are ready to suffer losses in the first
years of operation in order to defeat
rivals, especially in markets for beer,
soft drink and cosmetics. Local par-
ties couldn't afford such a strategy.
Success of a joint venture de-
pends a lot on skills of the manage-
ment. Generally, most Vietnamese
officials assigned to joint ventures to
work with foreign partners haven't
been trained in business manage-
ment, commercial law and foreign
languages. And as a result, they have
no experience of dealing with foreign
partners, fail to gather full informa-
tion about operations of joint ven-
tures, lack determination and have to
rely on their superiors. When facing
foreign partners, Vietnamese offi-
cials can't play the role as protectors
of interests of local laborers and the
country as well. They have two alter-
natives to take: either to agree with

Uptu the end of 2000, according to A m‘)K A I

the MPI, 116 foreign-invested con-
cerns with a total capital of US$1.3
billion have changed their form of in-

vestment, including 13 concerns
worth 39 million changing in 1991-95 IN RM
and 103 ones worth 1.3 billion chang- :

ing in 1996-2000.
This change took place to all

forms of foreign-invested concerns, .
but it's mainly a change from joint OF Fo IG
ventures to totally foreign-owned ;

companies, In the years 1991-95,
eight concerns worth US$25 million

changed their form representing 61%

of changed concerns and 64% of capi-

tal of changed concerns. In the years

1996-2000, the change took place to
77 concerns worth US$1.2 billion,
representing 74% of changed con-
cerns and 92% of their capital.

1. Causes of changes in forms of invest-
ment

This change happened to loss
making joint ventures. In 1996-97,
great losses that happened to joint
ventures with powerful multination-
als, such as Coca Cola, BGI, P&G,
etc., have aroused a lot of public dis-
cussion and interest of governmental
bodies.

In these joint ventures, local
parties usually hold some 30% of legal
capital and therefore they couldn't in-
fluence operations of joint ventures.
When doing business, each party pur-
sued its own objectives: the local one
wants to make profit as quick as pos-
sible because its main aim is to pre-
serve the capital allocated by the
state, while the foreign one aims at
increasing its market shares by
launching costly marketing and ad-
vertising campaigns. Foreign parties
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foreign partners on all decisions and
accept losses in the first few years, or
to take some forms of non-
cooperation. In such cases, the de-
mand for consensus in the board of di-
rectors becomes an obstacle to the de-
cision making process that makes
foreign partners want to finish their
cooperation with local parties. In
other words, foreign partners want
rights to make decision to be based on
capital each party puts into common
fund.

Another cause of losses suffered
by joint ventures is wrong predictions
and shortage of information. Vietnam
lacks detailed and exact plans for de-
velopment of industries or zones and
when joint ventures were formed and
came into operation, they couldn't
come up to expectations of both for-
eign and local partners. Good exam-

ples of this situation are: joint ven-
tures assembling autos used only 10%
of installed capacity; foreign invested
hotels enjoyed 40% occupancy at most
in 2000; and projects to produce
mixed concrete had to stop operating
because the supply had exceeded the
demand. Moreover, production of
fake products and flows of contraband
goods are out of control causing a lot
of troubles for producers.

In addition, joint ventures have
had to cover many unreasonable ex-
penses. Investors spent a lot of
money before getting their projects
started: compensation for land clear-
ance, expenses on getting licenses
granted; on training and retraining
or on hired experts, etc. Time-

consuming procedures for getting
construction licenses or renting land
mean a lot of costs to investors be-
cause their projects couldn't come
into operation according to plan. Ex-
tra expenditures make the project fail
to perform effectively, especially if
the market is saturated with certain
goods. .

In certain joint ventures where
foreign partner is a subsidiary of a
multinational that supplies raw ma-
terials and buys up the output, there
have been signs of transfer pricing
practices. This is also a cause of loss.
2. Foreign-invested concerns after tak-
ing new forms

Most foreign-invested concerns,
after changing into foreign-owned
companies, keep realizing their proj-
ects, stabilizing their operations and
ensuring employment for laborers.

Some of them still suffer losses
but their sales have started to in-
crease. This situation seems good
enough: thousands of laborers have
their jobs and the state can collect
some tax payment and land rental.
The Coca Cola - Chuong Duong Joint
Venture in HCMC for example, after
being changed into a totally foreign-
owned company in October 1998,
made a growth of 30% and paid some
US$3 million te the state in 1999;
Foster Beer Company in Pa Nang
(former Pa Nang BGI Beer Company)
grew by 69% a year and controlled
the market in the Vietnam Central.

Realities show that only foreign-
owned companies whose parent com-
panies are multinationals with finan-

cial strength and good management
could pursue their business strategies
and ensure interests of the state and
local laborers. If they are small com-
panies with poor financial resources,
they hardly make any progress after
changing into foreign-owned con-
cerns. :

The Daly Glass Joint Venture
(with a Latvian partner) with an in-
vestment of US$1.1 million, still
faced difficulties in expanding its
market share and making profits af-
ter changing its form and had to go
out of business. A Russian - Vietnam-
ese joint venture producing cham-
pagne with an investment of US$10
million, after changing into a
Russian-owned company and build-
ing its factory, its financial situation
wasn't improved and forced to sell
20% of their shares to local partners
and come back to the form of a joint
venture. The same thing also hap-
pened to Belatex (a US$37-million
joint venture with a Belorussian part-
ner) that have sold out its shares to a
Vietnamese company.

3. Some suggestions

The need to change into foreign-
owned companies has increased in
recent years when some amend-
ments were made to the Foreign In-
vestment Law in 2000 that facili-
tated changes in forms of investment
for foreign companies. However, pro-
cedures for this change are still too
complex because they require a con-
sensus in the board of directors and
approval from license granting bod-
ies. In joint ventures where local
partners are state-owned companies,
a seal of approval from the ministry
controlling these companies is
needed. And as a result, the change
into foreign -owned companies takes
a lot of time and energy of foreign in-
vestors.

One of feasible solution is to pri-
vatize (or “equitize” as called by Viet-
namese government) these foreign-
invested companies, especially loss
making ones; that is, to allow them to
change from limited companies into
joint stock companies. In this case,
the foreign-invested company will
have many solutions to their finan-
cial difficulties without confronting
complex procedures: selling shares
held by local partners to foreign ones
to become a foreign-owned company
or selling shares to local investors to
become a public limited companies,
ete. Moreover, if the Government
wants Lo encourage joint ventures in
certain industries, the privatization
will be a good measure to increase the
amount of shares held by local part-
ners ®
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