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MEASURES TO PROMOTE
FOREIGN INVESTMENT

I. AN OVERVIEW OF THE ECO-
NOMIC DEVELOPMENT

The economic development and
foreign investment in Vietnam
should be seen against a background
of the regional economic slump:
the Asian financial crisis broke out
in July 1997 and kept on causing
damage to local economies in 1998,
Most Asian countries experienced
negative growth rates last year:
South Korea -6%; Hong Kong —4.7%;
Singapore -0.2%; Indonesia -15%;
Thailand -8%; Malaysia -5% and
the Philippines -0.2%.

Facing such an economic slump,
the Vietnam's National Assembly,
for the first time in its history,
was forced to reduce the growth
rate planned for 1998 from 8.8%
to 6.5%, and by the year’s end
what it got was a growth rate of
5.83% (industrial output increased
by 12.1% and agricultural output
by some 3%). The export value in
1998, in spite of many difficulties,
reached US$9.356 million making
a small year-on-year inecrease of
0.9% while the import value de-
creased by 3% (see Table 1). Gen-
erally, the situation wasn’t as bright
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Table 1: Baslc data about Vietnam's economic growth In 1995- 1998 (%)

Indicator 1995 1996 1997 1998 Average

for 1995-98
1. Growth rate 9.5 9.3 8.2 5.83 8.2
-+Public sector 9.4 113 9.7 5.7 9.0
+Private sector 8.9 6.6 52 3.9 6.1
+Foreign sector 14.9 194 20.8 18.2 183
2. Industrial ontput 14.0 14.1 13.8 12.1 13.5
3, Agricultural ontput 4.5 4.4 45 3.0 —
4. Total sales revenue 29.6 18.9 97 142 17.9
5. Export value 344 8330 27.8 09 23.3
6, Import value 399 36.7 54 3 18.2

Source: HCMC Satigtics Department

1998, 280 projects with total reg-
istered capital of some US$4 billion
were licensed, some US$ 769 million
was allowed to be added to 133
projects, thus the total capital al-
lowed to be invested in Vietmam
in 1998 was US$4.8 billion. This
was the lowest amount in the past
five years (see Table 2).

Table 2: Forelgn Investment in 1994-95

1994 1995 1996 1997 1998 |1988-98
Project 367 408 367 336 260 2,580
Registered capital (US$miD) | 4,071 6,616 8,528 | 4453 | 4,058 | 35290
Projects allowed to increase 73 122 134 143 133
capital invested
Realized capital (US$ mil.) 1,952 | 2652 | 2371 | 3250 | 1,900 | 11,795
Source: MPI

as in 1997 but these achievements
were encouraging in comparison with
neighboring economies.

Il. FOREIGN INVESTMENT IN 1928

Foreign investment in Vietnam
was also affected by the crisis. In
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1. Positive effects of FDI In 1998

In spite of decreases in FDI
attracted, operation of realized pro-
jeets contributed a lot to the Vi-
etnam’s economic development:

+ Export value realized by for-

eign-invested companies (not includ-
ing joint ventures in oil business)
in 1998 reached US$2 billion, in-
creasing by 11.7% as compared
with 1997 while the export value
of Vietnam increased by 0.8% only.

+ Total sales revenue made by
FDI projects in 1998 reached US$3
billion, inereasing by 27.7% in com-
parison with 1997, their contribution
to the national budget income was
US$320 million, increasing by 1.6%
although they were given preferential
treatment in terms of tax and land
rental in 1998.

+ Job created by FDI projects
increased by 8% as compared with
1997. (see Table 3)

Structure of projects licensed in
1998 was -favorable for the indus-
trialization program: The manufaec-
turing industry attracted 118 new
projects with total registered capital
of US$ 2,118.4 million, equaling
55% of the grand registered capital.
The agriculture (including maricul-
ture) attracted B35 projects with
registered capital of US$102 million
invested in production of seeds and
processed food for export, flowers
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Table 3;: Development of FDI projects In 1994-98

1994 1995 1996 1997 1998
1.Sales revenue (US$ mil.) 951 || 1397 | 1814 | 2350 | 3,000
2. Growth rate of FDI 6.1 6.9 7 8.6
contribution to GDP (%)
3. Export value (US$ mil.) 352 440 786 1,500 2,000
4. Import value (US$ mil.) 600 1,486 2,042 2,700 2,655
5. Contribution to budget income | 128 195 263 | 315 320
(US$ mil.)
6. Job created Z 250,000 | 269,500

and animal feed or on afforestation.
Licences were also granted to 63
service supplying projects worth
US$1,226 million, equaling 30.2%
of the grand registered capital. The
number of projects in hotel decreased
but there were more projects to
develop recreation grounds.

US$32 million, and South Korea
investors had only 13 projects worth
US$149 million while investment
from American and European coun-
tries represented 56% of total reg-
istered capital (European investors
accounted for 51.8% of total regis-
tered capital). Russia became the

Table 4: Structure of FDI projects In Vietnam In 1998

Industcy Project Invested capital Legal capital
(US$1,000)

Heavy industries 40 551,322 180,996
oil 4 1,358,166 842,606
Light industries 594 202,408 89,825
Food processing 20 76,837 35.395
Agriculture 31 96,929 48,532
Hotel- Tourism 6 810,473 39,800
Office block 5 115,274 29,896
Other services 36 270,409 204,963
Transport and Post 12 366,229 261,109
Construction 32 176,862 60,894
Health care and education 14 18,668 8,920
Mariculture 4 . 4,750 2,165
Finance and banking 2 10,300 3,250
Total 260 4,058,626 1,807,852

As for the distribution of projects
over provinces, the number of pro-
jects concentrated in vital economic
zones reduced to 203 representing
84% of projects licensed im 1998
and 45% of total registered capital
(in previous years, this figure was
somewhere between 70 and 75 per-
cent) while the number of projects
carried out in depressed areas in-
creased.

(see table 5 next page)

Regarding investors, some new
leading ones made their appearance
in 1998: investment from Asian
countries affected by the financial
crisis, except for Singapore, tended
to decrease. Capital invested by
ASEAN members barely reached

biggest investor in Vietnam: its
project to build an oil refinery in
Dung Quit was worth US$1.3 billion.

New developments in foreign
investment last year were due to
new measures taken by the Gov-
ernment to improve conditions for
foreign investment: procedures for
getting investment licenses and re-
alizing projects were simplified; local
governments were delegated to grant
investment licenses; land rental was
reduced; more tax incentives were
offered; investors were encouraged
to prolong their operation and submit
complaints directly to the Govern-
ment if need be, ete. In addition,
the Government also allowed the
formation of associations of foreign

companies that would assist the
Government in handling complaints
made by their members.

2. Difflculties to forelgn Investment

As was stated above, the foreign
investment in 1998 showed signs
of decrease. Moreover, 95 projects
worth US$2,432 million. (equaling
58% of total registered capital ap-
proved in 1998) were cancelled last
year. The cancellation of some im-
portant projects would cause bad
effects on FDI operation in the
coming years. Besides external
causes, there are many internal
ones that affected badly the mobi-
lization of foreign investment last
year.

+ Many regulations are unrea-
sonable and makes investment in
Vietnam less profitable. For example,
in certain cities, such as Vinh and
Hué, where infrastructure is poor
and skilled workers are scarce,
local governments have settled the
minimum wage at US$40 a month
while there is no such regulation
in many neighboring countries
(China and Thailand for example).
That is why those cities attracted
no FDI project in 1998. The regu-
latien that settles the minimum
wage in the dollar also leads to
poor competitiveness of goods made
in Vietnam. The Federation of Trade
Unions, in its official letter 862/TLD,
required foreign-invested companies
to contribute 2% of their total
labor cost to trade union fund in
spite of the fact that these companies
had to pay 15% of their labor cost
for social security, and contribute
to various funds according to agree-
ment with trade unions in their
companies. .

+ Certain taxes didn’t encourage
foreign investment. For example,
foreign-invested companies assem-
bling or producing car in Vietnam
have to pay both excise duty and
VAT for each unit produced.

+ Procedures for buying or selling
foreign exchange are complicated:
a company that wants to keep back
foreign exchange it earned instead
of selling it to state-run bank as
required, it is forced to complete
ten different forms.

+ Procedures for carrying out
investment projects are also com-
plicated and sometimes go against
laws and cause trouble for foreign
investors. )

+ Tasks of auditing and super-
vising operation of foreign-invested
joint ventures with local partners
weren’t carried out properly with
the result that many of them, after
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Table 5: Distribution of licensed projects among provinces in 1998

__ Unit :(US$1,000)
Province Project | Invested capital Legal capital

| Quing Ngii i t 1,300,000 800,000
LamPoog | 12 732,720 24470
HCMC 82 703,894 301.235
Ha Ni 46 651,977 383,371
Binh Dudng 33 193,538 73,007
Pbng Nai 21 123,635 48,998

| Quing Ninh 7 88,512 40,904

| Long An 6 39,017 12,345
Di Ning 3 32,300 16,450
Ba Ria - Ving Tau 8 23,000 12,550
Qudng Binh | 1 15,300 5,100
Théi Nguyén I 2 15,245 6,028
Phii Tho 1 15,100 15,100
Ciin Tha 4 13,916 6,106
Ha Tay 2 13,000 4,500
Khénh Hoa 6 11,546 . 7,520
Hdi Dudng 2 11,200 3,500
Hod Binh 1 11,100 3,300
H4di Phong 3 1,675 4,155
Daklak 1 7,500 2,250
Ty Ninh 3 6,600 2275
Phd Yén 1 3,500 1,050
Lang Sdn 3 2,138 1,463
Binh Thudn 1 1,500 500
Kién Giang 1 1,500 500
Hung Yén 1 1,427 430
Théi Binh 1 800 Y 0
Qudng Ngii 1 673 ; 400
Bac Liéu 1 550 165
Tra Vinh 1 484 484 |
Vinh Long 1 400 150
Vinh Phic 1 200 70
Tién Giang 1 180 126
Total 259 4,030,127 1,779377
Deep-sea oil field 1 28,500 28,500

some length of time, suffered great
losses (because of large spending
on advertisement) and were forced
to change into foreign-owned com-
panies and left local partners with
damage to repair.

+ Certain local authorities have
set up' new regulations of their
own and caused trouble for foreign
investors.

1Il. MEASURES TO PROMOTE FOR-
EIGN INVESTMENT
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1. Alms of suggested measures

+ The measures should be stable
and long-lasting enough to provide
foreign investors with legal infra-
structure needed for their businesses
in Vietnam.

+ The measures should ensure
equal opportinities for companies
of all sectors with a view to helping
them malke the best use of invested
capital.

+ When all countries in the
region are competing fiercely against

one another for foreign investment
and Vietnam has the same com-
parative advantages as other coun-
tries have, better investment
conditions will ensure bigger in-
vestment from foreign parties.

+ Foreign-invested companies
should be considered as part of
the community of companies in
Vietnam.

+ The mechanism for controlling
FDI projects should be oriented
towards international integration.

2. Suggested measures

a. Immediate measures

- Re-examining fees applicable
to FDI projects with a view to
removing unreasonable ones that
cause the production cost to rise:
For the time being, the Government
had better release FDI projects
from the obligation to contribute
2% of their labor cost to trade
unions.

- Re-examining taxes imposed
on FDI projects with a view to
avoiding multiple taxation, especially
on cars and motorbikes assembled
in Vietnam, and building of rec-
reation grounds.

- Standardizing all procedures
for getting investment licenses from
central to local levels and publicizing
those procedures at home and abroad.

- The Government should ban
local governments from setting forth
regulations that do not conform to
Decree 10/1998/NB-CP on measures
to encourage FDI projects issued
on Jan. 23, 1998. This Decree was
welcomed by foreign investors but
they are disappointed to see it
isn’t carried out properly.

- The Government should keep
on finding ways to lower the land
rental and minimum wage set for
depressed areas with a view to
attracting more foreign investment
which is badly needed by these
provinces.

- Building education centers in
each zone in order to train skilled
workers and good managers.

b. Long-term measures

- Making a common investment
law applicable to both foreign and
domestic investment projects.

- Charging the same prices for
all servieces (transport, water and
power supply, hotel, ete) supplied
to both local and foreign investors
in Vietnam in order to ensure
equal opportunity for everybody.

- Making procedures for granting
license and controlling FDI projects
conform to international practices
to improve the competitiveness of
Vietnam's investment conditionss





