Foreign Direct Investment
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1. Situation

Up to the end of 2003,
there were 5,236 FDI proj-
ects in Vietnam, 4,324 of

them that were worth
US$40.8 billion have come
into operation and

US$24.6 billion of this reg-
istered capital have been
realized. In 2004, the FDI
flow into Vietnam rose to
US$4.2 billion increasing
by 35% compared with
2003. This has been the
highest level since the
1997 Asian financial cri-
sis. Up to the end of 2004,
the registered capital of
FDI projects was US$45
billion and their realized
capital was US$27.42 bil-
lion.

At present, FDI proj-
ects have made their ap-
pearance in most prov-
inces, but they tend to
concentrate in provinces or
cities with good infrastruc-
ture, such as HCMC (25% ),
Ha Noi (18%), Déng Nai
(16%), and Binh Duong
(9%), while the rest (59
provinces and cities) ac-
count for only 27% of FDI
projects. The manufactur-
ing and service sectors at-
tract most FDI projects.
The primary sector is
much less successful in
this aspect in spite of
many preferential treat-
ments are offered. Some
one third of FDI projects
are in the two above-
mentioned sectors but only
a small part of FDI is put
in modern services because
markets for banking, fi-
nancial, and advisory serv-
ices are less developed.

As for form of invest-
ment, the joint venture ac-
counts for 51% of regis-
tered capital and 30% of
number of projects, the
foreign-owned enterprise
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Figure 1: FDI projects by sector
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36% of capital and 66% of
projects, and others 13% and
4% respectively.

In the past years, the
FDI accounted for 36.4% of
the industrial output (12.1%
in light industries; 9.7% in
building materials, ceramics
and glass; 22.5% in food and
drink; etc.) and played a
leading role in production of
electronic appliances, com-
puter, automobile and motor-
bike, Up to the first quarter
of 2005, some 3,300 FDI
companies have come into
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operation and supplied
jobs to 793,000 laborers.

In 2004, the indus-
trial output from the for-
eign sector rose by
18.3%, higher than the
national average. Its ex-
port  value = reached
US$8.81  billion, in-
creased by 39% and ac-
counted for 33.3% of the
national export value, Its
payment to the budget
was US$915.8 million in-
creasing by 13.9%. This
sector also accounted for
14.8% of the GDP.
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9%

This sector has encour-
aged development of other
sectors by entering into
contracts supply raw mate-

rials, spare parts and
semi-finished goods.
Reasons  for  these

achievements by the for-
eign sector are as follows:

- Political stability: The
Vietnamese socio-political
environment is considered
as stable and healthy. Se-
curity for FDI projects is
ensured. The Hong Kong-
based PERC ranked Viet-
nam the most safety coun-

Table 1: Removal of price discrimination (Differences in prices offered to nation-

als and foreigners)

Goods and services . 1998 1999 2000 2001 ', 2002 2003 2004
Water supply (%) 117 0 0 0, 0 0 0
Installation of telephone (%) | 6 0 0 0 0 0. 0
110V power supply (%) | 31 31 19 19 ' 6 6 6
Air ticket (HCMC- Ha Noi) (%) ' go 90 58 50 50 0 0
TV ads on VTV channel (%) 100 100 100 . 100 . 100 33 0
Source: JETRO
L4
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try in the region in terms
of political and economic
risk degree after Septem-
ber 11.

- High growth rate:
Vietnam  gained  high

. growth rates in several
~ consecutive years. Realiza-

tion of the American- Viet-
namese BTA and other
multi- and bilateral trade
agreements allowed
foreign-invested  compa-
nies to expand their mar-
ket shares.

- Improved business cli-
mate: Investment legisla-
tion has been amended
regularly in an effort to
ereate better conditions for

- all companies. Major infra-

" duce cost and

structure projects are car-
ried out every year. Fees of
services needed for the
business circle, such as
telecommunications, water
and power, air transport,
etc., are cut according to a
reasonable track. The uni-
form pricing mechanism

has been introduced in or-

der to help investors re-
improve
their competitiveness.
Although the FDI flow
has witnessed improve-
ments in recent years, it
still shows worrying signs:
- The sum of US$4.2
billion worth of FDI regis-
tered in 2004 marks its re-
covery from years of stag-
nation, but this figure is
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equal to the sum attracted
in 1994 and half the sum of
1996. According to ex-
perts, it doesn’t match the
Vietnam’s potentials and
is much lower than the re-
gional average and the de-
mand for foreign capital in
Vietnam.

- Number of projects
being delayed and dis-
solved tends to increase in
the past few years, which
discourages many poten-
tial investors and those
who are doing business in
Vietnam.

- Proportion of
technology-intensive proj-
ects by multinationals is
still small, which limit ef-
fects of technology transfer
on the local economy.

- Vietnam has tried its
best to improve the quality
of human resource in re-
cent years but it fails to
meet requirements posed
by foreign investors. Offi-
cials working in joint ven-
turgs with foreign partners
lack knowledge of both le-
gal and business issues.

- In the past few years,
big sums of money were
put in infrastructure and
urbanization but the qual-
ity of public utility services
is very poor. At present,
only 25% of the road net-
work is blacktopped; air-
ports are small and routes
offered by airlines are lim-

ited. In addition, sea ports
in Vietnam are very small
in comparison with re-
gional countries. Blackouts
are frequent and become a
great obstacle to
technology-intensive proj-
ects. In the eyes of foreign
investors, Vietnam is still
less attractive because of
its poor infrastructure.

- The counterbalance
capital by local partners is
small and most of it is in
form of the land use right.

- High mark-up made
by foreign investors in
joint ventures to imported
machinery and use of obso-
lete technologies are also
obstacles to the develop-
ment of the foreign sector.

- Violations of laws, es-
pecially the Labor Code,
are also a worrying prob-
lem although they are not
widespread.

2. Measures to attract the
FDI

- Perfecting the legal
infrastructure: Policies on
foreign investment must
be adjusted with a view to
providing a level playing
field for both local and for-
eign investors and ensur-
ing transparency accord-
ing to international
practices.

For the time being,
relevant authorities must
handle complaints about

the corporate income tax
and conditions for tax ex-
emption. The  Decree
105/2003/ND — CP dated
Sep. 17. 2003 must be re-
vised in order to allow
more foreign laborers to
work for companies in
health care and education
services and high- tech in-
dustries. New policies in-
troduced by  Decrees
27/2001/ND-CP and
38/2003/ NP-CP must be
carried out as soon as pos-
sible.

- Application of merger
and acquisition practices:
These practices could be
applied in Vietnam in or-
der to open new channels
for foreign investment.

- Computerizing cus-
toms procedures: Customs
authorities must pay more
attention to this task to fa-

cilitate  operations  of
foreign-invested  compa-
nies.

- Relevant ministries
must take measures to
help exporters deal with
lawsuits against them by
EU and Canadian authori-
ties.

- Trade promotion ac-
tivities in important mar-
kets must be beefed up
along with conferences
and workshops aiming at
introducing business op-
portunities to multination-
als. A foreign investment
promotion fund could be
formed using part of tax
payments from foreign-
invested companies.

- Improving the infra-
structure: Of this aspect,
the supply of power, water
and internet services is of
the greatest importance.
Moreover, the telecommu-
nication sector must be
open to foreign competi-
tion with a view to inte-
grating it into the world
market.

- Developing the hu-
man resource: The human
resource must meet re-
quirements by foreign in-
vestors in terms of skills,
discipline and price. In the
long run, the Government
should adopt policies to
train the human resource
in technical and business
knowledge.®
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