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he experience from
developing coun-

tries shows eco-

nomic development is
indicated by the move of
resources from the agricul-
ture to manufacturing in-
“dustry. Therefore, the
common trend is to in-
crease the value-added ra-
tio of the manufacturing
industry in the national
GDP along with income
growth. Moreover, during
the industrialization pro-
cess, the manufacturing in-
dustry changes from labor
intensive sectors to capital
intensive ones. This article
initially analyzes the ori-
gin of the restructuring in
Vietnamese manufacturing
industry — supply and de-
mand, and then displays
the future of Vietnam’s in-
dustrialization process.

|. DETERMINANTS TO
THE RESTRUCTURING
OF PRODUCTION AND
FOREIGN TRADE IN THE
MANUFACTURING IN-
DUSTRY

1. Change in production

In the 2000-2004 peri-
od, the manufacturing in-
dustry accounted for a
large percentage (80.3%),
the mining industry
15.1%, and the generation
and distribution of elec-
tricity, gas and water 4.6%
of the total out value of the
industry. The manufactur-
ing industry always rec-
ords high growth, from
78.7% in 2000 to 80.3% in
2004. Leading sectors in-
clude auto production from
1.756% in 2000 to 3.2% in

2004; motorbikes and
other' transport means
from 3.98% to 4.05%; elec-
trical equipment from

2.29% to 2.76%; metal-
lurgy from 2.72% to 3.87%,
" metal-based goods (exclud-
ing machinery and equip-
ment) from 3% to 4.2%;
clothing 3.42% to 4.14%,
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and non-metal goods from
6.39% to 6.52%.) [1]

2. Demand

2.1. Export of manufac-
tured goods: Vietnam's
manufactured goods ' in-
clude two major categories:
(1) light industry and
handicraft, and (2) heavy
industry and mining. In
Category 1, main products
are processed food, cloth-
ing and footwear; in Cate-
gory 2 they are minerals.
As a result, light industry
products and handicrafts
are mainly Vietnamese
manufactured goods. The
country’s export of these
goods has experienced four
stages since 1986 (see Ta-
ble 1). In the first stage
from 1986 to 1990, these

products made up one-
third of total export value.
The period from 1991 to
1995 was the stage of
boosting up trade liberali-
zation and foreign invest-
ment, so after sharp de-
cline in 1991, the share of
manufactured goods in to-
tal exports increased fast
from 14% in 1991 to 28%
in 1995. Their export value
also saw a robust rise from
33.85% in 2000; to 41% in
2002 and 32.1% in 2004,
and it remains the key
generator of Vietnamese
export value.

2.2. Import of manufac-
tured goods: In the 1986-
1995 period, there were

changes in Vietnam's im- .

port, indicated by reduc-

tion in complete equip-

Table 1: Export value by industry from 1986 to 2004 (US$ mil.)

ment (from 23% in 1986 to
16% in 1990 and 4.5% in
1994) and strong growth
in machinery and materi-
als (see Table 2). Import of
machinery, equipment and
materials saw a boom in
the 1991-1995 period: ma-
chinery and components
accounted for 30% of total
imports, materials 60% in
1996. Until 2004, machin-
ery and equipment posted
around 28% of total im-
ports, and materials 72%.
The purchase of foreign
consumer goods dropped
over years from 16% in
1986 to 5.4% in 2000. Be-
cause Vietnam’s manufac-
turing industry depends
much on imported goods,
especially machinery, capi-
tal goods, and raw materi-

Agriculuire-forestry

Year Heavy industry and mining Light industry ind ~ Fishery Total
¢ handicraft t
1986 634 (8.1%) 227.5129.2%) 390.2 779.0
1990 617 (25.67%) 635.8 (20.45%) 909.7 2.404.0
1995 1.377.7 (25.28%) 1.549.8 (28444 1.899.7 . 6214 5'.4.48,‘.1
2000 533821 (37.16%) 4.903.1 (33.85%) 2,719 0214 144827
2001 5.247 (349145 5.308.3 (35.72%) 25973 1816 15.029.0
2002 5.304.3 131.75%) 6,785.7 (40.06% ) T2.5943 2021.7 16.706.1
2003 6.253.2 (31.00%) 8.025.5139.78%) | 3.621.8 2,275.6 20,176.40
2004 “BA9H.1 (32.7%) 10.601.7 (32.1%) 44114 24804 26,003.0
Source: Statistical Yearbooks. thﬁr&s and Facls Journal, January and February 2005,
Table 2: Import by product from 1986 to 2004 (US$ mil.)
Year | Including :
Total Capitl goods
Machinery and @
Total S . Materials goods
equipment g
1986 2155.1 1.867.0 (80.6) 749.0 (34.7) L118.0(59.9) 288.1 (15.4)
1990 27524 | 23426 (85.1%) 753.0(27.3%) | - 1.589.6 (57.8%) | 409.8 (14.9%)
1995 81554 6.917.6 (84.8%) 20069 (25.7%) 4.820.7 (59.1%) | 1.237.8(15.2%)
2000 156365 14.668.2 (93.8%) 478 1.5 (30.6%) 9.880.7 163.2%) Y683 (6.2% )
2001 16218.0 | 14.930.5 (92.06% 4.949.0 (30.52%) 9.981.5(61.50%) | L2874 (7.94%)
2002 19745.6 18.192.4 {‘)1.. 150) 5.879.9.(29.7%) 12.312.4 (62.4%) 1.553.2 (7.9%)
2003 252269 23.612.0 (93:.6%) 8.175.0(32.4%) 15.437.0061.2%) 1.614.7 (6.4%)
2004 315230 29.800.0 (94.5%) 8.400.0 (26.6%) 21.400.0 (67.9%) | 1.700.0 (5.4%)

Source: Stalistical yearbooks. Figures and Facts Journal, January and February 2005.
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Table 3: Ratio of investment capital in GDP based on current price in the 1991-2004 (%)

1991 1992 | 1993 | 1994 | 1995 | 1997 1998 1999 2000 2001 2002 2003 2004
(esl.)

Total 15.1 17.6 249 25.5 27.1 34.6 324 328 a2y 340 36.0 358 36.3
investme
nt capital
State 2.8 58 7.0 54 6.0 17.0 18.01 19.24 18.92 19.74 19.83 29.07 21.6
seclor 8
FForeign- 2.6 2.6 6.5 6.8 8.8 7.81 7.70 7.89 7.83 8.00 ‘J.i‘_ﬁ 9.48 9.75
invested
seclor
Private 9.7 9.2 114 133 124 9.66 6.73 5.67 6.15 6.24 6.49 6.30 6.20
sector
Growth 5.0 27.8 527 1.4 16.7 24.0 8.01 11.98 10.79 12.53 18.01 13.76 17.76
of total
invesune
nt

Source: IMF (from 1991 to 1995), Ec

(from 1997 to 2004)

als, growth in the import
of these goods will promote
the output of manufactured
commedities. In contrast,
if importing consumer
goods, the country’s em-
bryonic manufacturing in-
dustry will face a severe
competition.

2.3. The origin of
growth in the manufactur-
ing industry: The output
growth in the manufactur-
ing industry results from
changes in domestic de-
mand, import substitution
and export expansion in
accordance with Chenery
method of growth analysis.
The basic equation of sup-
ply and demand is:

Q +M=DD +E (1)

Where Q is total out-
put, M import, E export
and DD domestic demand,
Import is related to domes-

tic demand as indicated

by:

M= (1-u)DD (2)

Where u =(Q - E) / DD
(ratio between domestic
production and domestic
demand). Therefore, the
basic relation of output is
indicated by:

Q= u DD+E (3)

The change in produc-
tion in a specific stage (be-
tween year 1 and year 2) is
defined by: g

AQ=Q2-Q1=ulDD +
AuDD2 + AE (4)

Where: ul DD is the
impact of DD; Au DD2 the
impact of IS; and AE the
impact of EE.

In 1990, the industry
output increased wmainly
because of growth in do-
mestic demand (account-
ing for 90%). However, in
1995 the figure dropped to
75%. The export expansion
became increasingly im-

Table 4: FDI by sector in the 1988-2003 period*

- portant in output growth

(some 36% in 2000, and
32% in 2004), while the
impact of import substitu-
tion was — 49.9% in 2000
and — 8.6% in 2004, that is,
the demand for these
goods was cut off due to im-
port liberalization. The
great impact of export ex-
pansion over years shows
Vietnam's export has been
really oriented to manufac-
tured goods since early
1990s.

3. Supply

According to Chenery,
the output growth of the
manufacturing  industry
can be attributed to the
two factors: input factor in-
cluding labor and total fac-
tor productivity (TFP).
Many studies show TFP is
the main cause of output
growth -in most of devel-
oped countries while it is

onomic Performance Report from 2004 to 2005 - Vietnam Economic Times

abor and capital in devel-
oping countries. In the
long term, TFP growth is
the most important factor
to maintain high GDP
growth in developing coun-
tries. In Vietnam, the con-
tribution of capital in GDP
growth is decisive over the
past years.

Capital  contribution:
Investment capital comes
from three main sources:
state, private and foreign-
invested sectors. Over the
last 5 years, investment
flows have increased fast:
more than 15% in 1991 to
36.3% in 2004. Their
shares in total investment
capital are very different.
State investment initially
played a modest role: 2.8%
of GDP in 1991, but in-
creased rapidly and be-
came a key factor in 2004
(21.6% of GDP). In the

— -

Number of Totul registered capital Legal capital

e m __projeets (USSmil.) (USsmil.)
Tolal sectors 5.441 45,776.8 (100% ) 22,291.0 (100% )
Mining . SAOTTL 89 3.055.0 (6.607%) 2.424.8 (10.88% )
Munulacturing 3423 19.516.2 (42.63% ) 8.903.6 (39.94% )
Hectricity. gas and water produetion 20 1.688.3 13.7%) 546.5 (12.45%)
Construelion g3 4.610.8 (10.1%) 1.413.0 (G.34% )

Subtotal 3.625 8.874.3 (63.1%) 13.287.9 (59.61% )

Source: 2003 Stalistical Yearbook
! Excluding added capital of projects licensed in previous years and projects of VIETSOPETRO.
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meantime, foreign invest-
ment also saw a firm rise
in the last three years
(some 9.5% of GDP) (see
Table 3). Private invest-
ment remains small, not
compatible with its poten-
tials and expectations.

The following Table 4
indicates until the end of
2003, foreign direct invest-
ment (FDI) in the manu-
facturing accounted for
42.63% of total registered
capital, 39.94% of realized
capital.

During the 1988-2003
period, the FDI trend had
experienced an extremely
important change: focusing
on hotels, tourism, oil ex-
ploration, agriculture-
forestry-fishery, and con-
struction in the 1988-1990
period; on the manufactur-
ing industry, tourism and
hotel, construction, trans-
port and post, agriculture-
forestry-fishery in the

Table 5: Ratio of manufacturing value of the foreign-

1988-1990 period; facing a
dramatic decline due to the
Asian financial meltdown
in the 1997-2000 period;
and recovering in the
manufacturing  industry,
agriculture-forestry, con-
sultancy, hotel and restau-
rant in the 2001-2004
period.

FDI has made signifi-
cant contributions to the
growth and restructuring
of the manufacturing in-
dustry and the heavy in-
dustry. Investment in the
heavy industry is used for
its import substitution and
rapid growth. In contrast,
investment in the light in-
dustry is used for export-
oriented production based
on cheap labor cost and la-
bor intensive industries.
The trend of FDI focused
on the manufacturing in-
dustry is clearly demon-
strated by the fast rise in

the value of goods manu-
factured by the FDI sector,
from 58.16% in 1995 to
75.86% in 2003 (Table 5).

Il. CONCLUSION

Regarding the origin of
the manufacturing indus-
try growth, in terms of de-
mand, domestic demand
and export expansion are
decisive factors to its high
growth in the 1990-2004
period. In terms of supply,
it is mainly attributed to
fast increase in the indus-
try’'s investment capital.
The analysis also shows:-

Vietnam’s industriali-
zation strategy has been
oriented to export;

Vietnam is required to
develop selected import-
substitute industries such
as chemicals and fertilizer,
machinery and equipment
manufacturing;

The manufacturing in-
dustry is still symbolized

invested by industry (%)

by light industries process-
ing natural resources and
using large labor. In the
long run, it is important to
build hi-tech industries in-
cluding auto, transport
equipment, metallurgy,
electrical and electronic
equipment, chemicals and
plastics, petrochemicals,
shipbuilding, and machin-
ery,

The manufacturing in-
dustry has faced strong de-
pendence on investment
capital. Vietnam should
encourage industries using
high skilled labor as their
comparative  advantages
and increase the ratio of
labor and total factor pro-
ductivity in the manufac-
turing industry
expansion.®

Notes:

[1] Figures and Facts
Journal, issue in January
and February 2005

1995 1996 1997 1998 (POD] 2000 2001 2002 2003
fest. )
Totul 100 100 100 100 100 100 100 10 100)
Mining 41.7% 3v.47 30,62 3492 5.8 3194 2970 2585 23.3%
Processing 8.6 (01,50 03.29 06308 64,76 00.74 0HY.060 T3 12 75.80
Food and heverage 34.20 3241 8.9 20.71 2165 2042 2008 19.24 18.35
Tubueco 0.04 .09 0.4 o .00 10.07 .08 003 3
Textile 7.10 541 a9z 7.20 +.00 5449 4.58 4.74 4.82
Garment 3.55 2.67 3.00 3.30 321 k% 5 3.27 157 R
leatherwork #4535 v.64 12.40 10.68 .23 #.33 7.51 7.58 7.61
Woodwork 1.97 [ .46 1.24 0.94 0. .92 (.58 .93 0.y7
Paper 1.9% 1.83 1.59 .40 17 .us 1641 (.u8 93
Publishing and printing 0.25 0.21 0.17 0.0 .10 .08 0.09 0.1 012
Coal and crude oil 1.v7 0.00 0,00 .00 0.00 0.14 0.31 .26 0.22
Chemieals 4.92 7.30 6.02 6.14 6.99 .87 7.14 7.30 7.49
Rubber and plastic goods 2.08 2.09 2.63 .76 315 3.2] .67 3.50 346
Non-metul goods 299 A.03 6.21 7.40 743 8.38 .43 %12 Y.06
Metallurgy 6.72 6.82 5.27 4.86 5.89 5.64 5.62 5.71 576
Metal goods texeluding muchinery and 1.78 .79 .ol .60 378 3.25 333 Ll RRILY
cyuipment)
Muchinery and equipment 0.47 .49 11.62 .4y 1.34 191 &2l 282 L.
Office equipment and computer (Lol .16 .15 .72 443 2.67 1.70 1.41 1.28
Elecirical equipment 1.00 1.44 1.71 2.04 2.63 .69 4.9 4.24 4.45
Radiv. television set and communications 6.24 Y.59 10.02 8.58 8.57 7.51 7.10 0.494 6.90
equipment
Medical and precision tools 0.28 0.73 0.34 1180 0.75 .63 0.062 0.03 0.59
Mouitor vehicles 0.84 4.90 4.70 3.50 344 545 6.21 6,40 187
Ohiher transport means 5.05 4.30 2.50 0.l 8.37 .88 840 845 500
Wooden lurniture 0.u8 192 2.0 193 240 2.31 2.02 298 A.23
010 .06 0.3 (FRHI (.10 198 1.7 .4l 1.7

Electricity. gas and waler

Source: The author’'s own calculations from 2003 Statistical Yearbook
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