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Among all developing countries of the world, Vietnam is a very lucky one. You may not believe it, but this is the impression I got from my eight years of studying the Vietnamese economy. When I make research trips to other developing countries in East Asia, Central Asia, Middle East, Africa and Latin America, my impression is further strengthened. Many of them are afflicted with severe political fights, ethnic rifts, terrorism, or bankrupt government. They receive very little FDI in manufacturing. Some are ostracized by international organizations. With such troubles, no one can even talk about development strategy. Compared with these “average” low-income countries, Vietnam’s society is very stable. Today’s Vietnam has all the conditions to undertake serious development tasks. It is one of the rare countries whose governments can concentrate mainly on economic policies. Besides, foreigners (including donors) love Vietnam.

But that does not mean that development is easy. In fact, I feel that the great advantages Vietnam has over other countries are currently being wasted instead of used to propel the country along the path to prosperity. Many business people perceive Vietnam’s growth potential but it is not yet realized. Surely, the recent economic growth of 7% plus is commendable, but this is supported by large inflows of foreign money and a real estate bubble rather than improved technology and competitiveness. It is not a homegrown development.

Social stability and a good location in East Asia are certainly strong points. But the greatest asset of Vietnam is its people. What I mean is not hospitality or kindness in general, but the quality of workers in factories and offices. Nowhere else in the world (this includes both the developed and developing world) do workers perform as precise and reliable duties as in Vietnam. All FDI factory managers I visited in Vietnam attest to it without exception. They also complain about the inferior quality of labor they experienced before in China, Thailand, Malaysia, Indonesia, and so on. Some even say that Vietnamese workers are better than Japanese workers.

In short, Vietnamese workers are number one in the world, and this great asset must be fully mobilized to meet the challenges of China, AFTA and WTO. But workers perform wonders only when guided by good management and good policies. The big problem now is that top-quality workers are combined with terrible management and inconsistent policies, so their potential is never realized. In the garment industry, for example, the average productivity of Vietnamese workers is much lower than in China. This is not due to clumsy hands but because of poor production management. When a state-owned garment company rearranged sewing lines using scientific analysis provided by a Japanese buyer, its productivity increased dramatically from eight to fifteen shirts per worker per day.

Another interesting phenomenon is the sharp difference between export-oriented FDI and domestic market-oriented FDI. Companies like Fujitsu, Canon, and Mabuchi consider Vietnam as a platform to supply high-tech products to the global market. They import almost all inputs, process and assemble them, and export 100% of their output. In this type of operation, official intervention is very limited and exports and imports are virtually free. These companies are completely satisfied with their investments in Vietnam. By contrast, companies like Toyota, Honda, and Toshiba mainly target the domestic market. For this, they have to deal with a complex web of regulations, unstable trade policy, and localization requirement (which would violate WTO). These companies are extremely angry and frustrated. The lesson is that Vietnam is great when its bureaucracy is bypassed. Vietnamese workers helped by foreign technology and management are already globally competitive.

Vietnam is sitting on gold but not realizing it because of inferior business leadership. If Vietnam wishes to join the rank of industrializing countries in ASEAN and compete effectively with China, there is no other way but to dramatically improve its management and policy-making capability. And this is precisely the area where progress is too slow.

Before 1995, Vietnam’s economic policy was summarized in five-year plans. Now, after ten years of global integration, policy formulation is much more complex with external factors like China, AFTA, WTO accession, FDI slowdown, bilateral trade disputes, aid donors, currency crisis, and global price fluctuations. The world is changing faster than the speed of Vietnamese policy response. As a result, Vietnam always remains backward, relatively speaking.

When I visited Vietnam for the first time in 1995, we debated alternative strategies. One group preferred to support SOEs as the pillar of the national economy and self-sufficiency of inputs. Another group considered the burgeoning domestic private sector to be the growth engine. Meanwhile, the Japanese team argued that FDI-driven international linkage was the key to industrialization and competitiveness. What surprises me is that government officials are still debating this fundamental issue today. It is time for the government to decide what to do, and implement necessary policies. Unless the long-term vision indicating where the Vietnamese economy is headed is set out clearly, businesses cannot invest with confidence. What is needed is not an endless debate but action on concrete policies.

So what should be done? Our advice is for Vietnam to (i) maximize FDI inflows without selectivity by lowering the cost of doing business (removing localization requirement is especially important); (ii) create a linkage of local firms to FDI firms; and (iii) absorb technology, management skills, marketing, etc. from this linkage. At each step, policy assistance is required since Vietnam’s market economy is severely underdeveloped. The need to foster domestic “supporting industries” which supply parts to assemblers is widely recognized, but Vietnam has not mastered the policy skill to actually accomplish this feat. We cannot jump to the later steps unless the first step is achieved. Some policy makers want to establish supporting industries even before there is a sufficient mass of assemblers, but we think this is unrealistic.

There is a feeling among many Vietnamese that FDI-driven growth is not an autonomous growth. They want Vietnamese companies to lead industrialization rather than foreign ones. This sentiment is understandable, but not practical. We must squarely face the reality of the global economic game instead of being confined to narrow domestic knowledge. At present, Vietnam’s industrial capability unassisted by foreign partners is very low and can hardly compete globally. Vietnam’s industrialization must proceed by making a full use of foreign technology and networks, but the development strategy must be owned by Vietnam. If the policy is yours, using foreign help does not lead to the loss of economic autonomy.

I am a little annoyed by the attitude of some Vietnamese officials who say, “we understand your ideas, but we need more concrete proposals.” But is it not the role of the Vietnamese government, rather than foreign advisors, to design and implement concrete policies? A country that only listens and does not act on its own is unlikely to industrialize. We are happy to discuss details and set an example at first, but you must do most of the work the next time. The ultimate purpose of learning from foreigners is to graduate from it. If you can do it the sooner the better.
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