SOME MEASURES
TO ATTRACT

FOREIGN INVESTMENT

The Foreign Investment Law
which was promulgated some ten
vears ago and amended four times
has offered increasingly favdrable
conditions to foreign companies. The
foreign investment has helped de-
velop the economy and change the
structure of industry. However, situa-
tion of the foreign sector should be
studied regularly to find out effective
measures to attract and employ the
foreign capital more successfully.
|. FOREIGN INVESTMENT IN VIETNAM
- From Jan.l, 1988 to Oct.
31,2000, licenses were granted to
3,216 FDI projects with a total regis-
tered capital of US$37,138,311,000
(legal capital was
US$17,444,5621,000). The capital of
operational projects was US$35,558
million while realized capital was
US$19,082 million, equaling 51.4% of
the registered capital. Foreign part-
ners control some 70% of capital in-
vested in these projects.

" - Companies from 65 nations
and territories are doing business in
Vietnam, The following table shows a
list of 10 leading foreign investors.
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U.S. 11.08 million, Japan 10.69 mil-
lion; South Korea 10.53 million; Hong
Kong 10.02 million and Taiwan 7.57
million. Foreign investors are inter-
ested in various industries, so their
investments are distributed rather
widely.

Industry

Table 2: Foreign investment by industry (US$1,000)

ment that helps tap internal re-
sources, especially in oil, power, agri-
culture and manufacturing indus-
tries. In addition, the foreign invest-
ment also helped improve the bal-
ances of payments and of trade.

- The share of foreign sector in
the GDP increased over years, from
2% in 1992 to 3.6% in 1993; 7.4% in
1996; 9.1% in 1997 and 10.3% in
1999. Its payments to the national
budget also rose; from US$128 mil-
lion in 1994 to 195 million in 1995 to
317 million in 1998 but it fell to 271
million in 1999 and 260 million in
2000. This fall may be an outcome of
the Asian financial crisis or poor con-
trol of governmental bodies or skills
of foreign companies in exploiting
loopholes in the rules to avoid tax and
other financial obligations.

Industrial output by this sector
rose by 21.7% in 1996; 23.2% in 1997;
23.3% in 1998 and 20% in 2000.

Export earnings by this sector
were US$112 million in 1992; 336

Project ' Registered capital ~ Legal capital
" Heavy industry 581 6,210,350 2,535,239
" Light industry 859 4,029,200 2,013,763
I Construction 274 3,574,021 1,337.647
 Town building 3 3,344,237 924,452
| Transport and Post 136, 3,204,428° 2,276.918
| Hotel and tourism 199 3.096,000 2,185.534
‘oil 63 3,086,443 | 2,283.113
‘Office building 105 3.000.225 1,072.107
,Food processing 194 2.151.306 946.005
| Agriculture and forestry 272, 1,029,213/ 497,489
| Service ' 172} 845,021, 473,825
| Education and health care | 93| 526,259 243.535
| Fisheries - 95/ 343,819, 185,141
{IP and EPZ building 5! 302.078 102,460
{ Finance and banking 35 243,382 215,752
{Others 2 4 27,359 11,540
| 3,216 37,138,311 17.444,520

million in 1995; 788 million in 2,577

: o rocmencmTable 1: Top-ten. w&@gﬁmz S

Nation/Territory 'lf' _ Project | Registered capital Legal capital —”
' Singapore 251 i 5,331,304 1,820,679 ﬂ
Taiwan 646 4,889,125 2,199,799 i
Japan 332 3,551,815 1,863,546 |
Hong Kong 826 | .| 3,257,953 1,471,364 -
South Korea 298 3,138,304 1.287.439
France 157 2,176,807 1,254,026
Virgin Islands 94 1,779,596 718,135 i
Russia 62 1,319,661 912,726 |
US. 121 1341442 | 5 620853 \'
UK P 1133716 | 768228
Source: MPI !

These data allow us to work out
the average capital of a project by
country: The U.K. US$27.63 million;
Russia 21.27 million; Singapore
21.24 million; Virgin Islands 18.23
million; France 13.86 million; the
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These data allow a view on the
foreign sector in the past 10 years.
1. Achievements

- Foreign capital comes as a
great source of finance for develop-

million in 1999 and 3,300 million in
2000.

- Foreign investment helped
Vietnam achieve high growth rates_
and limit inflation in recent years.

- Foreign companies introduced
many new industries that are impor-
tant to the economic development: oil
exploitation, auto; motorbike and
electronic  equipment assembling,
ete. s
- The foreign sector created a lot
of new jobs and helped with the tech-
nical training. Up to now, it employs
some 300,000 workers and provides
jobs for laborers in construction and
service industries. Technical and
managerial skills have been also
transferred to local laborers and
many of them could take the place of



. foreign experts.

- The structure of industry
started to change after flows of for-
eign investments came into Vietnam.
At present, most foreign investments
are in the manufacturing sector and
they account for some 35% of the in-
dustrial output. The average growth
rate of 20% of the foreign sector has
made the Vietnamese industrial out-
put rige by some 10% a year.

- The presence of foreign sector
led to improvements in infrastructure
facilities (transport, communica-
tions, power and water supply, etc.)
and formation of 67 industrial parks
(IPs) and export processing zones
(EPZs) which in their turn acceler-
ated the development of new residen-
tial areas. In big cities, the industrial
parks allowed relocation of factories,
waste treatment and improvements
in the environment.

2. Shortcomings

- The foreign investment is di-
rected towards industries with high
profitability with the result that the
agriculture, fisheries and forestry re-
ceived almost no foreign investment.
Certain projects in these fields didn't
produced intended results because of
natural disasters and lack of middle
management that act as intermediar-
ies between foreign investors and lo-
cal farmers.

- Foreign investments tend to
coneentrate in big cities and indus-
trial centers: for example, HCMC re-
ceived 33.6% of FDI projects and
28.8% of investment; the correspond-
ing figures in Ha Ngi are 13.8% and
20%; and in Pong Nai are 9.3% and
8.7% respectively, while other prov-
inces received only small investment
from foreign companies,

The formation of many IPs origi-
nates from provincialism of local gov-
ernments instead of from needs of lo-
cal or foreign investors. Many provin-
cial governments try to establish IPs
without studying possibility of indus-
trial development in their province or
without knowing how to market their
[Ps to both local and foreign inves-
tors. That is why only 30% of total
area of IPs was leased although the
land rental offered is lower than the
rental in IPs whose infrastructure
was built by foreign companies.

- Some T0% of foreign invest-
ment in Vietnam comes from Asian
countries, and as a result, the Viet-
namese economy suffered a lot when
the Asian financial crisis caused the
flow of foreign investment to slow-
down in the years 1997-2000.

- The Government took many
measures to encourage joint ventures
between local and foreign partners
and this form of investment ac-
counted for 50% of projects and 66%
of registered capital, but losses and
dissolution are most common among

Indicator-

Source: MPI
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these joint ventures and many part-
ners parted company in bitter disap-
pointment.

- The system of laws and regula-
tions isn't stable. Subordinate legis-
lation isn't issued on time. Some
guidelines issued by ministries and
local governments tend to be stricter
than laws or regulations made by the
central government.

- Besides effects of the Asian fi-
nancial crisis, the lack of a level play-
ing field is also a factor that discour-
ages foreign investors. This may be
the main cause of falls in realized
capital (by 40% in 1998 and 25% in
1999) and in registered capital (49%
in 1997 and 16% in 1998). Many in-
vestors have decided to delay their
projects or contract their business.

- The government's control over
foreign-invested companies isn't con-
sistent enough: it is strict when as-
sessing proposed projects and decid-
ing on granting license and becomes
slack after licenses are granted. Co-
operation between governmental
bodies controlling the foreign sector
is poor. The enforcement of laws isn't
strict. Administrative procedures are
complicated and contain many loop-
holes that could be exploited by offi-
cials to milk bribes from investors
These factors make the investment
climate less attractive.

- Officials working in joint ven-
tures with foreign companies lack
knowledge of market economics, law
and foreign languages. Some of them
fail to play their role as representa-
tives of the state in the joint venture,
and support foreign sides instead of
protecting interests of local laborers.
As for the local labor force, many
workers can not perform as required
by foreign investors so the cheap la-
bor cost, as a comparative advantage,
becomes meaningless. E
Il. FOREIGN INVESTMENT BY ZONE

1. Situation
The foreign investment by zone
up to February 2000 is as follows.

Table 3: Foreign investment by zone (US$ mil.)

=y

Central | Southern Mekong

i Northern
4 ' moun- ern Vital  Vital ~ High- Vital Delta
: tainous | Economic | Economic| lands |Economic
1 - |.zone. | Zome . Zone''y. 4 Zone
;ll. As registered | , | | | i
I Praojects ! 60 | 628 951 60 1.686 158
.- Capital 831 | 11,819] 2,643 937 21.264 1,171
“2. As valid { | | :
- Projects .42 499 74 50 1,400 114
- Capital 264 10,888 . 1,984 898 17.305 1,006
3. Realized capital 156 426 119, 7.313 T4
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Thus, foreign investments con-
centrated in Vital Economic Zones in
the North and South where the infra-
structure and local markets are
rather developed. Over 83% of valid
capital was put in three vital eco-
nomic zones (47% 1n the Southern
one). The northern- mountainous ar-
eas and Central Highlands seem less
attractive to foreign investors.

capital and 37% of the number of proj-
ects realized in the Southern one.

- Twelve provinces in the north-
ern mountainous zone receives only
US$264 million of foreign invest-
ment while three provinces in the
Central Highlands attracts US$898
million. This means that comparative
advantages of each zone aren't fully
exploited.

Vital Economic Zone, have been
leased. High percentage of land
leased is found in HCMC (27.5%);
Béng Nai (21%) and Binh Duong
(11.4%). Most IPs in other provinces
are still empty. According to esti-
mates, it needs some 6,000 compa-
nies with a total capital of US$20 bil-
lion to fill all IPs in Vietnam, but up
to now there are only 400 companies,

Table 4: Foreign investment by industry and zone (%)

Industry

Northern moun-

tainous zone
Heavy industry 122
Light industry 63.8
Food processing 93
Agriculture and forestry 6.5
Construction 3 5,
 Hotel a.n_c_l_touris_m .
Transport and Post
Office building |
- Average valid capital of a 22

zone (US$ mil.)
Source: MPI

In vital economic zones, foreign
investment is distributed among dif-
ferent industries but it is concen-
trated in the most important indus-
tries in other zones although this con-
centration isn't helpful to local eco-
nomic development (except for Cen-
tral Highlands where 54.6% of for-
eign investment is put in agriculture
and forestry). In the Mekong Delta
for example, 60% of foreign invest-
ment was put in construction while
only 10% was in the agriculture, the
strongest advantage of this zone. The
average realized capital per province
also shows that the foreign invest-
ment tends to concentrate in south-
ern and northern provinces.

1Ps and EPZs were built mainly
in three vital economic zones. There
are 33 IPs with a total area of 7,110
hectares in the Southern one, 10 [Ps
totaling 1.307 hectares in the North-
ern one and eight IPs totaling 14,682
hectares in the Central one.

2. Remarks on the distribution of foreign
investment among zones

- The foreign investment isn't
distributed evenly between zones.
The Northern and Southern Vital
Economic Zones provide investors
with better infrastructure, larger
markets and better trained laborers,
therefore they attract more projects
than other zones do. However,
Northern one attracts only 556% of

the
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Northern Vital  Central Vital

- In the North, Ha Ngi has 345
projects worth US$8.102 million
while Hung Yén, only 20 km from Ha
Noi gets only nine projects worth
US$75 million, Pha Tho has six proj-
ects (UUS$119 million) and no project
is realized in Cao Bang and Bac Can.

In the South, HCMC is the most
attractive locality: it attracts 815
projects (9,763 million), followed by
Ba Ria- Vang Tau (60 projects worth
US$1,100 million). Governments of
other provinces, such as Pong Nai
and Binh Duung, are trying to im-
prove their infrastructure and supply
of labor to attract more forcign-
invested projects.

- The distribution of foreign in-
vestment by industry is also uneven.
Most investors are interested in
short-term investment in industries
with high profitability and pay no at-
tention to local comparative advan-
tages or local development,

- The Government has approved
the formation of 67 [Ps and plans to
build infrastructure for them, but
these plans have been carried out in
60 [Ps. Most IPs have just finished
only 30% of their workload, and only
a few of them have completed basi-
cally their infrastructure building.
That is why most IPs meet with diffi-
culties in attracting investors. Up to
the end of 2000, only 2,600 hectares
of land in IPs, mainly in the Southern

Central High-  Southern Vital Mekong Delta

~ Economic Zone = Economic Zone lands Economic Zone
24.2. 4.6 0 8 0
0 0 99 19.4 13.6
23.3 10.9
] 16.5. 54.6 102,
9.4 228 57.6
19.7, 17.3. 35.4,

135, ’ |

9.4 | _ 15.4
1.912.95 495.88 299.38 4.326.28 3.82,

with a total capital of US$1.6 billion,
in the IPs or EPZs.

lIl. MEASURES TO ATTRACT FOREIGN
INVESTMENT IN THE COMING YEARS

The main direction is to work out
measures that could deal with all
problems arising before and after the
investment licenses are granted. If
investors aren't sure that all prob-
lems could be solved according to
laws and regulations, they will be re-
luctant to make decisions on their in-
vestment and the flow of foreign capi-
tal to Vietnam will slow down.

1. New policies to improve the invest-
ment climate

- Charging the same prices for
certain goods and services supplied to
both local and foreign- invested com-
panies.

- Developing a mechanism for
controlling financial activities of
foreign-invested companies and set-
ting accounting norms appropriate to
international practices in order to fa-
cilitate operation. of companies and
ensure the state supervision over
company finarfce.

- Giving preferential treatment
to projects realized in agriculture and
forestry or in depressed areas.

- Encouraging companies to
make exports from local raw materi-
als and limiting the number of li-
censes Lo '-‘,"I[,‘r_‘?'l raw D]Hl"!'lﬂl!‘i oar
semi-finished goods.



- Allowing joint ventures to
change into totally foreign-owned or
locally - owned companies if the new
form proves more effective.

- Creating conditions for private
companies to cooperate with foreign
partners and allowing foreign-
invested companies to go public in or-
der to help them mobilize more capi-
tal.

- Besides industrial estates
needed for relocation of factories from
big cities, the Government should ex-
amine closely the formation of new
[Ps and EPZs.

- Reviewing licensed IPs in order
to stop their developmeént if they have
no feasibility and only granting li-
censes to form new [Ps after examin-
ing their conditions and feasibility.

- Granting the land use certifi-
cates to companies and IPs to facili-
tate the infrastructure building proj-
ects and giving the best treatment to
projects to build infrastructure in IPs.
2. Perfecting the foreign investment
regulations

For the time being, some amend-
ments to the Foreign Investment
Law are needed for making Viet-
nam's investment climate more at-
tractive and competitive, for exam-
ple:

- Observing international laws
and practices to ensure a level play-
ing field for both local and foreign
companies,

- Stabilizing the system of laws
and policies on foreign investment in
order to make foreign investors have
more confidence in Vietnam.

- Amending unreasonable regu-
lations dealing with foreign invest-
ment in order to overcome difficulties
facing companies.

- Allowing foreign-invested com-
panies to mortgage assets connected
with the land usge rights to both local
and foreign banks with a view to
helping them deal with {inancial dif-
ficulties.

- Setting a high tax threshold for
laborers working in foreign-invested
companies in order to encourage local
laborers to take higher positions and
undertake more difficull tasks was a
way to improve skills of the labor
force.

- Requiving  foreign-invested
companies to enter labor contracts
with local laborers in order to protect
legitimate interests of both two sides
and avoid unnecessary industrial dis-
putes.

3. Promoting foreign investment

The Government should open in-
vestment promotion offices in foreign
countries to look for and make contact
with potential investors, especially
those from West Europe and North

America; offer the best treatment to
investment projects employing mod-
ern technologies and discourage proj-
ects that compete against local com-
panies,
4. Improving efficiency of state manage-
ment of foreign investment

The cooperation between minis-
tries and local governments in keep-
ing a close watch on foreign invest-
ment should be beefed up. All govern-
mental bodies should complete their
tasks in this field according to their
assigned duties and authorities, All
forms of duplication of functions
when carrying out policies relating to
foreign investment in various zones
and industries should be avoided. Lo-
cal governments and [P management

"boards should observe plans, policies

and mechanisms for controlling for-
eign investment set by the central

government. Ministries should give
timely guidelines and carry out regu-
lar inspections in order to maintain
discipline and ensure creativity of lo-
cal governments.

Proper inspections by govern-
mental bodies should aim at avoiding
the use of ecriminal law (instead of us-
ing commercial or companies laws) to
treat business relations between
companies, and at the same time en-
suring a close watch on operations of
companies and punishment for viola-
tions of laws.

Improving the investment cli-
mate is a difficult and time-
consuming task. The Government
had better make plan to realize nec-
essary improvements with a view to
increasing the source of capital and
helping local companies reach their
full potentials =
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