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ne of economic
Oachievements in
2007 is the rise
in the foreign direct in-
vestment up to US$20.3
billion — a record level -
equaling some 25% of
the total FDI in Viet-
nam in the past 20
years, increasing by
70% over 2006 and 53%
higher than the target
set for the year. It helps
Vietnam to be ranked
sixth among the best
destinations for foreign
investment. This article
tends to discuss causes
of this rise, features of
the FDI flow in 2007,
problems arising from
the rise and solutions.
1. Causes of the rise in
the FDI

One of the most ap-
parent causes is the
Vietnam's accession to
the WTO. Its implemen-
tation of commitment to
liberate trade made the
business climate in
Vietnam more open to
foreign investors. The
reform in the public sec-
tor has been carried out
with a view to eliminat-
ing monopolies and cre-
ating a level playing
ground for all. Introdue-
tion of many laws, such
as Companies Law and
Investment Law, also
offers business opportu-
nities to investors. To
help investors make up
their mind, the central
government issued in
2007 a list of 163 major
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projects open to foreign
investors. The FDI flow
kept increasing in the
last quarter of 2007
when Vietnam was
elected non-permanent
member of the UN Secu-
rity Council. And as
usual, political stability
and social order is a de-
cisive factor that makes
foreign investors con-
gider Vietnam as a
promising destination
for long-term invest-
ments, especially when
some surrounding coun-
tries are suffering polit-
ical and social unrest.
These subjective factors
made the FDI flow in-
crease remarkably in
2007.

In addition, objective
factors also have their
own effects on the rise
in the FDI in Vietnam.
To aveid or distribute
risks cause by putting
too much money in the
Chinese market, inter-
national groups have
adjusted their portfolio
included in their strate-
gies to establish foot-
holds in East Asia, that
ig, to move part of their
investments to  sur-
rounding countries, in-
cluding Vietnam - an
attractive and emerging
market.

The inecreased oil
price on the world mar-
ket in 2007 made oil ex-
porters’ income sky-
rocket and they became
potential investors to

many countries and
Vietnam has been in-
cluded in their list of
promising destinations.
2. Features of the FDI
in Vietnam in 2007

{1) The number of
projects and volume of
capital increased
strongly in the second
half of the year. In the
first seven months,
Vietnam received
US$6.37 billion — about
one third of the volume
of the whole year — and
in the last five months
this figure rose to some
US$13 billion, twice as
much as the sum regis-
tered in the first seven
moenths, The situation
came from the fact that
toward the end of the
year many sociopolitical
events took place turn-
ing Vietnam a promis-
ing destination for for-
eign investment. In
addition, the project
E-Regulations Vietnam
that aims at facilitating
procedures for making
investment run by the
Ministry of Planning
and Investment in coop-
eration with the
UNCTAD came into op-
eration and became an
encouragement to for-
eign investors.

(2) The presence of
many large-scale pro-
jects makes the average
size of FDI projects big-
ger in comparison with
ones in previous years.
Some of these

large-scale projects are:
the US41.7-billion oil
refinery in Ving R6 in-
vested by Technostar
Management (UK) and
Telloit (Russia); the
one-billion project to
build a multi-function
town in Ha Ngi by
Kengnam (South Ko-
rea), and the 500-mil-
lion project to produce
computers in Vinh Phie
by Compal Eleetronics
(Taiwan). Many others
that are worth some
hundreds of million dol-
lars were submitted for
approval. Total capital
of projects of the size of
US$40 million or more
accounted for 72% of to-
tal registered capital,
therefore the average
size of a project in 2007
rose US$14 million in-
creasing by 64.7% over
2006.

(3) The structure of
investment project
changed positively and
got more appropriate to
the  industrialization
and modernization in
Vietnam. The propor-
tion of investments in
the Manufacturing-con-
struction  sector  is
smaller in comparison
with previous years but
still the biggest one in
the total investment.
Particularly, invest-
ment in technology-in-
tensive industries in-
ereased remarkably
with projects run by
such international



groups as Intel, Nidec
and Foxeonn. Some im-
portant projects are: the
100-million plant to as-
semble cireuit boards in
HCMC run by Jabil Cir-
cuit (the U.8.) and two
hi-tech plants that are
worth some US$80 mil-
lion in Bdec Ninh and
run by Foxconn (Tai-
wan),

Investment in the
service sector, espe-
cially in the tourism,
also rose. In 2007, there
were 47 projects in the
tourism industry with a
total capital of US$1.86
billion (increasing by
19.6% over 2006) in
HCMC, Ha Ngi and
many coastal provinces
in the Central Vietnam.
In Ha Noi alone, there
were five projects to
build high-class hotels
comprising 2,200 rooms
with a total capital of
US$1.242 billion.

(4) New investors,
from India for example,
made their appearance
in 2007 beside the ones
from familiar countries
(South Korea, Singa-
pore, Taiwan, Japan,
Hong Kong, and British
Virgin  Island, ete.).
With a total capital of
US$527 million put by
ESSAR in a steel mill in
Ba Rja — Ving Tau and
by TATA in a steel com-
plex in Ha Tinh, India
is  included in the
top-ten list of investors
in Vietnam, and Viet-
nam became the first
destination for Indian
investment in South-
east Asia,

(5) Foreign invest-
ment moved from la-
bor-intensive to capi-
tal-intensive industries.

With 403 projects worth
US$4.2 billion, South
Korea remained the big-
gest investor in Viet-
nam, and structure of its
investments also
changed. Bigger invest-
ments were put in real
estate and key indus-
tries, such as energy,
chemicals, petrochemi-
cals and steel instead of
clothing and footwear
as seen before.

(6) The number of
provinces that attracted
the FDI in large quan-
tity increased in 2007.
Fifty-six out of 65 prov-
inces and cities in Viet-
nam have had major
FDI  projects. Many
provinces had never
seen any FDI projects
for decades strated at-
tracting some of them in
2007, such as Cao Biing,
Ha Giang, Ninh Binh,
Thdi Binh, Ha Nam,
Ninh Thuan, Tay Ninh,
Tra Vinh, Déng Thdp,
Sée Triing, Hiu Giang,
Thira Thién- Hug, Hung
Yén, Thdi Nguyén and
Bdce Ninh, especially
provinees in the Central
Vietnam and Western
Highlands. With a total
foreign investment of
US$1.7 billion, Phd Yén
ranked third in the list
of the best attractive
provinces to foreign in-
vestors in 2007,

(7) Provincial gov-
ernments have become
more aware of real effi-
ciency of FDI projects
instead of paying as
much attention to quan-
tities or achievements
on paper as they did be-
fore. Some provincial
governments have
known how to connect
FDI projects with their

socioeconomic  develop-
ment strategies and say
no to inappropriate pro-
jects. For example, Da

Ning has refused to

grant license to two pro-
jects to build steel mills
and encouraged technol-
ogy-intensive  projects
because authorities
there wanted to make
the best use of
highly-skilled labor
force and develop the
supply of services to the
foreign sector. Quéng
Nam government also
adopted the same ap-
proach when selecting
projects appropriate to
the long-term develop-
ment plans.

(8) To give more au-
tonomy to provincial
governments, thereby
emeouraging them to
work out measures to
make the best use of for-
eign investment and lo-
eal comparative advan-
tages, the central
government  delegated
more rights and duties
in 2007. At present,
some 60 provinces can
directly grant invest-
ment licenses to foreign
investors as allowed by
law.

(9) Although the re-
alized capital reached a
record level (US$4.6 bil-
lion) increasing by
12.2% compared with
2006 achievement, the
proportion of the real-
ized FDI to the total
registered capital is at
its lowest, around 23%,
because the best part of
the FDI volume came to
Vietnam in the last
quarter of 2007, there-
fore the rate of disburse-
ment was low while the
average size of FDI pro-

ject has become bigger.
This fact warns us that
the rate of disburse-
ment may keep reduc-
ing in the coming years.
3. Arising problems

Although the FDI in
Vietnam in 2007 rose
remarkably, it may stop
abruptly in the coming
vears if defeets in the
business climate are not
dealt with properly and
timely. Many people are
of the opinion that Viet-
nam is flooded with the
FDI, like a field without
a good irrigation sys-
tem. And what will hap-
pen to the field? At
many conferences be-
tween authorities and
foreign investors, there
are four problems that
caught their attention:
infrastructure, human
resource, administra-
tive procedures and cor-
ruption.

As for the infrastruc-
ture, although many ef-
forts have been made to
upgrade and  build
roads, bridges and ports
in recent years, the
speed of construction is
very slow. Many public
works couldn't complete
before a decade or two
passed. Others were
built carelessly and they
were damaged right af-
ter coming into use.
Some others, after being
completed, are not used
by the public because of
various inconveniences
or lack of supporting
works (For example, a
bridge was completed
but nobody can use it be-
cause there is no road
leading to the bridge),
or the work is wrongly
situated (residents have
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to go a long beltway to
get to the bridge). As for
water ways, congestion
around ports is still an
unsolvable problem to
HCMC - a center that
attracts a lot of foreign
investment.

The supply of funds
to communication works
is very slow, In 2007,
only 30% of the planned
sum was disbursed. in

addition, shortage of
electricity and unrea-
sonable regulations

about consumption of
this commodity have
caused a lot of troubles
for foreign investor.

Regarding the hu-
man resource, there is a
shortage of skilled and
well-trained labor. Most
workers are manual la-
borers and 'lack neces-
sary training or educa-
tion. Demand for skilled
labor in  industrial
parks, especially hi-tech
ones, is on the increase
and it seems to take
years to meet this de-
mand., The hi-tech in-
dustrial park run by the
Intel Group alone is in
need of some 30,000 ex-
perts and well-trained
laborsers. If they de-
mand is not satisfied on
time, they may stop in-
vesting in Vietnam and
move their projects to
surrounding  countries
where the human re-
source is of a better
quality.

The demand is sur-
passing the supply on
the labor market. Ac-
cording to statistics
gathered by the website
Vietnamworks.com,
while the demand for
skilled labor in the
third quarter of 2007
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rose by 152%, the sup-
ply could rise only by
119%. the shortage of
skilled labor has be-
come one of the biggest
obstacle to foreign- in-
vested projects. Even lo-
cal companies are meet-

ing with great
difficulties in recruiting
and retaining skilled
and well-trained em-
ployees.

Regarding the ad-
ministrative proce-

dures, the administra-
tive reform, after many
years, have been the
principal target of com-
plaints from foreign in-
vestors. The red tape
causes worries for even
local companies; and
many local managers
said that they didn't
worry about difficulties
caused by foreign com-
petition after Vietnam's
accession to the WTO
but they were afraid of
administrative  proce-
dures.
Re-establishement  of
extra-, or sub-, licenses
recently has discour-
aged all investors.
Changes in the flow of
FDI show that prov-
inces that are most at-
tractive to foreign in-
vestors are the ones
that succeeded in re-
forming their adminis-
trative machineries.

As for the corruption,
Vietnam ranks 123
among 180 countries
and territories esti-
mated by the TI in
2007, that is the corrup-
tion in Vietnam is con-
sidered high by the in-
ternational community.
This problem has been
discussed many times in
the NA and the Cabinet

but it is still widespread
and seems to become
uncontrollable. This sit-
vation has discouraged
a lot of investors,

Many other prob-
lems also cause worries
for investors and they
want the Government
to take bold measures to
deal with them, such as
protection for intellec-
tual property, taxation
and tax control, and le-
gal infrastructure. Par-
ticularly, high prices of
land and rental are also
a big obstacle to foreign
companies. The rental
of office in Ha Ngi that
varies from US$40 to 46
a sguare meter per
month makes Ha Ngi
one of the world most
expensive city in Asia in
this regard.

4. Solutions to the said
problems

a. Programs to de-
velop the infrastructure
must be accelerated by
inspecting all public
works that have been
completed or in prog-
ress, Works of poor
quality should be de-
stroyed and rebuilt. A
long-term strategy to
develop the infrastrue-
ture must be adopted.
Major public works
must be well devised
and included reasonably
in the master plan on
development. The Gov-
ernment should create
favorable conditions for
both foreign and local
companies to take part
in infrastructure pro-
jects, especially in the
ones with high payback.

b. Development of
the human resource
should be beefed up and

considered as the most
important measure to
absorb the foreign in-
vestment and integrate
into the world market
because, thinking
through, the human re-
source, in any times, is
the decisive fator in
solving all problems. To
achieve this aim, it's
necessary to reform the
education service, and
improve the training of
technical workers quan-
titatively and qualita-
tively in vocational
schools in order to pro-
vide companies with ar-
mies of skilled laborers.
For the time being, it's
necessary to make the
best use of existing re-
sources;

- Employment for
graduates: The Ministry
of Labor, War Invalids
and Social Affairs gath-
ers information about
employment of gradu-
ates from universities
and colleges in order to
provide the unemployed
with short-term train-
ing courses, thereby
helping them get em-
ployed by companies at
home and abroad, This
project can form an
army of trained laborers
who can undertake cer-
tain jobs for companies
and save the training
cost. These laborers are
useful for the time being
because they have got
some education from
universities or colleges,
therefore they can ad-
just themselves to new
tasks easily. This is,
however, only a shotgun
solution that helps deal
with consequences of
wide difference between
the market demand and
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education service in the
past few decades.

- Employment for
Vietnamese guest work-
ers in foreign countries:
Thousands of laborers
are sent to foreign coun-
tries as guest workers
every -year. They have
chance to work in mod-
ern production lines and
technologies and adjust
themselves to the indus-
trialized economies, Af-
ter finishing contracts
and returning home,
they couldn't find jobs
in companies in Viet-
nam. This is a huge
waste of resource. The
Government should
adopt new policies to
encourage and help
them to get jobs from lo-
cal and foreign-invested
companies.

- New policies on
Vietnamese expatriates:
This army includes a lot
of workers and techni-
cians in hi-tech indus-
tries, lecturers in uni-
versities, and
researchers in scientific
institutes. It's regretta-
ble to have no policy or

incentive scheme to per-
suade them to return to
their motherland and
contribute to the eco-
nomic growth.

- Import of laborers:
This can be considered
as a short-term solution
to the shortage of
skilled laborers. It's
worth noting that in
trends of globalization
and integration, move-
ment of labor is consid-
ered as trade in a spe-
cial commodity that
produces mutual bene-
fits. The Government
should review the policy
to limit the number of
foreign laborers in Viet-
nam-based companies.
For the time being, the
limit of 3% on employ-
ment of foreign laborers
in companies in Viet-
nam should be made
higher.

c. The administra-
tive reform should aim
at simplifying proce-
dures. All unnecessary
licenses should be re-
voked. More rights and
duties should be dele-
gated to local authori-

il

ties in order to reduce
the middle management
levels. Procedures for
carrying out investment
projects should be ap-
propriate to interna-
tional practices and
agreements  Vietnam
has signed. There must
be harmony and consis-
tency in relations be-
tween local and central
governments when
dealing with requests
by investors with a view
to offering equal oppor-
tunities to all compa-
nies.

Finally, stronger
measures and bolder
policies must be adopted
to deal with the corrup-
tion in order to ensure a
transparent  business
climate for investors.
Declaration of personal
property or income is
only a formality. The
better way is to force all
personal incomes to go
through banks, All fi-
nancial mechanisms
should be reviewed in
order to remove loop-
holes that allow illegal
ways of getting rich. An

Anti-Corruption  Law
should be passed soon in
order to mobilize the
public support to this ef-
fort.

In short, Vietnam,
one year after joining
the WTO, succeeded in
attracting the FDI in
2007. To make the best
use of this source of fi-
nance, Vietnam must
deal with many serious
problems. 1 personally
think that it's better to
take measures to make
the best use of existing
investments instead of
absorbing flows of capi-
tal without necessary
preparation. Without a
well-prepared business
climate, investors will
sooner or later with-
draw their investments.
1 hope that the Govern-
ment will take bold
measures in 2008 to en-
sure both quantity of in-
vestment projects and
their quality.=
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