PRIVATIZATION O
VINAMILK — A

PROFITABLE SOE

he  Government

has launched pri-

vatization for
years in order to promote
capacity of state-owned en-
terprises (SOEs) in the
process of international in-
tegration, at the same time
to ease their burden to the
national budget. Neverthe-
less, this move has not yet
hit those SOEs which are
producing profits and mak-
ing great contributions to
the state budget.

Therefore, the news
that Vinamilk (a famous
SOE producing milk prod-
uets) is going public and
the privatization will be
completed at the end of
2003 spark off rumors and
questions to be answered:

. (1) Why is Vinamilk
privatized while it is cur-
rently the large contribu-
tor to state budget? Is
there any dubiousness in
privatization of such a cor-
poration?

(2) While the stock
market shows signs of de-
cline, should investors buy
Vinamilk stocks?

To answer these ques-
tions, we take a look at
these facts:

1. An overview of Vi-

namilk

Vinamilk is a company
ruled by the Ministry of
Light Industry, estab-
lished in 1976 by the con-
solidation of 6 food proc-
essing factories after the
fall of the former Saigon
regime (1975) including
Théng Nhat Milk Factory,
Truéng Tho Milk Factory,
Dielac Powder Milk Fac-
tory, Bién Hoa Coffee Fac-
tory, Lubico Confectionery
Factory and Sa Péc Nutri-
tive Factory.

In its 20 years of opera-
tion in the milk processing
sector, Vinamilk currently

Table 1: VINAMILK growth rate
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Table 2: Vietnam’s milk consumption
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Powder milk 1 000 cans 37,400 43,000
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of Vietnamese top manu-
facturing companies in-
cluding electricity, coal,
textile, garment, chemi-
cals and tobacco.

2. Production capacity
(compared to ASEAN
countries)

According to the survey -

conducted in 1990, the
Vietnam’s milk consump-
tion reached 0.47 kg/per-
son/year. This figure rose
to 3.7 kg/person/year in
1995, 6 kg/person/year in

1999 and 6.5 kg/per-
son/year in 2000 (12.8
times as compared to

1995) with total output of
460,000 tonnes.

Given the milk con-
sumption, the local supply
of fresh milk meets only
10% of total needs for pro-
duction, the rest will be
offset by imports of powder
milk and butter.

In the meantime, some
ASEAN countries® capacity
are shown in the following
table:

importing powder milk for
production.

- According to statistics
of the National Customs
Office, from January 1,
2003 to April 30, 2003, the
milk import value regis-
tered US$51.5 million (the
actual receipt is expected
to reach US$80 million due
to smuggling or unofficial
border trade)

In the meanwhile, the
solution of increasing
homemade fresh milk by
raising more milk cow
seems impossible because
the price of food for Viet-
namese cow is currently
equal to 71% of the price of
one kilogram of milk while
this cost is about 50% in
neighboring countries. As
such, the Vietnamese milk
sector may repeat the bit-
ter failure of the current
sugar industry when the
increase in supply of local
material makes product
prices soar and thus re-
duces competitiveness,

4. Capacity of export

Table 3: Selected countries’ milk processing

388

| Nation | Unit | 1993 1994 1985

| Malaysia } Tonne| 3,329 | 8273 3270 3,692
indonesia ' Tonne: 38,998 ' 42,783 43,424 43,601
Thailand Tonne 45,600 63543 64800 69,600 |
‘Myanmar Tonne!: 239,231 242,302 246,440 25_3.0_51__;
Source: FAO

Thailand is a country
attaining the ‘highest
growth rate as indicated in
the following tabled:

|

The export markets for
Vietnamese milk products
are mainly the U.S,
France, Germany, Russia,

Table 4: Thalland s Imlk productlon

)

" Indicator l Unit Jr1934 ' 1993 e
'Freshmilk  Tonne 46,000 563000

o9 2000 |
669,960 785 380

'lnstam milk | Tonne |62 400 J 961,829 | 1,108,887 1,213, 423

Source: FAO
3. Importation

- In 2000, total im-
ported milk  reached
50,000 tonnes (equivalent
to powder milk) or
400,000-450,000  tonnes

(equwalent to fresh milk).
- In 2001, Vietnam
spent US$200 million on
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Southern Asia, Iraq and
some Middle East coun-
tries, but the major market
is Iraq (accounting for
97%-98% of total export
value). Nevertheless, Viet-
nam may lose this market
since May 2003 because
the UN embargo was lifted

-

and. foreign goods will
flood this country.

protectionism before
ASEAN items of the same

Table 5: Export oI Vletnamese milk products (USSmiI )

[ indicator 1998 1999 2000 2001 Teooa !
1. Total export i | | !
value 268 | 522 83| 143 1536
2. To Iraq 20| 50, 70! 137 | 150 |

| Growth rate

Source: Vinamilk

5. The process of AFTA
integration for milk prod-

uct

According- to CEPT

regulations, milk products *

belong to the Temporary
Exclusion List (TEL) and
must be put in the tax-cut .
list (Inclusion List — T L)
since 2003. Therefore, the
import tax rate on milk
products must be lowered
to 20% in 2003 and 0-5%
by 2006 and at the same
time total quantitative
measures must be removed
by 2006.

As such, Vietnamese
milk products will step by
step lose advantages from

74.6% | 958% | 84.3%  958%| 97.6%

kind since 2003.

6. The process of Vi-

namilk privatization

The process of Vi-
namilk privatization can
be summarized as follows:

- The stage of evaluat-
ing business market value
has been completed, in the
following step, the privati-
zation scheme will be sub-
mitted to the Government
and the corporation will go
public at the end of 2003.

- The privatization will
be conducted in all Vi-
namilk’s subsidiaries in-
cluding Factories of
Trusng Tho, Thong Nhat,
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Dielac, Nghé An, Binh
Pinh, Can Tho.. .

- The total equity capi-
tal is about VND1,500 bil-
lion.

- Vinamilk is ruled by
the Ministry of Industry,
according to state current
regulations, the Govern-
ment will hold 51% stake
when privatization. How-
ever, this proportion will
be determined in the end
by the Government when
approving the scheme.

- The list of preferen-
tial shareholders includes:
Vinamilk workers, farmers
selling materials to Vi-
namilk, potential custom-
ers, and investors.

7. The rule of current in-
vestment in the Vietnam

stock market

Over the past four
years, the stock prices in
the stock market have
seen continuous changes.

Recent surveys show
that the stock prices al-
ways respeclt the sine-
chart law The price change
following the sine chart
law is also recognized by
Vietnamese stock inves-
tors and they use it as an
indicator for their invest-
ment.

As a result, stock trad-
ing will be in accordance
with the law:

- Buying a kind of stock
when its price shows sign
of standstill after continu-
ous falls;

- Selling a kind of stock
when its prices show of
stagnation after continu-
ous rises.

8. Conclusion:

From these above facts,
we can draw some conclu-
sions about Vinamilk to
answer the questions aris-
ing first:

- The stock prices al-
ways change in accordance
with the sine chart law,
therefore to choose when
to buy or sell must be flexi-
ble.

- The local milk product
will encounter harsh com-
petition even in the home
market against their coun-

terparts from ASEAN
countries because the pro-
tectionism is step by step
reduced
CEPT agreement.

- The export markets of
Vietnamese milk products
may be contracted because
the United Nations Or-
ganization has lifted em-
bargo against Irag, which
had bought 97%-98% of
Vietnamese milk exports
formerly, and Vietnamese
businesses cannot compete
with international corpo-
rations in bids of supply.

- The Vinamilk growth
will certainly face slow-
down and not maintain a
rate of 256% per year as at
present. This decline has
appeared since 2002 due to
reduction of import tax
and the progress of Fore-

following  the °

most, a rival of Vinamilk
in the local market.

- Vinamilk is now an
enterprise making large
profits and contributions
to the state budget, the
Government and the rul-
ing Ministry of Industry
could not easily approve its
privatization if there was
no special cause.

- The year 2003 is the
best time for Vinamilk pri-
vatization when it is not
greatly affected by the
AFTA integration and its
stock price is also attrac-
tive to investors. ;

- The Vietnam milk
sector’s development
really has no solid founda-

tion because 90% of its ma-
terials must be imported
and the local production
only meets 10%.

- The milk sector en-
joys no advantage from
joining AFTA because its
imported materials do not
come from ASEAN coun-
tries.

- The Vietnamese milk
sector must import materi-
als for production while
other ASEAN countries
will export directly their
goods to Vietnam.

- Vinamilk is now a fa-
mous brand name in Viet-
nam and setting a firm
foothold in the local mar-
ket, so when integrating,
its potentials still help it
sustain the competition
within five years at least.

As such, are Vinamilk
stocks worth our invest-
ment?

- Vinamilk stocks are
still attractive within five
years at least because this
brand name is holding a
firm position on the local
market and the impacts of
AFTA integration are not
enough strong to diminish
immediately the corpora-
tion’s potentials.

- The investment in Vi-
namilk stocks is rather
reasonable but not at any
cost. In my opinion, the ac-
ceptable price is some
VND15,000-20,000 per
share.

- To buy Vinamilk stock

investors

profitably,
should find sellers as farm-
ers who are supplying ma-
terials to Vinamilk and
enjoying preferences when
Vinamilk issues its stocks.

- Investors should be

ready to sell Vinamilk
stocks when they show
signs of stagnation.

* REFERENCE:

- Review of companies
of Vinamilk and Foremost
in 2000 and 2001.

- The Bién Hoa Sugar
Company's evaluation of
consumer market.

- The currentimport and
export tax lists.

- The Bién Hoa Sugar

Company's market re-
search in 2002
- Websites of Ministry of

Trade, Vietnam Economic
Times, Vietnam Stock
Market..m
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