FOREIGN INVESTMENT M HCMC
AND CHALLENGES 1N THE COMING YEARS

by MEcon. NGUYEN TAN THANG

’I:n years after the economic re-
form, HCMC has kept playing the
leading role in the national economic
development, The share of HCMC in
the GDP rose from 13.6% in 1990 to
16.2% in 1995 and 19.2% in 2000. Of
the annual growth rate of 7% in the |
period 1996-2000, the Southern Vital
Economic Zone (SVEZ) represented
3.4% and HCMC 1.9%. The HCMC
economic development originated
from various factors and one of which
was the contribution of the foreign
sector although its size was relatively
small as compared with domestic sec-
tors. In the period 1996-99, the for-
eign sector represented 3.4% in the
HCMC annual growth rate of 10.4%.
The share of foreign sector in the
HCMC gross product rose from
13.34% in 1996 to 18.13% in 1999.
This shows that the foreign sector, or
foreign direct investment (FDI) to be
precise, is important not only to the
first stage of industrialization and
modernization but also to the future
development of HCMC. Since the
promulgation of the 1998 Foreign In-
vestment Law, HCMC has attracted
the FDI at high speed and benefited a
lot from this flow of capital. HCMC is
also the city that had attracted the
FDI earlier than other provinces and
enjoyed relatively good infrastruc-
ture. According to the Ministry of
Planning and Investment, HCMC is
the city most crowded with FDI proj-
ects. Regarding valid projects from
1999 to May 22, 2001, HCMC housed
41 projects (37.3% of FDI projects in
Vietnam) with a total capital of
US$924,098,755 million (some 50%
of FDI capital in Vietnam). el

From January to September 20,
2001, Vietnam attracted 336 FDI
projects capitalized at US$1.94 bil-
lion. Most of them are in Eastern
South Vietnam: HCMC 125 projects,
US$485.5 million; Binh Duong 78
projects, US$13.3 million; Dong Nai
27 projects, US$129 million; and Ba
Ria- Viing Tau 4 projects, US$834.8
million. Most of projects licensed in
those nine months are in the manu-
facturing sector: 263 projects worth
US$1.594 billion representing 78.3%
of FDI projects and 82.8% of FDI reg-
istered capital. These data reflect en-
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couraging changes in foreign invest-
ment in HCMC. The city, however, is
facing many challenges originated
from the following causes:

- In recent years, although the
foreign sector accounted for some
25% of the gross investment, 34% of
the industrial output and 13% of the
GDP, the FDI flow showed signs of
decline. In Binh Dugng in the first
nine months of 2001 for example, the
foreign investment was much lower
as compared with the same period
last year. In Pong Nai, many foreign-
invested companies decided to make
more workers redundant. These signs
of decline could discourage foreign in-
vestors and thus affecting the foreign
investment in HCMC.

- Although the HCMC govern-
ment has tried its best to create a
healthy investment climate, many
problems remain unsolved: adminis-
trative procedures, fees and charges,
customs formalities and banking
services, ete. The HCMC authorities
received many complaints and peti-
tions about different matters: allow-
ing a longer visa period for foreigners
working in Vietnam, reducing visa
fees for tourists, removing price dis-
crimination, allowing pay in the do-
mestic currency for employees of rep-
resentative offices, allowing lax regu-
lations on recruitment by foreign-
invested companies, reforming proce-
dures for getting tax refund and cus-
toms procedures, encouraging foreign
investment by offering lower customs
duties, etc. Companies also required
reforms in the banking payments
system and permission for foreign
banks to receive deposits in the do-
mestic currency. In addition, foreign
investors suggested developing mar-
kets for labor, securities and real es-
tates.

- HCMC met with competition
for foreign investment from sur-
rounding provinces (Péng Nai and
Binh Duong for example). Govern-
ments of these provinces have
adopted progressive policies to at-
tract foreign investment more
strongly. Experience of attracting the
foreign investment from Binh Duong
authorities is worth studying.

- Although the American Trade
and Development Agency has pre-
dicted an increase of 22% in the world
foreign investment for the years
2001-05, the flow of FDI to develop-
ing countries will be oriented towards
China where some US$57.6 billion,
equaling 54% of the world FDI in de-
veloping countries are invested. The
Chinese economy is estimated to
keep growing at high and stable
rates. Its GDP in 2001-05 will rise by
7.5% - 8.5% a year, Its admission to

the WT'O in November 2001 has cre-
ated more favorable conditions for
foreign investment and offered more
opportunities, especially in once
strictly-controlled industries, to for-
eign companies. This is also a great
challenge to HCMC and Vietnam as a
whole when its competition for for-
eign investment is weaker than sur-

. rounding countries’. Its poor competi-

tiveness shows itself in high fees for
many services (water and power sup-
ply, telecommunications, office and
land rental, etc.).

- The growth of Asian economy
has slowed down since early 2001 and
its electronic and high-tech indus-
tries even came to a crisis. The ter-
rorist attacks on September 11 also
made thing go from bad to worse. In
Asia, the indirect impacts are so
great. These attacks obviously made
consumers and business circle lose
confidence. In addition, other tumul-
tuous events worsened the situation:
changes in oil price and short-term
loans, American trade gap, rises of
the dollar and its future falls, etc. De-
creases in American import will pro-
duce bad effects on Asian exporters,
especially Japanese, and cause infla-
tion in the EU. The IMF has informed

. the overall impact couldn’t be quanti-

fied because the war on terrorism
broke out and led to unpredictable
changes. All long-term plans become
infeasible. The situation seems
gloomy not only to HCMC but also
every country.

Facing such advantages and dif-
ficulties, the HCMC government
should work out a strategy to attract
more foreign investment. The most
important task is to restore the confi-
dence for the business circle and the
HCMC government can achieve this
by (1) improving the business climate
to reduce production cost and services
fees, and (2) reforming economic poli-
cies to create a level playing field for
companies from all sectors. The fol-
lowing are two groups of measures to
achieve those two targets.

1. Improvement in the business climate

- The price discrimination
should be removed as required by De-
cision 53/1999/QB-TT because prices
of many goods and services in Viet-
nam are still high as compared with
neighboring countries’. The said De-
cision plans to remove totally the
price discrimination by 2003 but in
our opinion, Vietnam should acceler-
ate this process because the situation
seems unfavorable for Vietnam.

- To encourage the foreign sector
as well as domestic investment, the
tax base, including the taxable in-
come, could be raised to a higher
level. Income taxes on Vietnamese

employees of foreign-invested compa-
nies and foreigners working in Viet-
nam could be lowered.

- The Government had better al-
low foreign-invested companies to
mortgage the land use right and
property on the rented land to bank-
ing institutions operating outside
Vietnam.

- We petition the Government to
remove restrictions that prevent pri-
vate companies from using the land
use right as part of capital put in joint
ventures with foreign partners, and
allow foreign-invested companies to
rent land from private persons.

- Allowing foreign-invested com-
panies to go public is also a measure
to encourage competition between
companies, create a level playing
field for all sectors, develop a securi-
ties market needed for mobilizing
idle money and stimulate the eco-
nomic development in HCMC and
Vietnam as well.

2. Reform in economic policies

- Accelerating the process of di-
versifying the ownership of state-
owned companies with a view to en-
suring a level playing field for all.

- Liberating the banking system
and exchange control, removing re-
strictions on mobilization of deposits
in the domestic currency by foreign
banks, and revoking regulations on
the obligation to sell foreign ex-
change to the State Bank of Vietnam.

- Reforming the trade policy:
Trade liberation will force foreign-
invested companies to be more com-
petitive in the world market thereby
orienting them towards export.

- Creating favorable conditions
for the private sector, especially the
small and medium enterprises, be-
cause this sector can generate long
lasting and inner resources for the
HCMC economy ®
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