percent, respectively. Most of the third group has the low level of education and technical, working in
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integration period of 2007-2009, the poor has particularly become vulnerable due to their low levels
of education and the weak adaptability to new technology. They were often in the first lists of
“redundant workers and being required to change jobs’ because of the adoption of new
technologies.

Specificaly, the new poor group can be appeared from economic shocks, scarcity and
limitation of resource (land), losing good job (for workers in equitised companies and exporting
industries with the high rate of technology innovation). The number of households in rural areas,
especially in ethnic minority groups, still accounts for a large proportion of the poor. Most of the
poor possess low skills and lack of resources, therefore, they need to sell their land and move to
urban and suburb areas, where they cannot access to fundamental social services and be the victims
of crime and environmental degradation becomes uncontrollable. This is one of the new challenges
for hunger eradication and poverty alleviation in Vietnam.

Additionally, the poor encounter more difficulties in dealing with risks because they lack of
defensive capabilities (most of them have no chance to participate in the social safety network). This
situation is similar to that of the HIV/AIDS infected group (in which women and children mainly in
the exposed groups) and the international trafficking victims.

The continued economic modernisation is often associated with infrastructure development
in urban areas. In one hand, it can provide long-term benefits. In the other hand, it makes people
who lose their land for infrastructure become more vulnerable because they are unable to join the
labour market.

5.5. Industrial Relationship

Disputes and strikes have tended to increase significantly since 2006, and sharply in 2007
and 2008, mostly in foreign-invested enterprises (accounting for 54 percent the total strikes in 2000
and reaching to 81 percent in 2008)"®. Numbers of strike are mostly in the provinces with the high
growth of industrialisation, industrial parks and developed enterprises. They aso happens in key
economic zone in the South (in 2008: Dong Nai-23.2 percent, Ho Chi Minh City-23 percent, Binh
Duong-17.6percent), in labour intensive enterprises, particularly in textile companies (accounting
for 40 percent in 2008). In 2008, there are 720 strikes, 4.7 times higher than that of 2005 and 10

low-paid sectors, and being unable to access public socia services in urban areas (Institute of Labour Science and
Socia Affairs (ILSSA) 2007).

"8 Source: Databy MOLISA.
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times higher than that of 2000, in the whole country.” However in 2009, the number of strikes
reduced strongly to only 216 cases.*

In the integration process, there have been many challenges in setting up sound relationships
to protect the benefits of both employers and employees.®* The new legal framework has formed
dowly. The collective agreements have not kept pace with the rapid change in the labour market.
The unions meet a lot of difficulties in ensuring the rights of workers, particularly with the
agreement of wages, salaries and working conditions. The mechanism of wage negotiation, with two
parties at enterprise and sector level, and third parties at macro level has not been formed (despite
the decision of the Government to establish a Tripartite Committee of Industrial Relations under
MOLISA).

5.6. New Legal Framework of Labour Standards

Globalisation has brought about power to international customers and challenges to the roles
of unions and national regulatory framework, including the demand for new international legal
framework (such as the terms of labour standards in bilateral agreements). A series of new legal
framework has appeared at the global level with the specific regulations of labour standards.®

™ The main reason is that disputes often ignore the negotiation and discussion, coming straight to strikes. Currently,
Vietnam till has an advantage of labor-intensive with low skill, which appears to be an attractive place for investment in
clothing, footwear, furniture, electronics, fish processing industries. With this feature, the industries have recently
witnessed issuesin labor relation. Theinitial cause of conflicts and strikes is the improper implementation of agreements
with workers by employers. They even violate the labor regulation in delaying the payment of wages (more than 80
percent the strikes to demand higher wages or wage paid on time), and increasing the working hours beyond the
provisions of law. These strikes have recently occurred quite often. Although their purpose is to protect the legitimate
rights of workers, they happen spontaneous and inconsistent with the procedures and legal process, making the labor
relation becomes complex, unstable, and having negative impact on the investment environment.

& There have been many reasons for the sharp decrease in strikes as compared to those of 2008: (i) the impact of
economic crisis has led to the reduction of production and even close-down; (ii) the activity of unions has positive
changes; (iii) firms have gained alot of experience over the previous spontaneous strikes.

8 Challenges in labor relationship include: (i) The partnership based on communication, discussion, consultancy and
negotiation between employers and employees has not been conventional, especialy in the private sector (ii) No
collective agreements at association and sector level, (iii) Lack of willingness to negotiate, waiting for the state agencies
to resolve conflicts, (iv) The participation of partnersin bilateral, tripartite relationships of labor market, (v) The Labor
Relation Commission has been established but the location, roles, functions, duties, and organisation has not yet been
proper; and (vi) limited awareness, focusing on “fighting” (preventing and resolving strikes), ignoring building sound
relations with collective agreements.

8 According to the ILO (2004: 16).
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5.6.1. The Necessity of Complying with International Standards

In addition to the implementation of WTO commitments, Vietham must comply with the
technical barriers set by developed countries, such as the standards of hygiene, food safety and
labour standards.®®

5.6.2 Public Framework

In the international economic integration, one of the requirements is the approva of
International Labour Organization’s (ILO) conventions of labour standards. The level of
commitmentsin Vietnam is still very low (Table 36).

5.6.3 Private Frameworks

The private framework includes sets of labour standards, such as basic contents of Corporate
Social Responsibility (CSR), the agreements between trans-national corporations (TNC) with global
labour unions, and etc.

% As an developing country with low income and being considered as non-market economy within 12 years since
applying to join WTO, the implementation of those standards is not easy. There are various examples, including anti-
dumping investigations, returning of seafood containers due to the poor hygiene and safety; unaccepted textile products
due to violation of labor standards. In these industries, workers may lose their jobs and cause social issues.
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Table36: The ILO Approved Conventions

Convention of

freedom of Removal of

association and Removal of means | discriminationin

collective labour | of exploitationand | employment and Removal of child
Nation agreement force profession labour

C.87° | Cc.98° | C.29° | C.105° | C.100° | C. 111" | C.138° | C. 182"
Bangladesh X X X X X X X
Cambodia X X X X X X X X
China X X X X
India X X X X X X X X
Indonesia X X X X X X X X
Japan X X X X X X
North Korea X X X X
Laos X X X
Maaysia X X X X X
Mongolia X X X X X X X X
Myanmar X X
Pakistan X X X X X X X
Philippines X X X X X X X X
Singapore X X X X X
Sri-Lanka X X X X X X X X
Thailand X X X X X
Vietham X X X X

Source: International Labour Organization (2006).

Note:

& Convention of freedom of association and protection of rights to establishing organisations (1948).
® Convention of rights to arrangement and signing collective labour contract (1949).

¢ Convention against forcing labour (1930).

4 Convention of removal of forcing labour (1957).
€ Convention of equal employment (1951).

" Convention of protecting discrimination against employment and profession (1958).
9 Convention of minimum working age (1973).

" Convention of forms of bad jobs for child labour (1999).
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Box 3: Implementing the Cor porate Social Responsibility
New Rules of a New gamefor Exporters

In the integration process, Vietnamese enterprises are increasingly required to comply with
labour regulations by foreign partners. These requests, for the purpose of adopting CSR, are often
expressed as a Code of Conducts (CoCs), including 10 basic terms related to labour rules in working
station to make details on the requirement of CSR in internationa trade, such as child labours, forcing
labours, anti-discrimination, health and safety, working time, rest, remuneration, rights to joint unions
and collective labour agreements.

With regards to positive impacts, the CoCs are mainly proposed by TNC and/or foreign
retailers, based on the voluntary of two parties, relying on the regulatory framework of the host
countries, therefore for newly established enterprises, who are able to meet the technological
requirements and labour organisations, it leads to the certain results of economic, environmental and
socia aspects. Currently, the CoCs are only applied in export-manufacturing companies, under the
reguirements of specific trading partners.

However, there still exist many controversial disputes on the real purposes of CoCs. Some
argued that the implementation of CSR has been adopted for different purposes by different social
groups, such as the protection of domestic products, political goals and other economic targets, which
may have negative impacts for developing countries. In other words, CSR is the linkage between
environmental and labour issues (as well as corruption, HIV/ AIDS, etc.) with international trade.

Moreover, once enterprise is committed to a CoC, it means that firm (supplier or outsourcer) has
adopted two things: Firstly, it commits to implement all the requirements in CoCs (even with
certificates); and Secondly, the committed enterprise is set under the supervision, assessment and
monitoring of buyers (for CoC group 1) or the third party (for CoC group 2)

The problem is that some provisions of CoCs are contrast to the law of Vietham, such as the
freedom of association (SA 8000); therefore, if the firms commit to CoCs, they will violate Vietham's
regulation. Besides, getting certificates are costly and firms having a lot of trading partners need to get
various certificates because trading partners do not adopt the CoCs of others.

Therefore, understanding the advantages, disadvantages as well as the traps in the
implementation of trading partners' demands is one of challenges of all enterprises.

Source: ILSSA (2003); ILSSA and World Bank (2003).
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6. IMPACTSON THE ECONOMIC INSTITUTIONS

Joining WTO has imposed significant impacts on economic institutions in Vietnam,
reflecting in (i) continuous development and improvement of the legal framework, (ii) enhanced
organisational structures in implementing and governing economic activities; and (iii) continuous
formulation and improvement of the policy implementation arrangements, including administrative
procedures and process, implementation instruments... to promote a fairly competitive business
environment and ensure that the government would give only minimally necessary interventions to
address the market failures.

6.1. Legal Framework Improvement

Joining WTO has imposed positive impacts on the legal framework in Vietham. One of the
directions for improving the legal framework through new issuance or adjustment of the current
legal document is to fulfil the commitments made before joining WTO, as well as, creating the
conditions for Vietnam to be a market economy.

The strongest efforts on legal framework improvement is to institutionalise the commitments
taken by the government for global integration, creating a sound competitive and transparent
environment for market development, to reduce the interventions into markets made by the
Government through price controlling, resources division, ownership, property protection and
fighting against monopoly.

6.1.1. Positive Impacts

6.1.1.1. Business Environment and Competition

To locally legalise the WTO commitments and to build a market economy, before joining
WTO and for 2007-2009 period, a series of legal documents have been issued, resulting in
improving the transparency in business environment, reducing time, efforts and transaction costs
born upon a business by administrative operations. For example, the Decree, guiding on
implementation of the Law on Enterprises 2005> defines in details the list of industries to be

8 Decree No. 109/2007/ND-CP, Guiding the transforming SOEs with 100 percent of state ownership into shareholding
companies Decree No. 139/2007/ND-CP, Guiding the implementation of some articles in the Law on Enterprises,
Decree No. 109/2008/ND-CP Regulating sale and handover of enterprises with 100 percent state ownership;
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forbidden or alowed to do business with limits or conditionality, the list of districts and communes
where incentives are given to investors®™. According to this Decree the requirements for operational
permit raised by many ministries/government agencies to enterprises before has been removed and
investors become clearer in selecting areas, industries and locations for investment.

One of the provisions making high contribution to address lots of difficultiesto legal entities,
especially foreign investors, is the regulation on the rights to capital subscription and purchasing
shares.

Thank to the clear regulation on business entry, the establishment of a business becomes
easier, reflected in the evaluation of International Financial Corporation (IFC) on business entry
indicators, which has been deteriorated from 99 of 155 ranked countries in 2005 to 104 of 175
ranked in 2006, but improved to be 91 of 178 countries in 2007, and after that to 92 of 181 countries
in 2008 and 93 of 183 country in 2009.%

The regulation on business exit has also been improved with the issuance of the Decree
114/2008/ND-CP, Guiding the implementation of some articles of the Law on bankruptcy 2004 to
the businesses in insurance, security and other financial subsectors and the Decree 05/2010/ND-CP,
Guiding the implementation of some articles of the Law on bankruptcy 2004 to the businesses in
banking sector.

The business environment has become more soundly competitive and fair between SOEs and
non- SOEs and between the domestic and foreign enterprises. Private and FDI enterprises has got
more freedom thank to the clear and fair provisions on business entry and exit and business
operations™”.

The government has issued various new or amended legal documents, like the Decree on
BOT, BT and BOO®, the Decree on Construction and Investment management, the amended
Decree to guide the implementation of the Law on Enterprises, to attract domestic and foreign
investment into infrastructure and business development to create a competitive business
environment to reduce the monopoly owned by the big groups of state businesses as so far.

8 See the Law on Enterprises 2005, Decree No. 139/2007/ND-CP, the Investment Law and Decree No. 108/2006/ND-
CP.

% | FC, Doing business in Vietnam, 2008, 2009, 2010 and Doing business 2006, 2007.

8 Law on Enterprises, Law on State Bank of Vietnam, Law on Credit institutions, Investment Law, Law on Bankruptcy,
Ordinance on Economic Contracts, Decree No. 23/2007/ND-CP Guiding the implementation of the Commercial Law...

8 Decree No. 78/2007/ND-CP Regulation on Investment in BOT, BT, BOO; Decree No. 108/2009/ND-CP Regulation
on Investment in BOT, BT, BOO, replacing the Decree No. 78/2007/ND-CP. Circular No. 03/2009/TT-BKH Guidance
on selection of investors in the projects with land acquisition.
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The issuance of the Law on Procurement 2005 and continuously amended Decrees on
guiding the implementation of the Law®®, according to which widely competitive bidding is the
principle for all packages of public procurement (except some special cases the single source
procurement can be applied) has reflected the efforts made the government of Vietnam to improving
transparency and fairnessin this area.

The high economic growth and big inflows of FDI to Vietnam for the first two years of
joining WTO have been partly as the results of the improved institutional framework.

6.1.1.2. Markets Development

For the period 2007-2009, the legal framework has continued to be improved.

For commodity market, some barriers to goods trade have been removed. To protect
consumers and to control imitation and clone of goods and irrational pricing, the draft Law on
consumers interest protection has been in preparation process to be submitted to the National
Assembly in May 2010 for approva in October 2010. The Law would create the legal framework
for protecting the interests of consumers in Vietnam. Before the Law issuance, a number of
consumers protection related legal documents have been also issued in 2007 and 2008%, creating the
initial foundation for consumers' interest protection.

Thank to the improvement of the legal framework®* towards reducing monopoly, promoting
the fair competition between economic sectors and the commitment to market opening, the
insurance service market in Vietham has been developed quite strongly for the past years with more
active participation of private domestic and foreign investment sector.

To fulfil the commitments made when joining WTO in telecommunication sector, the Law
on Telecommunication and Law on Posting have been drafting to be approved by the National
Assembly in the Seventh session of the NATIONAL ASSEMBLY 12 in the mid-2010. The draft
Law on Telecommunication has been prepared following the direction to create a fair business
environment for both state-own and private investors in telecommunication development areas to
mitigate the risks which may be suffered by public investors and improve the investment efficiency.
With the improved legal framework the post and telecommunication markets have been quite

8 Decree No. 111/2006/ND-CP, after that Decree No. 58/2008/ND-CP and the latest Decree No. 85/2009/ND-CP.

% Including: Law on Technica standards and specifications, Decree No. 127/2007/ND-CP Guiding implementation of
the Law on Technical Sandards and Specifications; Decree No. 167/2009/ND-CP Amending some articles of the
Decree No. 127/2007/ND-CP issued on 1% August 2007, Decree No. 132/2008/ND-CP Elaborating implementation of
some articles of the Law on Product Quality.

! Including: Law on Insurance 2006, Decree No. 45/2007/ND-CP Guiding implementation of the Law on Insurance
Business and Decree No. 41/2009/ND-CP issued on 5" May 2009 Regulating administrative punishment in insurance
business.
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strongly developed for the past time, moving from a monopoly market to a competitive market,
enhancing mew technology R&D, diversifying services, improving service quality and reducing
production costs.

The legal framework for development of other markets, like education market, health care
service market, construction market... have also been continuously improved®, attracting the
participation of non-state sectors in delivering public services and enhancing the service quality
accreditation. The issuance of the Law on Advertisement has been also a very important event,
hel ping to enhance the devel opment of goods and services markets.

The legal framework in banking and financial sector has been aso adjusted and improved.
The Decree No. 59/2009/ND-CP, on organisational structure and operations of commercia banks,
has created the more fairly competitive business environment for state-own and private commercial
banks, including domestic and foreign private commercial banks. The decree has stipulated clearly
the provisions on establishment and operation of commercial banks, bank management, governance
principles in banking sector, bank inspecting... One of the advancement relating to the regulation on
bank management, stipulated in the Decree, is the provision on composition of Boards of
stakeholders.®®

For the past three years, the legal framework on security has continued to be improved®,
making the security market an increasingly important capital channels for investment in Vietnam
despite its young status.

The real estate market has become more active, partly due to the cleared regulation on land,
housing and real estate.™ The Land Law 2003, expected to be amended in 2010, has recognised the
land use and transfer rights of private sector and the role of land use right in the economy. The
Decree on land acquisition, compensation and resettlement has continuously amended. Recently, the
Decree No. 69/2009/ND-CP* has added various new provisions on land pricing, land acquisition,
compensation and resettlement, making the resettlement policies of Vietham more fit to the
international safeguards policies.

% Law 44/2009/QH12, Law on amending and supplementing some articles of the Law on Education 2005, Law on
Health Insurance 25/2008/QH 12, Law No- 34/2009/QH12, on amending and supplementing the article 126 of the
Housing Law and article 121 of the Land Law...

% Article 16 of the Decree stipulates that: “At least ¥ of the total number of the Board of Management must be
independent members and the persons who are not from the enterprise management and at least two of them are
independent. The Chairman of the Board of Management can be independent member. Individuals and their relatives or
the representatives of the shareholders shouldn't be higher than 1/3 of the total number of the Board of Management
(thisis applied to join-stock commercia banks only)”.

* Including: Law on Securities, Decree No. 14/2007/ND-CP, Guiding the implementation of the Law on Securities,
Decree No. 36/2007/ND-CP on administrative punishment in security areas and security market.

% Amended Housing Law 2009 and Law on Real Estate Business No 63, 2006.
% Decree No. 69/2009/ND-CP Regulating land acquisition, compensation and resettlement.
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The Labour Code has been amended since 2007 with the issuance after that of a number of
related legal documents, such as the Decrees on guiding the implementation of the Labour Code
with regard to employment issue”, in the area of regional minimal salary®... According to the
Labour Code, the salaries applied in private and state-own enterprises and international
organisations have been based on the negotiation between the employers and employees,
provided that it is higher than the minimal salary and free labour mobility has been ensured.

To ease the labour mobility, the Law on Social Unemployment Insurance has been issued
since 2008 with a number of by-laws issued after that. The Decree No. 127/2008/ND-CP defines the
types of labour contracts and employments where workers are eligible to unemployment insurance,
the workers' rights on unemployment insurance, the basic eligibility to file for unemployment
insurance benefits, rate and duration of being qualified for unemployment compensation benefit,
contribution to insurance and the provisions on unemployment insurance applied to the workers
during job transfer period. It is clearly that the Law on Socia Unemployment Insurance has
facilitated labour mobility in Vietnam. The indicator measuring the difficulty in labour recruitment
in 2007 has been strongly improved to the one in 2005 (at 18 from 51 in the range of 1-100).%

6.1.1.3. Ownership and Control of the Gover nment over Production Factors

Ownership and control of the government to the key production factors, as the one of the
criteria for being recognised a market economy by the WTO, reflects the level and speed of SOEs
equitisation, improvement of the legal framework towards ensuring and protecting private land use
right, land ownership and property. The efforts made by Vietnam to be recognised as a market
economy by the WTO have contributed to improvement of the legal framework on land and
property ownership.

The Law on amending and supplementing some articles of the Law on Intellectual Property
rights 2009 has added a new administrative punishment form to intellectual property violation,
which imposed damages to authors and property owners. To meet the standards concerning the
trade-related aspects of intellectual property rights (TRIPS agreement), the MOST has cooperated
with other agencies in revising and improving the legal framework on intellectual property rights.'®

% Circular No. 39/2009/TT-BLDTBXH issued on 18" November 2009.

% Decree No. 28/2010/ND-CP issued on 25" March 2010, Decree No. 107/2010/ND-CP issued on 29" October 2010,
Decree No. 108/2010/ND-CP issued on 29" October 2010.

% Source: World Bank and |FC (20064, 2008).

1% The draft Decrees have been prepared, including the draft Decree amending some articles of the Decree No.
103/2006/ND-CP Guiding implementation of the Law on property rights in industry property area and draft Decrees
have been prepared, including the draft decree amending some articles of the Decree No. 105/2006/ND-CP Guiding
implementation of the Law on property rightsin property rights protection and state management.
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According to the IFC the investors protection index has been 2.7 for al three years, 2007-2009,
significantly increased compared to the one in 2006 (2.0). The time for intellectual property rights
registration has been reduced from 67 daysin 2006, 2007 to 57 days in 2008, 2009.'%

The concept of the people’ right on land defined in the Land Law may lead to the poor
clarity in land ownership and various problems in identifying the rights on land, therefore, the
Amended Land Law has been drafting to make the provisions on land ownership and land use rights
more clear to protect the interests of all related stakeholders and the whole society.

6.1.2. Control over Resources Allocation and Pricing by the Gover nment

Since joining the WTO, to fulfil the commitments to be a market economy, Vietnam has
made big efforts to reduce the control over resources alocation and pricing by the government. The
state management has been delegated and decentralised strongly to give a chance to people at
grassroots level to participate in public resources alocation at local level. These delegation and
decentralisation policies have been reflected in most of the newly issued or amended laws, decrees,
decisions, like the Law on State Budget 2002.%2

Market-based pricing principle has been gradually applied to many types of public goods and
services, like electricity, coal, water supply, petrol. To reduce the government’s interventions into
business activities, the banking interest rates have become floating since 14™ April 2010.

To strengthen the role of monetary policies in state management, the Law on State Bank of
Vietnam has been being amended to be submitted to the National Assembly by the end of 2010. The
intended amendment includes the provisions on basic floating interest rate and market- based
interest rate setting. The SBV will define and declare the refinancing interest and other regulated
interests to run monetary policies. The draft Law on State Bank of Vietnam defines more clearly the
responsibilities and mandates of the National Assembly, the Government and SBV in implementing
the national monetary policies. The National Assembly will decide the indicative inflation rate and
orientations for annual monetary policies. SBV will propose the inflation rate projections to submit
to the government for submitting to the National Assembly for approval of the annual national
monetary policy governing objectives and policy choices.

101 |FC, Doing businessin Vietnam, 2008, 2009, 2010 and Doing business 2006, 2007.

102 ] aw on State Budget 2002, Law on Enterprises 2005, Common Investment Law 2005, Law on Procurement, Land
Law 2003, Law on Construction.
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6.1.3. Remaining Problems

6.1.3.1. Quality of Some Legal Documents

Despite the big efforts given by the government to new issuance and amendment of the
current legal documents, the quality of some documents has been still not high, requiring regular
amendment. According to the evaluation of some international organisation, the regulatory quality
index has not been high. According to the World Bank Institute this index has been declined from -
0.49 (in 2004) to -0.57 (2005) and -0.58 (2006). However, it has been significantly improved in
2007 (-0.43), but again deteriorated in 2008 (-0.53).1%

Many legal documents have not been comprehensive, unclear, which have created many
problems to enforcement; some legal documents have suffered too many amendments for a short
period, making lots of difficulties to law implementers. For example, for only four years (2006 to
2009), the decree, guiding the implementation of the Law on Procurement, has been amended three
times. The threshold for single source procurement has been raised from 1 billion VND (according
to the Decree No. 58/2008/ND-CP) to 5 billion VND (Decree No. 85/2009/ND-CP).

The Decree No. 139/2007/ND-CP, guiding the implementation of the Law on Enterprises
2005, has helped addressing many obstacles and improving the transparency in business
environment, but still suffered lots of constraints, therefore, this decree has been in the process of
revising for further amendment. The Law on Securities has shown many problems only three years
after effectiveness.

Some lega documents are quite general, causing inconsistent understanding and
interpretation of laws, which may lead to arbitrary application of laws with low accountability.
Sometimes, the poor clarity in laws has been the reason for corruption, taking the leaks of the legal
framework for private interests.

Many legal documents have not been relevant to the fast changing practical environment
despite regular revision and amendment, like the regulation on minimal salary. In public
administration agencies, public services delivering institutions and SOEs, salaries have still been
based on the salary scales defined by the government, which has not been adaptable to the market
changes. The salary of the government civil servants and government officials has been slowly
updated to the practica environment and dependent strongly on the available resources from the
state budget. In addition to that, the minimal salary has not been given necessarily adequate
flexibility. The gaps between the salaries in public and private sectors have been high. The low
salary in public sector has sometimes led clients to a merry dance or corruption by government
officials and civil servants. Another negative impact of that is brain drain from public to private
sector.

103 Source: Kaufman et al (2009).
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Some areas have been regulated by many different legal documents at the same time, causing
difficulties to the laws implementers and effectiveness. This problem has been suffered in contract
area. Along with the Civil Code 2005 (for civil contracts), and Ordinance on Economic contracts
1989 (for economic contracts), the existence of many other laws/decrees, like Marine Law, Trade
Law, Law on credit institutions, Law on Insurance Business, Law on Aviation..., have concerned the
contract area at the same time, causing the different understanding and interpretation in applying
laws, creating risks to entrepreneurs,*®

One of the key reasons to the problems in regulatory quality is limited capacity of the policy
makers and laws drafters. Another reason is lack of wide public consultation on the drafts. Although
the Law on Issuing legal documents 2008 requires the disclosure of the draft to publics for wide
consultation at least 60 days before sending to the competent appraising agencies, however, this
requirement has been fulfilled adequately by the drafting agencies for limited number of laws,
ordinances, and decrees legal with publics.

Moreover, the disclosing legal document drafts to the public was often made when the draft
was finished, but not after introducing the law idea to get public consultation on the law concepts (to
agree on the necessity for issuance, key directions for drafting and assessment of regulatory impacts
which can be imposed on the society by the proposed legal documents). Therefore, the negative
comments (objecting the issuance of the proposed legal documents) from the public can be too late
the stop drafting those legal documents, causing wastes of time and human and financial resources,
spent to the drafts. The disclosure of drafts to publics has been done even sometimes with big
delays, so that the public have too short time for study and making comments and the responses
from publics to the drafts may be ignored because they come after the deadline.

6.1.3.2. Divestiture of Sate Ownership

The SOEs equitisation process has been slower than required. After many years of
equitisation, by the end of 2009 only 3,800 state-owned corporations and their units have been
transformed into shareholding companies and 300 SOEs into one-member limited liability
companies.'®

According to the Law on Enterprises 2005, by the 1% July 2010, all SOEs must be
transformed into shareholding or one-member limited liability companies. This task is quite
difficult. There have been still hot discussions on what types of management should be applied to
state-owned groups of businesses, athough the Decree No. 101/2009/ND-CP on piloting

10% Source: Nguyen Am Hieu (1999).
195 source: ATP Vietnam (2009a).
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establishment, organisation, operations and management of state- owned groups of businesses has
been issued in November 2009, five years after piloting.

6.1.3.3. Government Control over Resources Allocation and Pricing

To ensure good market functioning, the measures to reduce monopoly and market capturing
should be introduced. At present, the government has not paid adequate attention to controlling the
pricing based on privileges and monopoly status by businesses.

6.2. Regulatory Executing Agencies

6.2.1. Positivelmpacts

To ensure the socio-economic development policies, reflected in legal documents,
enforceable in practice, the enforcement structures should be continuously improved. After joining
WTO, the government has required the national and local agencies to revise their state management
functions and mandates'® to improve the state management performance to meet the requirements
raised from the international integration and economic reform. During the period 2007-2008, the
functions and mandates of all ministries and other government agencies at both national and local
levels have been revised and amended towards stronger decentralisation and higher accountability.
The functions of the government and public administration agencies at all levels have been changed
from direct interventions into indirect management, using laws and macroeconomic instruments.
Many ministries and government agencies have been merged, reducing the number of the
government agencies from 38 to 30 (18 ministries, 4 ministerial agencies and 8 agencies belonging
to the government).

The public administration reform for 2007, 2008 has been done with separation of
administrative functions of state management agencies and business administration functions of
SOEs to reduce the unnecessary interventions done by the government agencies, which are not
relevant to corporate governance and may cause negative impacts on the society. After separation
the public service delivery functions out from ministries and government agencies, some new
ingtitutions have been established to take the responsibilities for regulating the price and quality
contral... in public service delivery areas.

106 Decree No. 178/2007/ND-CP dated 3" December 2007 Stipulating functions, obligations, rights and organizational
structure of ministries and line agencies; Decree No. 13/2008/ND-CP dated 4™ February 2008 Sipulation
organisational structure of functional agencies under the Provincial People Committee, and Decree No. 14/2008/ND-
CP dated 4™ February 2008 Sipulation organisational structure of functional agencies under the District People
Committee.
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Because business administration functions have been separated from state management
functions, ministries and government agencies have no longer had the functions of managing the
state assets and business operation of the SOES under their management. Instead of it, the General
Corporation of State capital investment and business (SCIC) has been established with the functions
of overseeing the performance of all enterprises and state general corporations, who use state
resources and public investment.

Justice reform plays extremely important role in improving governance effectiveness and
rule of laws, protecting the legal interests of the people and the State. For the past time, the structure
of courts, people procuracy, investigators, case hearing institutions, justice aids has been amended
for improvement. Some economic, labour, administrative courts as the subsidiaries of the Supreme
People Court and provincial courts have been established to ensure professional, strict and fair
hearing. According to the Strategy for Justice Reform to 2020, the functions of courts have strongly
delegated and the independent competence- based establishment of courts, which are dependent on
administrative system of the government to improve the accountability of court system.

6.2.2. Remaining Problems

Despite of the progress in legal framework and laws enforcement organisational structures
improvement in Vietnam, regulatory enforcement has not been improved much. According to the
World Bank Ingtitute, the rule of laws index of Vietnam has been very low and increased from -0.53
in 2004, to -0.51 in 2005 and -0.41 in 2006. However, it has been reduced to -0.50 in 2007 and
improved significantly in 2008, but has not been recovered to the level of 2006 (-0.43)""".

There have been some reasons causing this problem. Firstly, the law information and
communication has not been done widely, the punishing instruments have been in shortage, or if
yes, still too weak to give motivations for law enforcement. The accountability has not been high.

Too general provisions in some legal documents have also imposed negative impacts on
transparency and equality in state management. According to the World Bank Institute,
accountability index of Vietnam has been low and continuously declined for 2004-2008 period,
from -1.31 (2004) to -1.43 (2005), - 1.58 (2006), -1.61 (2007) and -1.62 (2008).1%®

Usually, the generadisation in laws has led to the needs for issuance of under- law lega
documents by the government and ministries/agencies. These by-laws have been issued with delays
and poor coordination, causing inconsistencies or overlaps with some other laws and legal
documents, which has imposed very negative impacts on laws enforcement. The rights for business

197 source; Kaufman et al (2009).
198 Source: Kaufman et al (2009).

115



freedom may suffer limitation because of inconsistency between the local regulation and the
nationa one. The existence of many unnecessary “daughter permits’ set by many
ministries/agencies/localities to businesses has shown the partial interests, giving high priority to
private interests when drafting and issuing some legal documents.

Legal information has not been disseminated precisely, on time, and updated. No any
physical and gpiritual incentive/punishment has been applied to good/wrong and
comprehensive/inadequate information provision to mobilise the participation of all economic
sectors in |EC on legal framework. Law propaganda and dissemination has been done ineffectively
and without effective consulting and legal service support system to help protecting the legal
interests and rights of citizen, organisations and enterprises.

Because of low effective IEC on lega framework, many people have not understood
precisely and sufficiently about the role and implications of laws in regulation of socio- economic
transactions. Even many civil servants have not had adequate understanding about the role and
implications of laws, so they have not high attention to law study and using legal advice and
consultancy in their works.

Weak courts system of Vietnam has been also the one of the key reasons to low rule of laws.
Conflicts settlement and court and arbitrator verdict enforcement in Vietnam has been considered
low by Vietnamese enterprises, which is better than infrastructure and property right protection
indexes only’®. To foreign investors, this area is even worst, with the comments from 90 percent of
the foreign investors responding to the business survey 2009. The proposal on competence-based
establishment of court system which is independent from the public administrative system as
proposed in the Justice reform strategy to 2020 has been still suffered obstacles from the needs for a
comprehensive reform of the whole state management structures.

There have been many difficulties for improving rule of laws in Vietnam because of the
shortage of qualified lawyers and judges. Moreover, in many cases of economic conflict settlement
the law ruling and enforcing procedures have been new, which have not been piloted or have not
existed before, causing difficultiesin projecting the results.

Although the trade and business development policies have been changed towards more
liberalisation and removing discrimination between state and non-state sectors, in practice, there
have been still many trade barriers to domestic private and FDI enterprises. The barriers in custom
procedures, banking credit and administrative procedures... have made difficulties to ensure fair
business environment. The legal framework on land and secured transactions, suffered problems the
most, have created more difficulties to domestic and foreign enterprises to get mortgage loans from
commercia banks.

109 Bysiness forum 2009, p 5.
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Poor rule of laws has been aso resulted from the problems in corruption control. According
to IFC, the corruption index of Vietnam has been very low to the one of other countries and the
improvement in 2008 (-0.76) and 2007 (-0.68) has been low to the year before joining WTO (in
2006 it is-0.76).

6.3. Law Enforcement Arrangements

6.3.1. Positive Impacts

The joining WTO has imposed big impacts on the legal framework improvement to be more
relevant to a market economy. The law enforcement has also been raised somehow.™® The most
noticeable improvements in law enforcement have been resulted from the Program 30 on
simplification of administrative procedures for the period 2007-2012.**! In the gradually improved
legal framework, the efforts on simplification of administrative procedures have helped to improve
the performance of public administrative agencies, reducing time and costs to enterprises and citizen
in accessing to public administrative services, preventing bureaucraticism, harassment and
corruption by government officials. The target set by the Program 30 is to reduce the administrative
procedures in business cycle by 30 percent. For the first phase, more than 1,000 administrative
procedures have been removed. The second phase will focus on taxation, custom, labour and
business registration areas. About 54 percent of the enterprises responded in the 2009 business
survey organised by the Business Forum Secretariat has confirmed the improvement in
administrative procedures.**2

6.3.2. Remaining Problems

Despite the big efforts made in simplifying administrative procedures for the 2007-2009
period, number of procedures and time for business entry has stayed unchanged at the levels of 11
procedures and 50 days for the past three years: 2007, 2008, 2009'3. In the 2009 business survey
organised by the Business Forum Secretariat the efficiency of administrative service delivery has
been also considered the one of five areas with lowest scores (2,09 scores).

10 92 percent of the enterprises responded in the 2009 business survey organised by the Business Forum Secretariat has
confirmed the improvement in the areas of ruling of laws;

1 Decision No. 30/QD-TTg isued on 10" January 2007 on Approval of the administrative procedures simplification for
the period 2007-2010.

12 spurce: Report of the Business Forum 2009.
113 Source: World Bank and | FC (2008, 2009, 2010).
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PART THREE

OVERALL ASSESSMENTSAND RECOMMENDATIONS

1. OVERALL ASSESSMENTS

Vietnam’'s international economic integration process in the past three years is not long
enough to fully assess the impacts of international economic integration on every aspect. Moreover,
only a short time after Vietham’'s accession to the WTO, the world economy experienced a
downturn, which has made Vietnam’ s devel opment opportunities fal se appearances.

However, the facts after three year accessing the WTO is a clear manifestation of the
comments and conclusion in the Decree number 08-NQ/TW of the X Session of the 4™ Central Party
Meeting on “A number of key vision and policy for a sustainable and fast economic development
when Vietnam is a member of the WTO” in line with the Government’s Decree No. 16/2007/NQ-
CP.

1.1. Main Achievements

Basicaly, the integration process and WTO accession has brought about outcomes as
expected by the Government and many economic researchers. This process has realised many
opportunities specified in the Decree number 08-NQ/TW. The most important impacts of the
international economic integration after three year WTO accession includes enhancement of
credibility to Vietnam’s economic development prospectus, promote economic development;
expand market; increase exports;, FDI attraction; effective improvement of resources alocation;
exploration of huge potentials of the country; economic growth, job creation, income increase,
poverty alleviation; improvement of competitiveness, management skills of some organisation have
been upgraded; market economic institution continues to be improved; consumers have diversified
choice in terms of high quality, highly competitive goods and services; better access to input
material sources for domestic businesses.

Certainly, the practical change of these variables may be different compared with the
forecast due to the complex impacts of both the internal and external dynamics of the economy.
Developments of a number of macro economic indicators have even exceeded the forecast or not yet
foreseen (such as import turn-over increase rate; scale of direct and indirect capital flow to Vietnam;
the outburst of financial and banking activities, etc...).
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1.2 Main Challenges

Joining WTO showed clearer restriction and weak points on immanent structure of economy.
Those are weak points on growth quality, economic structure shift, institution capacity, human
resources quality, infrastructure capacity. Growth quality has not been high, most depends on
investment, and low effect puts pressure on State budget and threatens stability of macroeconomics.
Signa for investment has been incorrect due to protection, real estate ‘bubble and extreme
appreciation of Securities market (end of 2006-2007). One problem which is able to pay attention is
economy in recent years, consumption increases faster than increasing rate of GDP, therefore,
domestic saving rate in comparison with GDP stops short, even there are reduction trend. Economy
has to depend more on external capital and has not been selected suitably at any time. State
investment has made up big density while investment effect has not been improved considerably.
Economic structure shift has been slow and has not upheld all comparative advantage.

Slow growth quality and depriving preparation on macroeconomics management field make
economy can be injury when intensify integration. In fixed moderation, we self create difficulties by
long-sighted which can maintain high growing (affectless like this). Instability of macroeconomics
increasing in 2008 and economy growing slow down considerably in 2 years 2008-2009 is a lesson
has to pay a heavy price in managing economy.

With regards to institution capacity: There were zealous evolutions on institution. But this
thing has been the most inadequate. There has had many works have to do to complete legal
framework for suiting for integration commitment and market economy standards. Low role,
meaning of law because must to wait for decree, instruction documents; caused law lacks effect,
deployment of implementation is slow and easy for contradiction. There has been fairly far distance
between fact and requirement on specialisation, obviousness and explanation capacity of the state
system while motive power system (selection, appreciation, assignment, salary and bonus) for civil
servant has had many deficiencies. Coordination among ministries, branches has not been close,
consistent and timely. Institution for developing production factor market (financial market, land
market and labour market) has been in period of needing basic adjustments. This process happen
complex because displacement on production factor market is very sensitive on society and has
many aspects relating to an important subject in economy which is the SOE sector. Especialy, legal
framework, financial supervisory institution and capital rotation, especially indirect investment has
lacked and has been weak, this problem can cause increasing macroeconomics unstable risk.

With regards to the human resource: The gap of human resource skills is an obstacle to the
active international economic integration process as well as fast, high-quality growth and sustainable
development. Enhancement of human resource quality is related to all socia groups: from the policy
makers, government officials to businesses and labourers in general. At the same time, total
education system, training has shown not to be able to meet the requirements of the modern society.
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Regarding infrastructure capacity: The week infrastructure system has created a lot damages
to the business production activities and social life as well as catching the opportunities that the
international economic integration could bring about. The necessary resource for infrastructure
development is significant. In order to have the best choice with minimum opportunity cost, a long-
term vision, highly intellectual master plan and effective Public — Private Partnership (PPP) isto be
counted in mobilising various resources.

Weak points on institution, infrastructure and human resources, especialy in rura areas have
restricted to implement investment capital and ability of receiving capital, especialy FDI. These are
three ‘bottlenecks' that obstruct rapid and sustainable national development, preventing realisation
of new opportunities.

Competitiveness ability in all three grades of nation, enterprise and product has been weak
due to factors in both inherence of enterprise and business, services and supporting industry
environment. Essentially industry has been preliminary treatment, processing with low VA and most
has depended on import input. In spite of financial market, banking activities and real estate market
are rather eventful, it is transform little into real economy. In 2007-2009, finance, banking and
insurance sectors were small, made up less than 2.0 percent GDP. Labouring capacity in agriculture
has been very low due to many reasons, in which, the most important reason that is labour has not
moved to industry and services though beginning appearance of lacking labour of average skill in
these trades; agriculture has depended on extensive farming and crop plants, domestic animals with
low VA. Export has not salvaged all new opportunities it has been restricted by disadvantages of
economic immanent structure, so species is poor, low for changing, missing breakthrough, mostly
depending on raw goods; so it is easy for being hurt in front of displacement from outside like
shocks of price or new trade barriers. Basically processing industry has had nature of assembly,
processing with low VA.

1.3. Main Reasons

There are reasons explaining for not taking best opportunities, not overcoming challenges
posed by international economic integration. Vietnam has not been pro-active in progressing
international economic integration and have not estimated all complex effects of international
economic integration. Action Plan of the Government has not combined into campaign and
economy — society development plan, so it has had nature of formalism, has not had full resources
and institution for enforcing, supervising. There has not been united leading body which has full
right and task for directing all operation of international economic integration. Regulating among
ministries and trades has not been close, united, suitable, flexible and opportune; there have been
many inadequacies, confusion, some time there has not been effect. Therefore, activities of
international economic integration have not associated and completed penetration among phases of
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selecting partner, domestic negotiating and consulting, enforcing the commitment, domestic
reforming accompanying with following, appropriating, adjusting the policy.

In each phase of international economic integration process, there have been many
shortcomings and inadequacies. The first, selecting integration partner has not based on clear and
specific norm according to prior sequence relating to politics, economy, society and environment.

The second, content of negotiating activities on international economic integration has not
based on appropriating effect which can occur to select the optimal method; has not carried out
deeply and widely to consult related objects as enterprise, researcher and people about problems
relating to them.

The third, integration schedule has not been prepared thoroughly and has not been effective;
with competition of legal framework, we have just only concentrated on adjustment phase to suit for
integration commitment but have not created condition to salvage new opportunities as well as there
have not been comprehensive support methods to reduce risk and passive effects. In cases, we have
been ahead of schedule or have cut down less than even commitment; while a part of manufacturers
and enterprises have not been opportune for preparing, adjusting and adapting, so they would have
been disadvantageous. It has not salvaged WTO terms to protect domestic weak productions, while
still continuing face antidumping lawsuits and support. Bodies, organisations and direct related
persons have not understood deeply about WTO commitments. Popularising commitments and
effects of agreements of free trade area has been limited.

Internal reformations have been forced, have not been unify and gone ahead to create
condition for people and enterprises to prepare. There have been many works which have not done
to create express and advantageous environment for business and production. Some problems
relating to fiscal, currency, exchange rate policy, trade policy and combination among these policies
has not been settled consistently and absolutely. Warning risk of macroeconomics insecurity due to
shortcoming piled up in public investment, finance supervision and inflation treatment in previous
years has not been paid attention seriously. Risk signals have been covered by rapid growth period
till 2007.

Enterprises have not been aware of all passive effects of international economic integration,
have not salvaged the time before reducing protection measures to improve competition ability,
reduce unexpected effects. They have not exploited al opportunities for investment, approaching
advanced technology, expanding and approaching export market.

The forth, despite periodic supervising and appropriating international economic integration
process have been deployed, it has not been paid attention suitably of ministries and trades, in cases

it has had nature of formalism. Petitions of appropriation reports have not been used in adjusting
policy to receive better effect.
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2. SOME LESSONSLEARNT

The actual development of the country during the period from 2007-2009 has |eft remarkable
milestones and drawn a number of important |essons.

Firstly, the combination of integration commitments, its advantages and WTO accession to
promote the establishment, and refinement of the socialist — oriented market economy status is the
most important element to create trust and development potentials and Vietnam's economic reform,
which contributes to enhance internal strength and investment (especially FDI), to develop business,
expand foreign market and better explore the domestic market.

In fact, shift in economic institution has greatly contributed to in-depth and effective
integration to the regional and world economy. The supplementary relation between Reform,
especially in terms of economic institution, and the accession and implementation of WTO
commitments has become tightened. Thanks to that, the position on the world arenais significantly
enhanced. Thisis the vivid manifestation for the active and positive integration viewpoint is assured
by practical actions on the basis of social consensus.

Economic integration and WTO accession is not only the implementation of commitments
and corresponding ingtitutional reforms. Integration also aims to realise the country’s stand and the
world dynamics, through which the country’s development orientation is identified more properly.
The world has had substantial changes as compared to the 1990s. This is an outstanding progress in
terms of technology, information outburst and increase of trade in goods and services linked with
the easier shifting of production factors (capital, labour), the formation of global and regiona
production network, the emerging role of newly arisen economies, especialy China, India, etc... The
imbalance in terms of finance, trade between centres and development areas of the world happens
more occasionally. Risks and inconsistencies increase. The world has been facing with dot.com
crisis, energy crisis, food crisis, financial crisis even when the first decade of X X1 century is not yet
over. The environmental changes have been creating undetectable impacts for the livelihood of
humans.

The current financial crisisisthe crisisin terms of financia institution and structure, both in
terms of economic relations between monetary economy (“virtual economy”) and real economy, and
this has never been previously. The main reason lies in the abundant settlement due to global macro
economic instabilities and “financial innovations” with the new attractive tools in the context of
freer capital mobility. However, the national financial surveillance islimited and thereis till lack of
global surveillance.™*

14 Macro economic imbalance and global settlement abundance is due to large surplus experienced by many East Asia
and exporters of gas, while the U.S. experiences serious trade and budget deficit. An examle of “financial innovation” is
the equitisation to shares the real estate mortage lending, while a large proportion is “subprime” lending, together with
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The financia crisis has seriously put forward a consideration and development theory of the
financial market linked with globalisation and ‘financia creation”. On that basis, there will be
comprehensive reforms of the legal framework, surveillance mechanism and risk management
standards for the financial system, both at national, regional and global level. More specifically, the
financial crisis and newly arisen issues from a changing world requires that each country and the
world in general should have proper vision for a new development model. At least, this model must
take into account: (1) the traditional relation among the Government — market — society; (2) linkage
at national — regional — global level; (3) the relativity between “visual” and actual economics; and
(4) the interference of relations and such in relation with new global issues such as crisis risk,
climate change and non-traditional security (Figure 10).

Figure 10: Dimensions/Conceptual Aspects about a New Development M odel

I ssues Sw giao thoa
Real economy — “virtual” economy
Climate change & environment (monetary and dot.com)
Energy crisis —_— l 1
Food crisis Government — Market — Civil society
Financial crisis — 1 1
Non-traditional security Nation — Region - Global

Secondly, the comparative advantage (non-dynamic) of the country is best expressed upon
deep integration. More importantly, the dynamic comparative advantage is only present thanks to
competition, utilisation of economies of scale and FDI on the basis of recovering weaknesses in
ingtitution, infrastructure, human resource and proper bilateral, regional and global connectivity.

Vietnam has many competitive products based on the non-dynamic comparative advantage.
Though there are no sharp increase, exports of many agricultural produce and high labour intensive
processing industry (such as textile) actually have opportunity for strong growth. A number of
products with higher added value also have better positionsin Vietnam'’s exports.

derivatives. Subprime lending isa common lending mode, especialy in the U.S. According to the booklet issued by U.S.
Treasury in 2001: “The subprime borrowers usually possess a weak credit history such as overdue payment and serious
issues as court sue and bankruptcy. They have low settlement ability when credit indicators, loan over income ratio or
other indicators are considered, etc.... “. Thereis no official document regulating in detailed about subprime borrowers.
However, in the U.S., mgjority of the borrowers have credit indicator lower than 620, which accounts for 25 percent of
the U.S. population.
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This lesson bears policy meaning and deep business management. The strategy of the
country and businesses is the combination of best utilisation of “the current”, to promote export of
traditional items with product and market diversification, high competition capacity, which is not
based on price through competition and effective FDI attraction. Only by that means, we will
gradually participate effectively in the value chain and regional production (East Asia) and global
network.

Aside from domestic restructure, addressing the “bottle necks’, the strategy much depends
on the implementation of WTO accession commitments, regional connectivity level, policy and
relation with big partners, wherein WTO commitments will be the basis for regiona and bilateral
relations.

Implementation of WTO accession commitments is not only the “obligation”. More
importantly, it is the implementation of the core principles to ensure that the economy operates
effectively and establishes international credibility and business community and investors. With the
wide scope of regulation (basic principles, trade in goods, services, supplementary agreements,
etc...), WTO is also the basis and starting point for continuing liberalisation, regional and bilateral
linkage at a higher level.

The close trade and investment relation with East Asia (and APEC economies) and the
establishment of production network in East Asia as well as recently significant regional changes
have showed the importance of integration. At the same time, for East Asia linkage, the
implementation of the objective to establish ASEAN Economic Community in 2015 as the “pillar”
for East Asialinkage and other linkages should be placed much attention.

Aside from that, it should be acknowledged that the long-term development and the
industrialisation process of Vietnam will not attain successes if bilateral relations with key partners
(such as the EU, US, Russia, Japan, China and India). The partners’ relationship is diversified, and
can overpass the economic, trade, investment and technology transfer framework. The world
developments have been facilitating our country in providing commitments and benefits sharing in
different aspects with many regions and developing countries.

However, the signing of bilateral FTA agreements between Vietnam and other countries in
the coming time should be seriously considered. Firstly, we do not have many resources in
negotiation and implementation of these agreements. Secondly, FTA agreements basicaly are
protective in nature for the signing parties, as the result, there may arise the risk for trade diversion
and investment, especially in the services sector. Thirdly, the partnership relation is usualy the
change in concession of different parties, while in many cases, what we are committed to is much
more important and meaningful than what we receive. Additionally, if the partnership strategy is
reasonable, through FTAS, we can reserve the preferences for partners who are not necessarily the
best in this aspect. By doing so, we are eliminating the participation of better partners (for example
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in education). Finally, non-participation in FTA does not limit Vietham to have comprehensive
relation as well as investment agreements with big players.

China —ASEAN FTA has created more and more impacts within the region as well as for
Viethnam's economy. Firstly, this FTA has opened the market and investment attraction
opportunities for Vietnam and ASEAN countries. Secondly, it also facilitates other big countries to
promote FTA with ASEAN. However, the competitiveness of Chinese made products is very high
as compared with all exports from Vietnam. As the result, ACFTA has a negative impact on
Vietnam’s exports to a third country as well as within Vietnam. In addition to that, since Vietham is
less attractive than China in terms of market quantity, skills and know-how, there is a risk that
Vietnam could only utilise the non-dynamic comparative advantage, i.e. cheap labour. This is
clearly the disadvantage for Vietnam in the long run.

Therefore, in paralel with ACFTA, Vietnam should have policy to attract multinational
companies and transnationa corporations (TNCs) to Vietham. The presence of “leading’
corporation will attract satellite corporations to Vietnam to develop supplementary industries. TNCs
together with the development of supplementary industries will increase attractiveness and
competitiveness of Vietnam’'s economy. However, this would be difficult to come into reality if
Vietnam does not reform the education and training system in a systematic manner.

Finaly, in the Asia region, the economic connectivity via global production is very close.
ASEAN member countries usually belong to the labour distribution chain of the TNCs mainly from
Japan, Korea, and Chinese Taipel. As a following country with low development level, it will be
very difficult for Vietnam to participate in production stages with highly added values in the global
production network of these TNCs. Moreover, when TNCs have established their production base in
a country, they will have to spend a large amount of sank costs, which hampers them from moving
the plants to other countries such as Vietnam. Therefore, in order to participate in production stages
with highly added values, the attraction of TNCs without production base in Asia region or those
wishing to expand their production networks to Asia region should be paid attention to. The
presence of these TNCs will be subject to competition from TNCs who are already present in Asia.
This will, in turn, facilitate these TNCs to transfer technology to Vietnam to enhance the
competitiveness.

Thirdly, if there is a lack of active preparation and relevant policies, the deeper integration
may go along with macro-economic instabilities and greater social inequality.

WTO accession and greater integration may bring about great advantages for the country.
However, the economy may be vulnerable upon external shocks, especially when there is lack of
policies/measures to actively address these.

In fact, the bad consegquences may be due to the direct or indirect of integration and the
WTO accession (as mentioned in the Decree No. 08-NQ/TW) is not sufficiently accounted for in the
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policy orientation, selection and coordination. These facts have led to an increase in macro-
economic instabilities and financial risks, especialy in the first three quarters of 2008. Since the
fourth quarter of 2008, the economy is faced with negative impact of the financial crisis and global
economic down-turn and investment decline. Behind these figures are low economic growth,
unemployment and job loss.

Groups of socia interests have become more diversified together with rich-poor gap and
inequality in terms of income and property. Group of poor, low skilled are not only subject to the
disadvantages and less accessibility to basic services, but also vulnerable before external and
internal shocks, including shock in terms of policy. They are in need of regular and immediate
support. The labourers have expressed their voice in amore direct and clear manner. The pressure of
social groups onto policies and policy implementation is also different. As a result, policies should
be based on thorough analysis, review and evidence.

Experiences in the past three years show that the formulation and implementation of policies
should take into consideration the following issues:

This process is vulnerable to mistakes if there is a lack of connection with reality.
Information collection, analysis, sharing and market and social response are of importance.

Even a good policy may still have unexpected impacts, especially when there is a need for
stable economy or implementation of supporting policies for certain business production and social
groups. The important thing is that there should be supporting solution to easily vulnerable groups
while over passing monopoly groups.

Macro-economic policies (such as monetary, fiscal, exchange rate) should have close
coordination in terms of “quantity”, implementation timeframe and all micro-economic policies, if
necessary, to avoid market expectations in a negative way. Micro-economic intervention in separate
markets should be carried out in a short time and soon withdrawn (since these are usually the
measures creating distortion to resources alocation).

Effectiveness and efficiency of policy adjustment and change is much subject to two way
information relationship with the market and the public. Information transparency and explanation
ability isthe key to public credibility and socia consensus.

2. SOME RECOMMENDATIONS

Though the economic context in 2010 is much more optimistic than that of early 2009,
Vietnam is still facing with many challenges. Economic recovery prospectus is brighter, however,
should still be monitored for proper response. Many achievements are not yet stable; there are still
many complicated and sensitive issues to be addressed, which require Government’s capacity in
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reforming economic and socia institution as well as enhancing the country’s capacity of
acknowledging and responding.

As mentioned in Decree No. 08-NQ/TW of the Central Party Committee’'s 4" Meeting —
Session X, international economic integration and WTO accession brings about both challenges and
opportunities. The most important thing is to continue the renovation process along side with active
integration — an essential condition for development — to create fast and sustainable development.
With such spirit, the below recommendations focus on 5 key groups of policy.

2.1. Overall Policy Group
2.1.1. Improvement of Implementation of International Integration Policies

It is necessary to develop an international economic integration strategy to guide the
negotiations of free trade agreements and other international integration commitments. Reviewing,
strengthening and refining comprehensively implementation mechanisms and monitoring procedure
of decrees and relevant regulations on international integration (such as Decree No. 08-NQ/TW,
Decree No. 16/2007/NQ-CP). Integrating such guidelines into Socio-economic Development
Strategy 2011-2015 and promptly addressing emerging issues during the international integration
process. These most important issues which should be addressed and identified include
identification of implementation mechanism and impact indicators to be monitored. The conditions
to ensure the implementation, especially financia resources should be clearly regulated. These not
only improve the implementation efficiency but also contribute to the assessment of potential risks
in the implementation process.

Reviewing the current roadmap of internationa integration and carrying out necessary
adjustments to alow industries and businesses which either have potentia but not have enough time
and other resources to build up the competitive capacity or have not competitive advantage to
change their production direction. Developing technical barriers and adopting a system of available
technical barriers to protect domestic producers and consumers.

Mobilise the participation of the private sector, professiona associations and socio-political
associations and people in implementing guidelines of the international integration strategy.

2.1.2. Improvement of Growth Quality

There should be policy measures to improve the growth quality, investment efficiency, to
encourage domestic savings, attract investment from all sources to the infrastructure devel opment.

Complete and implement the Renovation project and push forward the economic structure
shift for the period 2011-2020 to enhance productivity, quality and efficiency of the economy.
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Implement programs on agriculture, rural and farmers devel opment.

2.1.3. Improvement of FDI Policy

In terms of FDI, a number of essential solutions should be implemented in order to improve
the quality of FDI such as. conceptual change, new mindset on FDI attraction and usage: Link the
attraction strategy with monitoring the implementation; propose proper policies to eliminate
unexpected projects and encourage necessary ones, focus on quality (sectors, investment partners,
technology skill, level of using natural resources and scarce resources, two way linkage with
domestic businesses, diversified impacts, environmental friendliness, etc...), hold high socia
responsibility of investors; provide FDI encouraging policy to create jobs, investment to rural areas
and big industrial centres. On that basis, set up reasonable criteria to assess FDI projects and
projects from other sources. The approval of al projects should be based on these criteria.

Enhance investment promotion, especialy foreign investment. Formulate mobilisation
projects to attract investment of multinational corporations, key partners such as EU member states,
the U.S,, Japan, etc.; to promote negotiation of bilateral investment agreements between Vietnam
and key partners. Set up and issue nationa key investment portfolio and call for FDI for period
2011-2015 and the following years. Set up detailed information network on projects.

Formulate outbound investment policy to take on the advantages, partners' relationship and
to expand market.

2.1.4. Continuation of Comprehensive Measures on Maintaining M acroeconomic Stability and
Developing the Financial Market

Continue to implement macro-economic stability policiesin atimely, flexible and reasonable
manner; pay attention to the consistency of monetary policy and fiscal policy as well as effectively
ensure critical macro-economic relationship. Select appropriate development objectives for each
stage based on accurate analysis, forecast and scientific evidence. Decision to renovate the statistic
indicator system in early 2010 is an important step along with timely and scientific analysisin order
to effectively use in the policy making. There should be coordination in terms of proposal,
explanation of policy adjustment and consistent and close implementation of the policies among
authorised agencies.

Trade deficit and Balance of Payments stabilisation should be solved in the direction to
facilitate the development of supporting industries, enhancement of quality of products,
competitiveness of the economy to increase the added values for the exports.

Continue to stabilise the financial system and market. The development of the commercial
bank system and the financial market will be vital for the monetary policy to be effectively
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implemented. In order to do so, financial stability should be maintained. Therefore, with the
financia development and level of openness of the current capital flows, Vietnam should carefully
consider measures to deal with each type of capital follows, especially the short-term flows always
have big changes in terms of direction and scale as there is any signals of the economic development
potentials.

2.2. Sectoral and Business Policy
2.2.1. Continuation of | mprovemnent of Sectoral Competitiveness

There should be programs to enhance competitiveness for al the sectors in the economy,
especially sectors having limited competitiveness. For all the key export sectors, there should be
policies to gradually shift from outsourcing to self producing exports. There should be policies to
increase the added value in all sectors by enhancing human resources, technology, accessing to
better technology, long-term cooperation with key partners in respective sectors, and product
diversification.

2.2.2. Development of Key Industries

There should be development policies for manufacturing industries that Vietham has
potentials and advantages, especialy agricultural products. Paying attention to develop supporting
industries in order to avoid much dependence on the imported materials and shocks caused by
increased material pricesin the world market. Thiswill aso help to build up alarger foreign reserve.
Promoting the development of business services for such sectors (finance, credit, science,
technology) processed agricultural products, having encouraging investment policies into such
sectors.

223 Active Expansion of Market, Enhancement of International L inkages

Through propaganda and information dissemination, Vietnam should encourage domestic
businesses to actively explore the domestic market; make better use of new opportunities from the
international economic integration in order to penetrate and explore the foreign markets. Maximise
linkages with foreign invested enterprises and deeply participate in the regional production network.

2.3. Social Policies

130



2.3.1. Rapid |mprovement of Human Resour ce

Focusing on developing human resources to meet the development requirements, especially
professional training and vocational training with high quality and skills to attract big investment
projects in high technology industries and having high added values. There should be special
policies to promote vocational training for the rural areas with priority given to farmers without land
to push up labour structure shift, as well as to improve their income. Aim to support vocation
training for group of low-skilled labourers; migrated, poor labourers and low-skilled young people.

2.32 Continuation of L abour Market Development

Continue to focus on developing the labour market, especialy the rural area by proactive job
creation policies. Arrange, organise the informa sector to improve job quality in this region;
encourage job creation capacity and decent employment in the FDI and private sector.

2.3.3 Promotion of Hunger Eradication and Poverty Reduction Program

Fasten carrying out targeted programs, projects, policies and regulations to support the
production and stabilise the livelihood of the poor, of people living in the poor area, and in the
disaster-affected areas and minority. Implementing the sustainable poverty eradication programs to
ensure the poor being able to enjoy the outcomes of the economic growth. Reduce the required
contribution from the agricultural producers. Having effective measures to ensure the better
livelihood for those whose land were acquired by the Government.

2.34. Development and Adogption of a Flexible and Effective Social Safety Net

Develop a people-based, flexible, multi-layer and effective social safety net. Diversifying
and developing efficiently social welfare programs for low-income people and negatively impacted
people. Raising the employment security, ensuring the basic human right in the living areas and at
the workplace.

Protecting the vulnerable groups of labourers, especially those who lost their land, migrants,
female labourers, poor, and handicapped people. Facilitate the labourers to access to the socia
safety net.

Improve the effectiveness of buffer fund for labourers who lost the jobs in the state sector.
Have training and re-training policies for labourers who are redundant, labourers who lost land,
and/or lost jobsto re-enter the labour market.
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2.4. Institutional Policies

24.1. Continuation of Improving the Legal Framework to Implement [nternational
Integration Commitments

Continue to formulate, refine the lega and policy framework to fully implement
international commitments in line with the proposed road map. In revising, supplementing current
legal documents, Vietnam should ensure consistency, efficiency to maintain investment
environment for current businesses and new investors.

Regularly, timely revise, adjust and eliminate irrelevant regulations to the internationa
commitments in order to fully implement obligations in bilateral, regional and multilateral treaties
that Vietnam is a member of; at the same time, consider deregulation of investment and business
conditionsin certain sectors which Vietnam has no opening commitments or commits at higher level
than current legal regulations but are necessary for development and compatible with Vietnam’s
future investment strategy (such as education and training, etc...)

Closely monitor the promulgation and application of licenses and business conditions. In
some cases, application of investment and business condition for severa sectors that are not
beneficial for the country’s development, such as exploration sectors using rare natural resources,
real estate business, polluted sectors, etc... in order to meet the objectives and development
orientation. However, the application should be based up the reasonable, objective and fair causes
which are compatible with international commitments in investment.

2.4.2 Continuation of Developing Markets, Creating Favourable Business Environment

Continue to refine the ingtitution to develop factor market, create favourable business
environment. Continue to refine the legal system, especially legal framework on asset and land
property.

Fasten administrative reform and improve the legal framework. Enhance transparency of the
legal system, policy, planning, development strategy of each sector, industries, products and
markets. Increase the coordination among relevant Ministries and agencies. Enhance capacity and
professionalism of the Government. Enhance the responsibility of the leaders as well as officials by
way of strengthening the auditing, monitoring, assessing mechanism within the Government
agencies.

2.4.3. Continuation of Improving L aw Making Process

Continue to refine the legal promulgating process. Having regular and periodical programs
and plans for reviewing regulations and laws. Establish research agencies to draft the legal
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framework. Improve the quality of participation of people into policy making and legal documents
by having public consultation with relevant parties from the policy formulation stage in order to
have consensus and basic policy concepts. If the policy concepts are not agreed on, the drafting
should be stopped. This will help avoid waste of resources for drafting and the situation wherein
draft law is not promulgated due to lack of consensus or promulgated but has no positive impacts for
the socia development.

Quality and effective implementation of the legal documents should be enhanced. Improve
the lega penalty scheme and administrative penalty applied for violations. Attention should be
further paid to monitoring the policy implementation. Regulation monitoring and assessment system
should be strengthened by clearly identifying responsibilities of monitoring and assessing in
different aspects for different agencies. Measures for the implementation of such regulations should
also be clarified. Regulation and law dissemination for the public and government agencies should
be improved.

2.5. Other Policies

Transparency of information, especially those for policy analysis and businesses to make
their business plans should be enhanced. This will help people to attain accurate assessment on
macro-economic context. Information exchange and usage mechanism should be regulated in order
to improve further coordination among government agencies.

Establish reviewing mechanism with the responsibility of: forecasting analysis;, policy
study/research; accept feedback, cost and benefit analysis of big projects; policy impact assessment,
etc... The principle of policy reviewing agency/mechanism is (i) to be independent in their
assessments; (ii) to have overal vision about the economy; (iii) and to ensure a transparent
consultation process. In the current context, a new policy reviewing organisation under the
Government or the Prime Minister could be established. Or, this can be done by enhancing the role,
function and coordination in policy review for current institution and research organisation of the
Government and the Party.

Enhance reviewing and assessing the integration commitments; timely realise difficulties,
obstacles in implementing and proposing appropriate measures.

Enhance policy analysis capacity and forecast for Ministries, agencies and adopt this
capacity in further policy consultation.
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APPENDIX 2: REVIEW OF IMPLEMENTATION OF WTO ACCESSION
COMMITMENTSFOR SERVICE SECTOR

Table AP2.1. Review of Implementation of WTO Commitment for Distribution

Service
WTO commitment Legal documentsissued
after accession
Productsto | Foreign-invested companies engaging in distribution | No gap in implementation
beallowed | services are not permitted to distribute some products
todistribute | in Vietham. These products are divided into two | Decree No. 23/2007/ND-
groups. products not permitted for long term; and | CP dated 12" February
products not permitted for 2007; Circular No.
The former group includes Cigarettes and cigars, | 09/2007/TT-BTM dated
books, newspapers and magazines, video records on 17" Jul 2007; Decision
whatever medium, precious metas and stones, | No. 10/2007/QD-BTM
pharmaceutical  products and drugs, explosives, | dated 21% May 2007.
processed oil and crude oil, rice, cane and beet sugar.
The latter includes cement and cement clinkers; tyres
(excluding tyres of airplanes); papers; tractors; motor
vehicles; cars and motorcycles; iron and stedl;
audiovisual devices; wines and spirits; and fertilizers.
However, after 2010, thislist of products will be
removed and foreign-invested companies will be
allowed to distribute all products made in Vietham
and imported into Vietnam (except products not
permitted for long term).
Online Vietnam does not allow online sales or sales via any
distribution | other e-commerce form, except for individual needs or
and other e- | e-commerce of legal software for individual needs and
commerce | for commercia purpose.
forms
(Mode 1)
Foreign Foreign service providers are allowed to set up ajoint | No gap in implementation
capital venture with capital contribution not exceeding 49% | Decree No. 23/2007/ND-

contribution

right after accession in 2007. As of 1% January 2008,
the 49% capital limitation shall be abolished. As of 1%
January 2009, 100% foreign invested enterprises are
alowed.

CP dated 12" February
2007; Circular No.
09/2007/TT-BTM dated
17" Jul 2007; Decision
No. 10/2007/QD-BTM
dated 21% May 2007.

Economic
Needs Test
(ENT)

The establishment of outlets for retail services
(beyond the first one) by foreign service providers
shall be allowed on the basis of an Economic Needs
Test (ENT). Approval criteriainclude, but not limited
to, anumber of service providers operating in acertain
geographical area, stability of market and
geographical scope.

No gap in implementation
Decree No. 23/2007/Nb-
CP dated 12 February
2007; Circular No.
09/2007/TT-BTM dated
17" Jul 2007; Decision
No. 10/2007/QD-BTM
dated 21% May 2007.

Source: Overview by authors based on information from NCIEC (2006b).
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Table AP2.2: Review of Implementation of WTO Commitment for Banking Services

WTO commitment Legal documentsissued after accession
Com- | Foreign credit institutions are only Decree No. 22/2006/NB-CP: Article 3 on
mer- permitted to establish commercial organisation form: no gap in implementation.
cia presencein Vietnam in the following Circular N0.03/2007/TT-NHNN: Article 53 on
pre- forms: proportion, form of contribution to chartered
sence | representative office, branch of foreign | capital.
commercia bank, commercial joint
venture bank with foreign capital
contribution not exceeding 50% of
chartered capital, and, beginning on
1% Apr 2007, 100% foreign-owned
banks are permitted.
Condi- | (&) The conditionsfor the Decree No. 22/2006/ND-CP: Article 8, items 2
tion establishment of abranch of aforeign | and 3 on conditions for establishment: no gap
for commercia bank in Vietnam: The in implementation.
estab- | parent bank hastotal assets of more Circular No. 03/2007/TT-NHNN: Article 5 on
lish- than 20 billion USD at the end of the | conditions for establishment: no gap in
ment | year prior to application. implementation.
(b) The conditions for the According to this Circular, in order to get a
establishment of ajoint venture bank license to establish 100% foreign invested
or a100% foreign-owned bank: The bank, foreign banks need to meet quite strict
parent bank has total assets of more requirements, among which the prerequisiteis
than 10 billion USD at the end of the | that the state bank (or supervising body) of the
year prior to application. country of origin need to commit on
cooperation of managing, supervising
operation and exchanging information with the
State Bank of Vietnam (Article5, item 5.1,
point d).
Limi- | During five years from the date of The State Bank of Vietnam issued Note No.
tation | accession, Vietnam may limit theright | 12210/NHNN-CNH dated on 07/02/2007 for
of of aforeign bank branch to accept branches of foreign banksin Vietnam on
depo- | depositsin Vietnamese Dong from acceptance of depositsin Vietnamese Dong.
sit Vietnamese natural persons with According to this Note, branches of foreign
accep- | which the bank does not have acredit | banksin Vietnam are allowed t to accept
tance | relationship to aratio of the branch's depositsin Viethamese Dong from Viethamese
paid-in capital. natural persons with which the bank does not
have a credit relationship to aratio of the
branch's paid-in capital according to the
schedule below:
- 1% January 2007: 650% of legal paid-in
capital;
- 1% January 2008: 800% of legal paid-in
capital;
- 1% January 2009: 900% of legal paid-in
capital;
- 1% January 2010: 1,000% of legal-paid-in
capital;
- 1% January 2011: Full national treatment.
Room | Share’s acquisition: Decree No. 69/2007/ND-CP: Article 4 on
for (ii) For capital contribution in the form | principle of share’s acquisition by foreign
sha- of buying share, total of sharesheld by | investors: no gap in implementation.
re’s foreign natural persons and legal Circular No. 07/2007/TT-NHNN dated 29"
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acqui-
sition

entitiesin a Viethamese joint stock
commercia bank does not exceed 30%
its chartered capital, except otherwise
regulated by Viethamese law or a
Vietnamese authorised agency.

November 2007 guiding implementation of
Decree No. 69

Source: Overview by authors based on information from NCIEC (2006b).

Table AP2.3: Review of Implementation of WTO Commitments for Securities

Services
WTO commitment Legal documents issued after accession
Foreign capital | Upon accession, foreign securities | No gap in implementation

contribution

service suppliers shall be
permitted to establish
representative offices and joint
ventures with Vietnamese
partnersin which foreign capital
contribution not exceeding 49%.
After 5 years from the date of
accession, securities service
suppliers with 100% foreign-
invested capital shall be
permitted.
For services from C(i) to C(l),
after 5 years from the date of
accession, branches of foreign
securities services suppliers shall
be permitted.

Decision 55/2009/QD-TTg dated
15/4/2009 on room for foreign investors
participation in Vietnam’ s stock market:
Article 3. Foreign securities organisations
are allowed to establish securities
company, company of fund management
in Vietnam as follows:

1.0nly foreign securities organisations are
allowed to buy share for setting up
securities company. Foreign capital
contribution is limited to 49% of chartered
capital of securities company.

2. Only foreign securities organisations
which work on securities investment fund
management, and foreign insurance
companies are allowed to buy sharesto
set up fund management company.
Foreign capital contribution is limited to
49% of chartered capital of fund
management company.

Source: Overview of authors based on information from NCIEC (2006b).

Table AP2.4: Review of Implementation of WTO Commitmentsfor Post and Telecom

Services

WTO commitment

Legal documents issued after

accession
TELECOM
Foreign Non facilities-based services. Upon No gap in implementation

capital
contribution

accession joint ventures with

licensed in Vietnam will be allowed.
Foreign capital contribution shall not

on choice of partner. Foreign capital

telecommunications service suppliers duly

exceed 51% of legal capital of thejoint
ventures. Three years after accession: joint
venture will be allowed without limitation

contribution shall not exceed 65% of legal

Telecom Law issued on 23/11/2009:
- Article 18, item 2

Decree N0.121/2008/ND-CP dated
3/12/2008 on investment in telecom
and post sectors:

-Article 8 (Facilities-based services)
-Article 9 (Non facilities-based
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WTO commitment

Legal documents issued after
accession

capital of the joint ventures.
Facilities-based services: Upon accession,
joint venture with telecommunications
service suppliers duly licensed in Vietnam
will be allowed. Foreign capital
contribution shall not exceed 49% of legd
capital of the joint ventures. 51% gives
management control of the joint venture.

services)

Telecom Telecom Reference Paper includes No gap in implementation
Reference | principlesin 6 fields: ensure competition, Telecom law issued on 23/11/2009:
Paper interconnection, universal services, - Article 19 (competition in telecom
transparency of criteria of licensing services)
procedure, independent regulator, - Article 20 (telecom universal
distribution and use of scarce resource. services)
Competition ensuring principles require - Article 34-41 (licensing)
member countries prevent dominant -Article 42 (telecom interconnection)
service providers from implementation of - Article 48 (distribution of telecom
cross-subsidisation distorting competition | resource)
and abusing information control. One of - Article 53-55 (telecom service fee)
the most important obligations related to
network interconnection is that
interconnection needs to be made on the
basis of indiscrimination, transparency,
reasonability and interconnection fee needs
to be on the cost basis. Principlesrelated to
independent regulator require this agency
to be objective, independent from, and not
related to, any service provider.
POST
Foreign No gap in implementation
capital Foreign ownership in joint ventures may be | Decree No. 121/2008/ND-CP dated
contribution | limited to 51% within the first five years 3" December 2008 on investment in
regulation | after accession. post and telecom sectors:
for Express | After five yearsfrom the date of accession, | Article 11, item 2 (foreign capital
delivery 100% foreign-invested enterprises shall be | contribution).
services permitted. - Domestic and foreign investors are

allowed to jointly invest for
providing delivery services with
foreign capital contribution not
exceeding 51% and abide by the
international agreements of which
Vietnam is member.

- Foreign investors are allowed to set
up joint venture with domestic
investors with foreign capital
contribution not exceeding 51%, or
set up 100% foreign invested
enterprises as of 11" January 2012.

Source: Overview of authors based on information from NCIEC (2006b).
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APPENDIX 5: EFFECTIVE RATES OF PROTECTION ACCORDING TOWTO
TARIFF REDUCTION SCHEDULE FOR THE PERIOD 2005-2009 (%)

Sectors 2005 | 2006 | 2007 | 2008 | 2009
Cigarettes 296 | 293 | 284 | 281 | 269
Cocoa, chocolate and candy, cake products from flour 102 | 184 69 169 | 204
Alcohol 232 | 221 | 203 | 189 | 193
Household electronic appliances 53 125 42 115 | 136
Motor vehicles, motor bikes 89 79 77 75 86
Non-alcoholic and soft drinks 57 73 54 68 81
Processed preserved fisheries, vegetables and fruits 43 62 40 57 67
Other food n.e.c. 75 67 56 61 58
Processed coffee 29 47 26 44 52
Car engines with tractor (except automotive) 41 32 31 31 40
Processed preserved fishery and by-products 32 32 41 30 35
Processed tea (all kinds) 27 32 10 30 34
Other electric equipments 43 31 34 37 34
Textile products (all kinds) 51 32 27 32 32
Processed, preserved meat and by-products 16 27 24 26 29
Fish farming 21 26 5 25 28
Furniture 34 28 26 27 28
Milk and dairy products 11 25 13 23 27
Fisheries 15 19 14 18 20
Rice -233 | -115 | 122 | -108 | 19
V egetable and animals oils and fats 10 16 2 15 18
Footwear 11 16 13 15 17
Electronic device, computer and peripheral 15 16 -40 15 15
Paddy (all kinds) 23 22 21 21 13
Crude oil 0 0 0 10 12
Cements 12 11 11 11 11
Glass and glass products 11 10 10 10 10
Printing products 10 12 6 10 10
Other non-metallic mineral products 10 10 10 9 10
Other chemical products; man-made fibres 9 6 6 6 9
Fibre (all kinds) 10 9 8 9 9
Other manufactured products n.e.c., repair and maintenance service
for equipment and machinery 6 8 2 7 9
Machinery & equipment used for broadcasting, television and
information activities 0 8 14 7 9
Pharmaceutical products 8 7 7 8 8
Coffee beans 10 9 11 9 8
Paper and paper products 18 7 12 7 8
Ships and boats 12 8 11 9 8
Cars (al kinds) 14 9 5 5 8
Electrical household appliance 9 7 7 7 7
Electric light equipment 8 7 5 7 7
Other crops 5 5 7 5 6
General-purpose machinery 12 6 -1 5 6
Motor, electric generator, power transformers 7 5 -1 4 5
Sugar 6 4 58 4 4
Other livestock and poultry, n.e.c -2 4 5 3 4
Jewellery, false jewellery and related details; musical instrument;
fit tools, sports, toys, games 81 4 3 4 4
Codl 1 3 2 3 3
Rubber products 4 2 9 2 3
Iron and steel -1 2 0 2 2
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Sectors 2005 | 2006 | 2007 | 2008 | 2009
Other electronic products and optical products 2 2 2 2 2
L eather, preliminary processed fur and leather products 1 1 -2 1 1
Other metal products 3 1 1 1 1
Natural gas 1 1 1 1 1
Processed wood and wood products 1 1 6 1 1
Stone, sand, gravel, clay -1 1 0 1 1
Special-purpose machinery 5 1 12 0 1
Coke coal and other coke by-products 1 1 1 1 1
Other none-metallic minerals 1 0 1 1 1
Medical equipments, dental, orthopaedics and rehabilitation 0 0 0 0 0
Beer -5 -1 -10 -1 0
Other forestry products; forestry service, planting tree 0 0 0 0 0
Plastic products 0 0 16 0 0
Electric conductor -1 -1 -1 -1 -1
Electric transmission services 0 0 0 -1 -1
Round timber -1 -1 -1 -1 -1
Cell and battery -1 -1 -1 -1 -1
Gasoline, lubricants 9 7 6 -2 -1
Fertilizer and nitrogen compound -1 0 -3 0 -1
Apparel -15 -2 53 -2 -1
Buffaloes and cows -2 -1 -2 -1 -1
Plastic and primary synthetic rubber -1 -1 -2 -1 -1
Sugarcane -2 -2 -2 -2 -2
Raw rubber -1 -3 0 -2 -3
Basic organic chemicals -4 -4 -6 -4 -4
Poultry -7 -5 -1 -5 -5
Other perennial plants 0 -5 0 -4 -7
Mining services -7 -8 -7 -7 -8
Other transport means -9 -9 -9 -8 -10
Pigs -18 | -14 | -18 | -13 | -13
Refinery products -3 0 -1 -12 -17
Flour (all kinds) -112 | -133 | -163 | -117 | -56
Animal feed 58 | 91 | -67 | -85 | -B9
Total 5 3 2 3 4

Source: Authors' calculation using the 2007 input-output table of Vietham (GSO 2010) and actual
tariff rates (Data of the General Customs Office).
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APPENDIX 6: STATISTICAL DATA
Table PL6.1: Annual Growth Rate of Production Value of Manufacturing

Industries (at 1994 price)

Before WTO After WTO

Sectors 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Agrarian-intensive 1544 | 11.29 | 1520 | 15.65 | 15.78 | 19.19 | 18.27 | 17.02 | 6.26
Food processing and beverages 1544 | 11.29 | 15.20 | 15.65 | 15.78 | 19.19 | 18.27 | 17.02 | 6.26
Labour-intensive 1121 | 1870 | 23.27 | 21.33 | 21.43 | 22.01 | 15.38 | 10.13 | 5.95
Textiles 592 | 15.95 | 1520 | 16.97 | 14.75 | 24.41 | 7.97 | 517 | 2.83
Garments 1357 | 19.24 | 27.92 | 22.22 | 19.64 | 2524 | 17.10 | 1681 | 7.76
Leather and its products 7.66 | 1644 | 21.98 | 18.34 | 1812 | 1890 | 829 | 751 | 3.00
Timber and forest products 848 | 14.99 | 22.22 | 19.78 | 2359 | 7.94 | 24.75 | 351 | 4.09
Processed wood and wood products 21.07 | 27.27 | 29.54 | 29.73 | 31.75 | 35.18 | 19.74 | 1851 | 12.38
Capital-intensive 17.93 | 15.94 | 1598 | 19.40 | 20.20 | 12.08 | 1343 | 950 | 3.48
Cigarettes and tobacco 165 | 145 | 200 | 106 | 106 | -04 | 116 | 35 | -2.0
Paper and paper products 161 | 69 | 159 | 263 | 164 | 133 | 205 | 154 | 54
Publication and printing 7.9 172 | 222 7.4 226 | 125 | 131 | 138 4.7
Coke coal and refinery products 424 -03 | -29 | 408 | 342 | -15.0 | -142 | -138 | -9.8
Chemics and chemical products 155 | 145 | 109 | 166 | 253 | 203 | 165 | 15.1 7.5
Rubber and plastic products 259 | 194 | 163 | 343 | 20.2 | 17.2 | 238 | 205 8.3
Other non-metallic mineral products 184 | 198 | 152 | 122 | 10.7 | 18.2 8.6 2.8 0.7
Metal 157 | 245 | 225 | 76 | 243 | 126 | 177 | 82 | 48
Metal i i
equipnﬁ’;fg“"ts (excluding machines and | 55 4 | 504 | 252 | 21.8 | 357 | 298 | 225 | 205 | 13.0
Recycled products 10 | 152 | 170 | 281 | 24 | 204 | 272 | 198 | 59
Machine and technology-intensive 1420 | 16.33 | 24.97 | 1653 | 23.72 | 14.41 | 36.12 | 26.00 | 11.48
Machines and equipment 2391 | 851 | 24.24 | 1647 | 2.31 | 1.21 | 29.98 | 25.10 | 3.61
Office equipment and computer 2457 | 2.66 | 53.38 | 19.99 | 73.68 | 62.90 | 28.31 | 28.42 | 27.02
Electric equipment 4279 | 26.06 | 14.45 | 21.29 | 32.50 | 32.10 | 27.43 | 25.20 | 14.64
R oot 1ocesing machine | 93,02 | 14,09 | 1610 | 11.08 | 14.84 | 001 | 36.38 | 21.21 | 613
Medical and optical equipments 5.83 | 10.40 | 1529 | 17.75 | 12.40 | -5.98 | 61.04 | 31.11 | 9.61
Production and repair of motor vehicles | 31.98 | 35.38 | 43.85 | 4.65 | 12.21 | -4.20 | 35.90 | 23.73 | 5.09
Production and repair of other transport | 1050 | 20.38 | 13.36 | 25.80 | 30.09 | 30.80 | 3651 | 27.47 | 15.99
MANUFACTURING INDUSTRIES | 16.10 | 16.43 | 18.34 | 17.16 | 19.21 | 19.18 | 18.82 | 15.35 | 7.30

Source: Authors' calculation using GSO data.
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