PoLiciES ON MACROECONOMIC STABILIZATION
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In modern economics, economic growth is assessed quantitatively and quali-
tatively. For example, an economy not only gains high and stable growth rates
but also has ability to deal with external upheavals; structure of industry is mod-
ernized; contribution of TFP is high; its competitiveness is beefed up incessantly;
and it ensures social welfare, poverty alleviation and environmental protection.
From a macroeconomic aspect, the paper analyzes and evaluates the quality of
economic growth in Pa Ndng in 1997-2009 employing economic indicators of
short, medium and long terms. Findings show that the quality of economic
growth is improved; changes in its structure of industry are quick and positive,
and linked with changes in structure of resources and comparative advantages;
the TFP is enhanced; and socioeconomic policies are reformed and perfected.

Keywords: Quality of economic growth, changes in structure of industry, inputs, ICOR, TFP.

1. Economic growth

After becoming a city directly responsible to
the central government, Pa Ning has gained im-
portant socioeconomic achievements and break-
throughs in mobilization and concentration of
resources on development as a socioeconomic cen-
ter of Central Vietnam and Western Highlands,
and deep integration into the world economy. In
the years 1997 — 2009, Pa Ning gained high and
continuous growth rates. In 1997-2000, its average
growth rate was 9.4% a year. During the Asian fi-
nancial crisis, however, it suffered decreases in
foreign direct investment and export value. In
2001-2005, it regained a high growth rate of
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13.2% on average (the national average was 7.7%).
In 2006-2009, although Chanchu and Xangsane
storms and 2008-09 global economic crisis made
the FDI and export value fall considerably, Pa
Ning still maintained a high growth rate of 9.8%
while the national average was 6.7% (see Figure
1.

Besides economic growth, personal income in
Da Néng also improved, rising from VND4.8 mil-
lion a year in 1997 (or 3.9 million based on fixed
1994 price) to VND27.7 million (or 10.3 million
based on fixed 1994 price) in 2009. No family suf-
fered hunger and ratio of poor family fell from
5.7% at the end of 2006 to nearly 0% at the end of
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Figure 1: Da N&ng economic growth in 1997 — 2009

Source: Authors’ calculations based on data from Pa Néng Statistics Office

2010 according to national standards; or from
7.67% to 0.77% in the same period according to

ba Ning standard. Social welfare was ensured

and living standard was enhanced steadily.

2. Changes in structure of industry

In 2001-2005, manufacturing sector played the
most important role in municipal economic devel-
opment and growth rate. Its contribution to the
growth rate was always higher than that of serv-
ice sector. The years 2006-2009 witnessed a
strong growth of the services sector when its rose
by 19.03% a year, much higher than the municipal
growth rate and accounted for 8.8 point percent-

age in the municipal growth rate of 10.7% (see
Table 1).

The structure of industry kept changing posi-
tively when share of the service sector increased
steadily (see Table 2) and degree of change was
high, over 80° (see Figure 2). Trend of develop-
ment of the service sector and change in the struc-
ture of industry is gradually similar to the trend
of modern economy. It allows us to say that devel-
opment of the service sector is playing a more im-
portant role compared with manufacturing and
agricultural sectors in the economic policy of DPa
Ning.

Table 1 : Growth rate and contribution of sectors to gross output (%, point percentage)

Growth rate (%) | Contribution to gross Growth rate (%) Contribution to gross
2001 - 2005 |output (point percentage) 2006 - 2009 output (point percentage)
Gross output 15.83 15.83 10.7 10.70
Agriculture 6.76 0.52 -0.33 -0.20
Manufacturing 25.59 10.66 6.49 3.05
Service 9.18 4.65 19.03 8.80

Source: Nguyén Thj Nhu Liém & Tran Nhu Quynh (2010)
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Table 2: Gross output by sectors (%)

Sector 1997 | 2000 | 2005 | 2009
Agriculture 9.70 7.86 5.13 3.91
Manufacturing 35.31 | 40.25 | 50.19 | 44.58

Service 5499 | 51.89 | 44.68 | 51.51

Source: Da N&ng Statistical Yearbooks 2000, 2005 and 2010

Figure 2: Degree of change in structure of industry
by sector 1998-2009 [1]
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Along with changes in the structure of indus-
try, structure of labor also witnessed high mobility
of labor that shows itself in a fall in working pop-
ulation in the agricultural sector, from 33% in
1997 to 9.54% in 2009 while the part of workforce
in the service sector rose slowly from 37.2% in
1997 to 42.46% in 2005 and increased quickly to
57.38% in 2009. In the same period, the part of
working population in the manufacturing sector
varies between 30% and 35% (see Table 3). These
data show that development of the service sector
can attract a large number of laborers, especially
from the agricultural sector.

Table 3: Labor structure by sectors (%)

Sector 1997 | 2000 2005 | 2009
Agriculture 33.00 | 28.23 | 19.39 | 9.54
Manufacturing | 29.80 | 31.83 | 38.15 | 33.07

Service 37.20 | 39.94 | 42.46 | 57.38

Source: Da Nrfmg Statistical Yearbooks 2000, 2005 and
2010

Gross investment in Pa N&ng rose consider-
ably in all sectors but its structure has been rela-
tively stable since 2000. The service sector
accounts for the biggest share, from 60% to 65%

(especially in real estate, hotel, transport and
telecommunications) followed by the manufactur-
ing sector, from 30% to 35% (see Table 4).

Table 4: Investment by sectors (%)

Sector 1997 2000 2005 2009
Agriculture 1.20 2.58 0.84 0.3
Manufacturing| 57.16 34.15 33.74 35.7

Service 41.64 63.27 65.42 64.0

Source: Da N&ng Statistical Yearbooks 2000, 2005 and
2010

Along with changes in the structure of indus-
try, resources also witnessed a positive transition
appropriate to the trend of economic development.
Changes in the structure of industry and of labor
among sectors are relatively similar but invest-
ment structure changed faster than the structure
of industry does. Full attention must be paid to
this feature when working out policies on mobi-
lization and allocation of investment for long-term
development.

Structure of sectors also changed positively,
foreign and private sectors took more important
roles; but this change took place slowly. In 2000-
2009, the public sector still accounted for 40% -
50% of the gross output while the foreign one ac-
counted for only 7% (see Figure 4). More measures
should be taken to enhance the dynamic role of
non-public sectors.

Figure 3: Gross output by sectors [2]
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2010

3. Contribution of inputs

a. Capital:

Investment in Pa Ning in recent years has in-
creased strongly. Ratio of gross investment to
gross output rose from 33.91% in 1997 to 47.69%
in 2000 and reached its peak of 73.35% in 2006.
On average, this ratio increased by 35.66% in
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1997-2000; 46.29% in 2001-2005 and 68.6% in
2006-2009 (see Figure 5). The fast increase al-
lowed expansion of production scale, replacement
of technologies, improvement in infrastructure and
creation of jobs. It also reflected a better accumu-
lation of capital and ability of Pa Néng to attract
capital from the outside.

Figure 4: Ratio of gross investment to gross output
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Source: Authors’ calculation based on data from ba
N&ng Statistics Office

Capital construction accounted for 70% - 75%
of gross investment in 2000 — 2008 while working
capital attracted only 10% (see Table 5). Regard-
ing sources of finance, domestic sources supplied
some 85% of the gross investment. Public invest-
ment accounted for some 35% while the share of
foreign one started to increase but its rise was not
stable.

Investment per laborer increased quickly over
years, from VND4.99 million in 1997 (equaling
167% of the national average) to 9.34 million in
2000; 24.24 million in 2005 and 38.78 million in
2009 (some three times higher than the national
average. This ratio was especially high in the
service sector (see Table 6).

Table 6: Investment per laborer

(VND million based on real price)

. ba | Agricul- | Manufac- | Serv-
Year | Vietham |, = . .
Nang ture turing ice
1997 | 2.98 4.99 0.18 9.58 5.59
2000 3.99 9.34 0.85 10.02 14.79
2005 8.02 24.23 1.05 22.00 36.48
2009 | 14.85 |[38.78 1.14 41.90 |43.25

Source: Authors’ calculation based on data from GSO
and Pa N&ng Statistics Office

b. Labor:

Pa Néng labor resource rose from 387,658 per-
sons in 1997 to 613,718 persons in 2009 increas-
ing by 3.9% a year while its labor force rose from
299,574 to 442.818 persons, by 3.3% a year, in the
same period. With high ratios of participation in
labor force (from 75% to 80%, see Table 7), the
labor force could meet the demand for labor by
companies in the city, but the better part of this
labor force consists of laborers from other
provinces. Da Ndng has become an economic cen-

Table 5: Structure of gross investment (real price) (%)

Year 2000 | 2001 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
By class
1. Capital construction| 76.79 | 74.25 | 71.67 70.9 75.61 70.3 70.06 | 56.75 | 72.06 70.4
2. Working capital 12.42 | 11.96 | 11.15 [ 9.11 6.83 7.28 7.08 11.48 | 9.52 10.5
3. Others 10.79 | 13.79 | 17.18 | 19.99 | 17.56 | 22.42 | 22.86 | 31.77 | 18.42 19.1
By source
1. Domestic sources | 91.35 | 94.64 | 91.93 | 91.00 | 91.11 | 92.80 | 90.73 | 88.47 | 84.96 | 83.06
Public investment 44.07 | 62.79 | 32.73 | 37.19 | 35.56 | 35.50 | 30.93 | 23.99 | 29.96 | 22.34
Bank credit 17.46 | 18.32 | 24.26 | 16.37 | 25.96 | 27.46 | 25.47 | 20.36 | 23.39 | 29.27
Equity capital 20.36 6.34 30.39 | 29.14 | 24.33 | 24.78 | 30.45 | 38.10 | 26.66 | 26.97
Others 9.47 7.20 4.55 8.29 5.26 5.07 3.88 6.02 4.95 4.48
2. Foreign source 8.65 5.36 8.07 9.00 8.89 7.20 9.27 11.53 | 15.04 | 16.94

Source: Da N&ng Statistical Yearbooks 2000, 2005 and 2010
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ter that could attract migrant workers from all
over the country.

Table 7: Growth of labor resource and labor force (%)

sector; and (iii) major investment projects are
mainly in such fields as tourism, hotel, telecom-
munication and real estate.

1997- | 2001- | 2006- Table 8: ICOR based on real prices
2000 | 2005 2009 (without latency)
Labor resource [3] S
Year | Vietnam Ng: Agriculture Mfu':_?;ac' Service
Labor resource to population | 57.94 | 59.31 | 66.37 9 9
1998 2.47 2.23 1.40 2.68 1.77
Growth rate 217 3.56 5.78 1999 3.37 2.12 2.31 1.02 | 3.21
Labor force 2000 3.63 3.50 1.67 2.47 4.81
_ — 2001 430 | 335 1.11 1.90 | 5.43
:Z";t(')‘: fc’JrE:r[tﬁ'pa“m in 7766 | 80.61 | 74.69 2002 367 | 3.94 3.06 2.35 | 5.86
2003 3.08 4.16 1.65 1.67 8.30
Growth rate 2.49 3.37 4.03 2004 2.86 3.60 3.88 153 | 7.74
Source: Authors’ calculations based on data from Da 2005 2.77 315 0.58 179 5.72
N&ng Statistics Offi 2006 3.00 [ 967 -1.84 2293 | 4.83
ang statistics Litice ) 2007 314 | 426 2.16 393 | 4.70
The quality Of labor fOI‘CG in Pa Néng was also 2008 1.81 277 0.33 1.88 3.57
enhanced to meet the market demand. Its struc- 2009 4.09 3.98 0.43 372 | 4.30

ture changed positively. Share of trained labor
rose from 21.56% in 1997 to 50% in 2008. Highest
increased was found in the army of technical
workers in 2000 — 2005 and in group of laborers
with university degrees in 2005 — 2008, which
made ratio of laborers with university degree to
the labor force rise from 1:10 to 1:4 (see Figure 6).
However, shortage of well-trained labor still exists
in Pa Ning.

Figure 6: Quality of labor force
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c. Efficiency of use of inputs:

- Use of capital:

ICOR of Pa Ning tended to increase over
years. The average ICOR rose from 2.7 in 1997 —
2000 to 3.6 in 2001 — 2005 and 3.5 in 2006 — 2009;
and it is always higher than the national average
(see Table 8) , This shows that (i) the economy be-
comes more capital-intensive; (ii) profitability of
capital tends to decrease, especially in the service

Source: Authors’ calculations based on data from GSO
and Da N&ng Statistics Office

- Use of labor:

Labor productivity in Pa Ning rose quickly
over years. Value of the average labor productivity
increased from VND12.7 million per laborer in
1997 — 2000 to 17.2 million in 2001 — 2005 and
21.6 million in 2006 — 2009; and it is some two
times higher than the national average. The man-
ufacturing sector enjoyed the highest growth of
labor productivity, which helped improve economic
efficiency and changes in the economic structure.
The growth of labor productivity is still low in the
service sector, which shows that labor quality in
this sector failed to meet its trend of and poten-
tials for development (see Table 9).

c. Total factor productivity [7]

In the years 1998 -2000, Pa Ning economic
growth relied mainly on intensive use of capital
and labor because after being separated from
Quang Nam Province, it needed big investments
in infrastructure projects, which shadowed effects
of TFP (share of TFP in this period was below
zero). In 2001 — 2005 when increases in invest-
ment became stable, contribution of TFP to eco-
nomic growth rose considerably and reflected a
better use of resources. This tendency prevailed in
the years 2006 — 2009 but the share of TFP got
lower because of bad effects of Chanchu and
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Table 9: Labor productivity (GDP per laborer) based on 1994 fixed price (VND million per laborer)

Year Vietnam Pa N&ng | Agriculture | Manufacturing Service Growth of productivity (%)
1997 6.37 11.88 3.5 14.29 17.38

1998 6.6 12.48 3.66 15.52 17.38 5.07
1999 6.75 12.94 3.68 16.32 17.62 3.68
2000 7.23 13.42 3.87 16.76 17.5 3.7
2001 7.46 14.36 3.97 17.45 19.25 7.01
2002 7.84 15.65 4.02 19.88 20.38 8.96
2003 8.22 16.72 4.35 20.37 21.76 6.9
2004 8.7 18.83 4.84 24.27 22.21 12.57
2005 9.19 20.62 6.37 28.54 20.21 9.51
2006 9.67 20.01 7.05 28.09 18.18 -2.94
2007 10.2 20.63 8.65 28.94 17.98 3.09
2008 10.56 22.38 8.99 29.29 20.59 8.46
2009 10.82 23.34 8 29.77 22.18 4.3

Source: Authors’ calculations based on data from GSO and Da N&ng Statistics Office

Table 10: Contribution of inputs to economic growth according to regression method

Contribu- Contribu- | Contribu- Relative Relative Relative
Labor Capital [tion of capi-|,. . contribution|contribution|contribution
Growth tion of labor|tion of TFP .
Year growth growth tal to . . |of capital to| of labor to | of TFP to
rate . |to economicjto economic
rate rate economic rowth rowth output output output
growth 9 9 growth (%) | growth (%) | growth (%)

1998 8.8 25.46 3.49 8.62 2.1 -1.92 98.01 23.85 -21.86
1999 9.5 21.05 5.46 713 3.29 -0.92 75.05 34.58 -9.63
2000 9.88 32.62 5.79 11.05 3.48 -4.66 111.85 35.28 -47.13
2001 | 12.28 31.67 4.76 10.73 2.87 -1.36 87.68 23.42 -11.11
2002 | 12.56 27.72 3.26 9.39 1.96 1.21 74.75 15.59 9.66
2003 | 12.62 26.66 5.21 9.03 3.14 0.45 71.55 24.87 3.58
2004 13.2 21.01 0.56 712 0.34 5.75 53.9 2.54 43.56
2005 | 13.91 19.42 4.2 6.58 2.53 4.8 47.3 18.19 34.5
2006 8.95 23.82 11.29 8.07 6.79 -5.91 90.13 75.88 -66.01
2007 | 11.33 18.36 7.69 6.22 4.63 0.49 54.86 40.84 4.3
2008 | 10.05 18.16 1.59 6.15 0.96 2.94 61.22 9.55 29.23
2009 | 10.81 15.89 5.92 5.38 3.56 1.87 49.78 32.95 17.27
12%%% 11.36 19.25 5.2 6.52 3.13 1.71 57.42 27.54 15.05

Source: Authors’ calculations based on data from Ba Néng Statistics Office
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Xangsane storms and the global economic crisis
2008 — 09 (see Table 10).

Contribution of TFP to Pa N&ng economic
growth in 1998 — 2009 was comparable to cases of
South Korea, Malaysia and Thailand in the years
1990-2000 (with many similarities in development
level) (see Table 11). Generally speaking, Da
N&ng economic growth is capital-intensive; its de-
velopment is more extensive than intensive and
use of resources is not much effective.

Table 11: Contribution of TFP to economic growth in
some Asian countries

South Korea | Malaysia Thailand
1990 1.11 3.20 3.92
1991 3.68 3.90 1.28
1992 0.37 2.90 -0.10
1993 0.56 3.40 2.74
1994 2.91 3.40 2.86
1995 3.68 2.30 2.31
1996 3.90 2.50 0.68
1997 2.72 2.60 -6.28
1998 -8.47 -8.40 -10.89
1999 8.50 2.60 3.36
2000 - 3.90 -

Source: ADB (2007), Asian Development Outlook 2007

d. Provincial Competitiveness Index-PCI [9]

In recent years, many policies have been intro-
duced by Pa Ning government to improve the busi-
ness climate, facilitate development of all sectors,
enhance local competitiveness, and integrate into
the world economy, such as reducing land rental,
offering tax cuts and exemptions, cutting prices of
various services, giving preferential treatment to
investments in prioritized fields, accelerating the
administrative reform, and amending policies to
create better conditions for development projects
(mortgage of land use right, quick land clearance,
guarantee for investment, etc.).

The Pa Ning government has also dealt ac-
tively with legal obstacles to investment (adminis-
trative procedures and control over implementation
of investment projects, etc.). As a result, its busi-
ness climate is always considered as better than
other provinces and cities. In terms of PCI stand-
ing, Pa Ning has been among provinces of best

business climate for the past four years: It was sec-
ond only to Binh Duong in 2005-2007 and took the
first place from 2008 onwards. Some components
of the PCI of Pa Ning, however, are still low or

very low, such as “access to land and stability of

land use” (ranked 26 among 63), “informal charges”
(23/64), and “legal institutions” (36/63) (see Figure
6).

Figure 6: PCI of Pa Nang and Binh Ducng in 2009
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Nguén: VCCI/VNCI (2009)
4. Some policy implications

Some policy implications for Pa Néng in the
coming years could be drawn from results of above
analyses.

Firstly, changes in the structure of industry
could be accelerated by adopting policies to encour-
age technological-intensive industries with good
comparative advantages, such as services and sup-
porting industries with a view to increasing the
shares of services and manufacturing sectors and
turning Pa Nng into a center of finance, service
and tourism of Central Vietnam and Western High-
lands.

Secondly, quality of human resource and labor
productivity could be improved by policies on edu-
cation and training, development of high-quality
human resource, encouragement to technological
study and application, thereby increasing contribu-
tion from TFP and enhancing the quality of eco-
nomic growth in a long run.

Thirdly, Pa Nang economy has become increas-
ingly capital-intensive when more and more capital
is mobilized and investment in the service sector
is on the increase while the profitability tends to
lower. It is necessary to adopt policies on allocation
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of capital to industries with comparative advan-
tages and high added value, improvements in use
of capital, and control over excessive investment in
real estate, especially from funds held by the State.

Fourthly, enhancing managerial skills is a good
way of increasing the share of TFP. Although its
business climate has been improved continuously
(its PCI is of the highest level in Vietnam), Pa
N&ng had better perfect its legal infrastructure and
administrative reform with a view to making it
more transparent and convenient, thereby attract-
ing more foreign and domestic investment, creating
a climate of fair and active competition, and im-
proving corporate competitiveness.

Fifthly, it is necessary to adopt new policies to
help companies cut production cost, including costs
of inputs and intermediary cost. For the time being,
municipal government can offer lower prices for
public goods and services (water and power supply,
post and telecommunications, logistics and admin-
istrative services, etc.)

Sixthly, economic development cannot be sepa-
rated from local marketing programs. This can be
achieved by allocating resources more effectively,
and accelerating trade and investment promotion
(through events, forums, and mass media, etc.).
Publicity for Pa Ning is a duty for not only local
authorities but also companies and the publicm
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Note

[1] The WB formula for change in structure of

industry is:

38,(6,).5,(t,)

i=1

z Si2 (tz )z Si2 (tl )
i=1 i=1

cosQp =

where: S;(?) is share of industry i in GDP of year
t, and ¢ : is angle between two vectors of economic
structure (0° < ¢ < 90°), if @ = 0°: no change in the
structure of industry takes place, and when ¢ =90
the biggest change happens.

[2] Not including contribution from import duty

[3] Labor resource = Population of working age

[4] Ratio of participation in labor force = Ratio
of labor force to working population

[5] ICOR can be determined according to two
approaches:

- Without latency:

AK _ ],
Ay Y -Yo

ICOR =

- With some latency (one period):

AK _ ],

ICOR =y =v.-7

where I is investment and Y is output (GDP)

[6] ICOR in 2006 was very high and rejected be-
cause part of Da Ning gross output was lost due to
Chanchu and Xangsane storms.
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[7] TFP variable measures contribution of all in-
puts other than capital and labor when calculating
the economic growth. All of these factors are called
collectively technological advance (replacement of
technology, improvement in labor quality and man-
agement, etc.). TFP can be used for evaluating effi-
ciency of use of inputs: growth based on increases
in capital and labor is considered as extensive and
it is intensive when based on an increased TFP.

TFP growth can be determined according to two
approaches:

- Growth accounting:

8rrr=8y - (rx/Y)gx - wWL/Y)gy,

- Regression:

81rp=8y - 08k - P8L

where g is growth, Y is output (GDP), K is cap-
ital, L is labor, r is return of capital, w is wage, o
hé s6 co gidn cla san lugng theo von, B: hé s co
gidn ctua sdn lugng theo lao dong.

[8] Capital (K) is measured approximately by
formula:

K,=(1-9 K, +1,

where K is accumulated capital, I: Annual incre-
mental capital, & : capital depreciation ratio
(6=0,05), and 1997 is selected as the base year:
Ki997=GDPgq;. Various tests (t, Augmented Dickey-
Fuller, F, Ramsey, and Breusch-Pagan/Cook-
Weisberg) are conducted, and estimated regression
result of Cobb-Douglas production function is: Y =
6,63 K0T 060,

[9] PCI is conceived as comparative advantages
of a province or city in terms of geographical loca-
tion, natural resources, technical infrastructure, IT
infrastructure, high-quality human resource, busi-
ness climate, policies on investment and proactivity
of provincial leadership.
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