1. INTRODUCTION

According to Harvard
University [1], Vietnam
has been widely praised as
a success story with vari-
ous indicators of success
such as a projected 7% rate
of GDP growth, healthy
exports, good progress
with poverty reduction,
improving social indica-
tors and low inflation.
However, Vietnam is start-
ing at a very low point
compared with its former
allies, former adversaries
and neighbors as indicated
in Table 1.

Because of very low
GDP level, it will take
Vietnam a lot more efforts
and many decades to catch
up with the rest of the
world. From an earlier
publication entitled “How
Fast to Grow to Catch Up,”
(Economic  Developnient
Review, issue No.136, De-
cember 2005) the authors
presented numerous
growth scenarios or combi-
nations of a time duration
and a growth rate, for Viet-
nam to catch up with the
rest with the world.

The focus of this paper
is to show how much in-
vestments are needed to
elevate Vietnam'’s economy
to various growth levels.
Its intent is to provide its
readers the great magni-
tude of investments that is
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required to  transform
Vietnam from a poor to a
prosperous country.

Il. VIETNAM'S ECO-
NOMIC STRUCTURE

In order for Vietnam to
develop a growth policy
and realistically imple-
ment it, it is required to
understand its economic
structure that can be sum-
marized in Table 2.

From Table 2, the most
productive sector is the
construction and industry
(CI). However, this sector
employs the fewest
number of people, 13%.
The CI sector’s per-capita
GDP is only US$1,692
compared with South Ko-
rea’s per-capita GDP of
13,980 and with Singa-
pore's amount of 24,200.
With current per-capita
GDP growth rate of 6%,
this sector needs 36 and 46
years to catch up with
South Korea's today per-
capita GDP and Singa-
pore’s, respectively.

The next best sector is
the services sector that
has a per-capita GDP of
US$995. It is a smaller
amount than the CI
amount. Certainly, Viet-
nam has to work much
harder to elevate its pro-
ductivity., With the current
per-capita GDP growth
rate of 6%, this sector
needs 45 and 55 years to

catch up with S. Korea'’s to-
day per-capita GDP and
Singapore’s, respectively.
The most troublesome
sector is agriculture, for-
estry and fishery (AFF). It
employs 2/3 of the popula-
tion and its per-capita
GDP is at a miserable
amount of US$183. The fo-
cus of economic strategists
is to move millions of peas-
ants from very low-paying
agricultural jobs to higher-
paying CI and service jobs,
and the migration requires
huge investments in facto-
ries, physical infrastruc-
ture and retraining and re-
tooling of peasants.

I1l. FUNDAMENTAL ECO-
NOMIC GROWTH CON-
CEPT

Some countries grow
faster than others depend-
ing on the maturity of
their economies. The ma-
turity comes from low
population growth rate,
high per-capita GDP, high
employment rate and high
level of utilization of ad-
vanced technology and
managerial practices. De-
veloped countries with ma-
ture economy usually grow
slowly while developing
countries with less mature
economy can grow very
fast. The main force for the
growth of a mature econ-
omy is technological and
managerial  innovations

that increase the general
productivity. A good
growth rate for developed
countries is between 1%
and 4%, and the rates re-
flect the rate of growth in
productivity caused by
technological and manage-
rial innovations. For ex-
ample, technological inno-
vations are new products
such as new computers,
and managerial innova-
tions are new services such
as cellular phone services
and mass merchandizing
approach offered by Wal-
Mart (Wal-Mart is the
largest American company
that operates hundreds of
super markets throughout
the world, and it has total
revenue of US$288 billion
in 2004 ).

Developing  countries
such as Vietnam, India
and Cambodia usually
have  high  population
growth rate, low per-capita
GDP, high unemployment
and low level of utilization
of advanced technology
and managerial practices.
To move from a poor to a
prosperous country, they
may have to go through a
few stages of growth as fol-
lows:

1. Utilization of surplus
labor: The first phase of
growth is to put unem-
ployed people or young
people to work at any jobs.
If the countries fail Lo cre-
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manufacturing and serv-
ices industries.

3. Dramatic increase in
agricultural productivity to
free labor for manufactur-
ing and service industries:
Developing countries must
be successful in increasing
agricultural output while
using less and less labor by
using more machinery,
modern scientific farming
methods and better mana-
gerial practices. As a re-
sult, more people become
available for manufactur-
ing and services indus-
tries.

4. Massive develop-
ment of the industrial and
service  sectors: - During
this phase, the country
must be able Lo ereate nu-
merous new non-
agricultural industries. If
the domestic private and
state sectors fail this mis-
sion, the country must do
its best to bring in FDI to
take on this task.

5. Massive training of
workers for new jobs: The
country must develop mas-
give training programs to
move workers from the ag-
ricultural sector to the ex-
panding industry and serv-
ice sectors,

Vietnam is currently in
the first two phases: utili-
zation of surplus labor and
adoption of latest techno-
logical and managerial de-
velopments from devel-
oped countries. ’

IV. HOW MUCH TO IN-
VEST FOR RAPID
GROWTH

Vietnam would need at
most 10 million people in
the AFF sector in the long
run, and it has to migrate
at least 44 million people

to the other two sectors as
soon as possible. Ideally,
Vietnam should complete
this migration in 20 years
or at least two to three mil-
lion people of existing
peasants and their new
offspring per year while
continuing to improve the
productivity of this sector.
How much to invest to
move from a starting point
(or one sector or a starting
per-capita GDP) to a target
level (or a target sector or
a target per-capita GDP) is
computed as follows:

Total investment (US$)
= (target per-cap GDP —
current per-cap GDP) *
population * required in-
vestment rate

According to a study
conducted by Harvard Uni-
versity, the required in-
vestment rate for Vietnam
is between US$3 (for pri-
vate sector) and US$5 (for
the state sector) to gener-
ate a new dollar of GDP.
The private sector is much
more efficient in utilizing
investment dollars  and
more workers than the
state sector. The migration
away from the AFF sector
requires lots of invest-
ments such as education
and training of peasants,
new factories, better trans-
portation system, creation
of a new managerial class
to manage much large
Cl/Services sectors, etc.
Further, if Vietnam wants
to elevate its economy to
the levels of Malaysia and
South Korea, it also re-
quires a great deal of in-
vestments. A summary of
how much investments are
needed to move from a
starting point to a desired
destination is presented in
Table 3.

Table 3: How much to invest to move up

From Table 3, to move
people from a low per-
capita GDP level to a tar-
get level, Vietnam needs to
invest:

§ US$178 billion
in the state services sector
to absorb 44 million peas-
ants but only 107 in the
private services sectors to
obtain the same result.

§ US$199  billion
in the state Services sector
to absorh 44 million peas-
ants but only 332 in the
private services sectors to
obtain the same result.

§ US$1,681 bii-
lion in the state sector to
move Vietnam to Ma-
laysia’s current level but
only 1,008 in the private
sectors Lo obtain the same
result.

§ US$5,506 bil-
lion in the state sector to
move Vietnam to South
Korea’s current level but
only 3,303 in the private
sectors to obtain the same
result.

The next issue is the
sources of funds, 1le.,
where Vietnam finds the
money to finance the above
endeavors. The sources are
state, private and foreign.
The state source is very
limited by the amount of
taxes collected on a small
GDP of $42 billion and
rampant corruption. Obvi-
ously, Vietnam needs lots
of private and foreign in-
vestments for this epic mi-
gration. Consequently, the
Vietnamese government
must do its best to change
its laws and regulations to
provide level-playing
fields for all individuals
and sectors to invest and
to ascertain that their in-
vestments are safer in

Vietnam than anywhere
else in the world. Other-
wise, Vietnam would grow
very slowly and could not
catch up with the rest of
the world that is growing
too.

V. CONCLUSION

When a country grows,
its competitors also grow.
For Vietnam to catch up
with the rest of the world,
it has to grow much faster
than others and also needs
a great deal of new invest-
ments. Vietnam has an in-
vestment choice between
the state sector and the
private sector. The state
sector is much less effi-
cient than the private sec-
tor by a ratio of 5 to 3 or
consumes a lot more re-
sources to generate an ad-
ditional dollar of new
GDP. Consequently, the
Vietnamese government
must do its best to encour-
age massive private in-
vestments. Any delay or
hesitance would mean an
economy that grows much
slower than the potential
of its people.
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