n recent years, Viet-
Inam has made very
good progress in de-
veloping the market econ-
omy. This achievement is a
basis for the development-
of a knowledge-based econ-
omy. In transition from
the socialism-oriented
market economy to the
knowledge-based economy,
Vietnam meets a lot of
chances to realize the mod-
ernization and industriali-
zation. However, it also
faces many difficulties and
challenges in this phase.

1. Opportunities

The knowledge-based
economy could help with
perfection of the legal in-
frastructure, enhancement
of resources for economic
reforms, reduction in gov-
ernment interventions in

* RESEARCH & DEVELOPMENT

Opportunities and Challenges in Developing
the Knowledge-based Economy in Vietnam

by MEcon. PHAM HOU HONG THAI

the economy and restruc-
turing of sectors with poor
competitiveness and per-
formance. It also helps cre-
ate new dynamics, human
resource and infrastruc-
ture for the enhancement
of international competi-
tiveness, thereby obtain-
ing sustainable develop-
ment and more benefits for
the whole society.
Vietnam is accessing
the knowledge-based econ-
omy by exchanging trade
agreements with devel-
oped  countries  besides
ones with many European
countries. In 2005, Viet-
nam is expecting to gain
permission to the WTO,
thereby developing the
trade  with  developed
world and getting easier
access to new technologies
and managerial  skills.

Figure 1: Top ten exports in 2003 (US$ million)
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Figure 2: Top-ten imports in 2003 (US$ million)
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Vietnam, as an
agriculture-based econ-
omy, could introduce more
knowledge to the agricul-
tural production in order to
reform the economy that
has been kept too long un-
der the centrally-planned
mechanism.

2. Challenges

When engaging in the
globalized economy, Viet-
nam will meet with keener
and keener competition
from the most developed
economies, which requires
high ability to adapt to the
new environment. This
challenges forces Vietnam
to reform its rigid and inef-
fective mechanisms that
have existed for a very
long time and adopt new
mechanisms. Foreign ex-
perience, especially from
South Korea, Ireland and
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Finland, is useful for Viet-
nam in this process. For
example, South Korea has
faced rigid mechanisms in
industrial and educational
areas and the role of the
government in the econ-
omy. The Asian financial
crisis forced South Korea
to reform quickly these ar-
eas in order to improve its
competitiveness in the
knowledge-based economy,
As for Finland and Ire-
land, they have found ways
to develop from poor and
backward economies to
highly competitive ones.

3. Strategies to develop
the knowledge-based
economy

a. Encouraging all sec-
tors:

To make the best use of
available knowledge re-
quires an  appropriate
mechanism for manage-
ment, various policies to
encourage new knowledge
and put it in use. In re-
forming the social manage-
ment mechanism, the role
of the government is the
most crucial issue. The le-
gal infrastructure must be
perfected and a level play-
ing field must be available
for all sectors. The role of
the private sector must be
enhanced while the public
sector must be reorgan-
ized. The PM has issued
one directive and 115 deci-
sions on reorganization of
state-owned companies
which allow the State to
hold at least a 51% stake of
privatized companies that
are capitalized at VND5
billion or more and making
profits,

The Goverrnment
should adopt open policies
to smooth international
trade in the globalized
economy. One decree, 17
decisions and nine circu-
lars have been issued to re-
form customs formalities
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Figure 3: Ten provinces with the highest FDI in Vietnam (USS$ million)
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Table 1: Realized investment in 2003
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Realized investment (VND1,000 billion) As % compared with 2003 ]
2002 | approximately realized in 2003 In 2003 plan | realized in 2002
| Total 183.8 | 217.6 100.9 118.3
| Public investment 122 | 120.0 1019 119.0) |
- From public fund 3.2 1.2 119.0 1124
I'rom non-slate sectors 46.5 58.1 100.2 124.9
1 From foreign sector 340 36.5 101.3 1074

Source: Department of Statistics

in order to make them
suitable to international
practices. In 2003, Viet-
nam gained many achieve-
ments in its foreign trade
as shown in the following

figures.
Besides promoting the
foreign trade, Vietnam

must adopt a new policy to
attract foreign investment.
The year 2004 witnessed
new achievements in the
foreign sector. A delegate
of 14 American business-
persons from many major
companies visited Viet-
nam. They showed inter-
ests in telecommunication,
power supply and insur-
ance industries in Viet-
nam. According to the
MPI, the foreign direct in-
vestment in Vietnam in
2004 rose to some US$3.3

14 EDR

billion increasing by 8%
compared with 2003. In
addition, political stabil-
ity, stable growth rate and
expanded domestic market
are active factors of the fu-
ture knowledge-based
economy. In 2003, four
laws, one ordinance, five
decrees, four circulars and
one directive relating to
both foreign and domestic
investment were issued in
order to create more favor-
able conditions for inves-
tors. The following figures
reflect increases in foreign
investment in Vietnam in
2003.

b. Developing the hu-
man resource:

In 2003, the primary
education developed well,
especially when the Deci-
sion 161/2002/QD-TTg

came into effect. Up to the
end of 2003, 17 cities and
provinces finished the
standardization of the jun-
ior secondary education;
and 2,181 community
study centers were built in
55 cities and provinces.

However, the quality of

education service is still a
worry, not to mention dif-
ferences between prov-
inces and regions; and ir-
rationality of the structure
of the education service.
The strategy to develop
the human resource should
aim at enhancing the serv-
ice quality in all educa-
tional levels, expanding
the network of schools in
remote and depressed ar-
eas, and linking the educa-
tion programs with the
market demand. In addi-

tion, international coop-
eration in the education
field must be promoted in
order to ensure the supply
of skilled workers for the
foreign sector.

From 2004 on, foreign-
invested companies are al-

lowed to recruit their
workers directly. In 2004,
according to the MPI,

some 45.000 new jobs were
created in this sector,
which made its labor force
rise to over 700,000, This
means that part of the
working class has enjoyed
opportunities to improve
their skills and take in
modern knowledge.

The first task in re-
forming the education
service is to enhance the
status of teachers and re-
searchers in society and
take measures to encour-
age scientific research in-
stead of letting teachers
secure reasonable stan-
dard of living for them-
selves by adopting subsidi-
ary occupations.

According to the De-
partment of Statistics, the
personal income per year
in 2003 was VND1.91 mil-
lion. Data show that there
is a great difference be-
tween the income from the
education and scientific re-
search and that from other
fields, which discourages
creativity and enthusiasm
of labor force of these
fields. The Department of
Statistics also provides in-
formation about contribu-
tion from these fields to
the GDP.

We could estimate that
their shares in the GDP in
the years 2003-04 are still
low and much lower in
comparison with [igures
gathered from regional
countries.

¢. Infrastructure
telecommunications

The Internet service
was introduced at nation-
wide level in 1997 but its
development is still very
slow in comparison with
regional countries because
of high fees, slow trans-
mission and lack of Viet-
namese versions. In addi-
tion, the e-commerce
didn't  develop because

for



Table 2: Average salary of education and scientific

research fields in 2003 (VND1 million)

Field Monthl® salury
Science — technology [.3]
Education and training 1.02
Sport and cultural activity .99
Power production and supply 5202
Guas and water supply 5 242
Financial and banking services >1.98
Source: Pdu tunewspaper, Jan. 16, 2004
Table 3: Contribution to the GDP
liclds Share in the GDI? (%)
1995 1999 | 2000 | 2001 | 2002
Scienee- echnology 0.61 048 053] 055] 056
Fducation- triining | R 1. 350 336 338 338
| Sport—culwlactivity | 055 059 058 058] 056

Source: Ddu t/newspaper, Jan. 16, 2004

there is no relevant law or

regulation.
Up to now, the national
telecommunication net-

work in Vietnam is rather
modern with the digital-
ized telephone service.
However, the fee is so very
high that it discourages all
foreign investors

Investment in the in-
frastructure for this indus-
try is inadequate. It is a
government monopoly and
the range of services it of-
fers is poor. The supply of
information is  limited
even in the public sector.
The fee is set so high that
it discourages all users.
There is no policy to allow
or encourage non-public
sector to engage in this in-
dustry.

The telecommunica-
tions network must be

help organizations and in-
dividuals improve their
knowledge and quality of
life. Based on this net-
work, the government
could develop software
parks, computerize the fi-
nancial and banking serv-
ices, develop -the e-
commerce and introduce
more technical advances to
the business world. Tele-
communications must be
extended to remote and de-
pressed areas, the cover-
age for mobile phone must
be expanded nationwide
and the fee must be cut to
the bone. Competition to a
certain extent must be al-
lowed in this industry in a
process to open it to inter-
national companies.

d. Improving perform-
ance of research centers:

Public investment in

while most local compa-
nies haven't got enough
funds for these activities.
There is almost no coop-
eration between research
centers because they want
to keep their researches
secret. Policies on scien-
tific researches are not
consistent. Number of re-
searchers working in com-
panies is very small (only
30% of them work for com-
panies in comparison with
48% in South Korea, 58.2%
in Thailand and 64.4% in
Japan.) Moreover, many
researches prove to be in-
feasible or unrealistic,
Legal infrastructure for
cooperation between re-
search centers, universi-
ties and companies must

modernized in order to R&D activities is limited DPe perfected. The privati-

Table 4: Telecommunication fee in Vietnam and the region
Serviee Unit Thailund | China | Regional average | Vietnam
Mobile phone (270 min. per month) USH/month 33 3206 3567 47.69
International call US$H/min. 0.857 | 0.8 ().887% 1.870

| 64K Internet link US$/nxnth 879 L2248 .42

Source: Tudi tré, Aug. 21, 2002
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Table 5: Information and telecommunication technologies in Vietnam and some neighbors

zation program must be ac-
celerated in order to force
state-owned companies to
be more competitive. Fi-
nancial support must be
given first to researches
that serve the good for
communities and technol-
ogy transfer. Laws on in-
telligent . and  industrial
property must be made in
order to encourage the im-
port of new technology.

In short, Vietnam, as a
developing economy,
should work out strategies
to develop the knowledge
—based economy be dealing
with problems relating to
resource allocation, human
resource, legal system and
encouragement to scien-
tific communities. In this
effort the heaviest burden
is certainly on the govern-
ment.®
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