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Fear of Flying:
Why is Sustaining Reform so Hard in Vietham?

Dr. David Dapice

Professor, Department of Economics, Tufts Univeysit
Fellow, Vietham Program, Harvard University,

1. Background

It has been twenty years since thei Moi reforms were launched in Vietnam and the
economy has been transformed in that time. Thé&kmelwn turnaround in agriculture — from
hyperinflation and food shortages to price stahiliigher rural incomes, and top-tier global
rice exporter — has often been told. On top of tve come successes in coffee, rubber,
seafood and fish, and many other agricultural pctslu “Going private” in agriculture was an
astonishing success that reduced poverty moreahwgthing else in the first decade of reform.
Poverty declined from about % to under % in twoadies, in spite of the collapse of the Soviet
Union, the major aid giver and trading partner adtdam.

Then there was the striking decision made in 2@08llow easy registration instead of
licensing of most formal private business. Theiltesas over 120,000 new firms, millions of
jobs and billions of dollars of investment capitabbilized. In terms of gross industrial
output, the share of the domestic private secterrisgn from 1/4 in 2000 to 1/3 in the first
guarter of 2006, taking more or less equal shaoes both the state sector and foreign sectors.
The state’s share in industrial output growth isvranly 15-20%, in spite of taking higher
levels of capital and educated workers than theapsi sector. Here again, relying on the
private sector has paid off incredibly well, helpito extend the reductions in poverty and
accelerate GDP growth from an already healthy level

There has also been an open door policy to mostsaf foreign investment, and after
an initially slow period after the Asian Crisis,appears that foreign interest in Vietnam is
growing strongly. Part of this might be due tor@asing tensions between Japan and Taiwan
(two major investors) and China. Increasing reloce to put all their FDI eggs in the China
basket has helped Vietham, but improving policiefastructure, and productive and fast-
learning literate labor have also contributed. t&aly, the interest of Intel and Microsoft
comes not only from cheap labor! Approved licerfeesiew investment and higher allowed
reinvestments in existing projects exceeded $®hilin 2005, and realized FDI should be $3
to $4 billion in 2006. Inflows in 2000 were undgt billion. This is a high level of FDI,
higher even than China’s on a per capita basis.

The growth in exports is another indicator of sssceExporting requires efficiency —
one is competing against the lowest cost suppirethe world. From $2.1 billion in 1991,
exports grew to over $32 billion in 2005. Thisaicompounded growth rate of 21% a year
over fourteen years. Moreover, there were manyyuots that exceeded $500 million in
export value — crude oil, coal, garments, footwsagfood, rice, coffee, rubber, electronics
and furniture. Vietnam is proving its competitiability in agricultural raw materials,
minerals, labor-intensive goods, and even someehighlue-added goods. It is significant
that export growth continues even into 2006 atmdraate (25%), and entry into the WTO
should help maintain future progress.



Indeed, given the declines in poverty, growth i@l BDP, exports, and industrial output,
improvements in education and health, and obviagisssof prosperity in the cities, some
might simply give Vietham a grade of “A” and be @owith it. Those familiar with the
author’s habit of analysis will not be surprisedital this is not his conclusion. Not only in
spite of but because of the very successes outiibete, it seems to be difficult for Vietnam
to move decisively in the direction that its pastnarkable successes clearly indicate.
Vietnam’s leadership is not stuck, but it is tofParts of it fear that giving ground too quickly
on state owned production would be dangerous palifi, even if sound economically.
Because so much of the legitimacy of the governnaemwt Party is built not only on the
resistance struggles, but also on more recent &gl positive social and economic
accomplishments, this position might be hard toeustdnd. The paper will analyze it from a
foreign economist’s perspective. Its conclusiory imform future discussion concerning the
right mix of policies going forward.

2. The First Decade

Vietnam tried to graft central planning on top op@or, rural economy after the 1975
unification of the country. In the north, the emgliof war and familiarity with collective
agriculture allowed for little progress — a 22%eria food output from 1974 to 1986, which
was slower than population growth. This approdsb aorked poorly in the south, where
the drive to collectivization was passively registeHowever, increasing cultivated area for
annual crops by 30% via irrigation investments aridoducing improved varieties helped
boost 1986 rice output by 39% over 1975Even so, there were food shortages and
hyperinflation. (The latter was a monetary phenoome but it could not have helped to
improve the allocation of resources.) Output ofigpain all of Vietnam rose from 11.8
million tons in 1976 to 15.1 million in 1987, a 28%¢crease. But since population grew 27%
in the period, there was virtually no improvemamtper capita rice availability. It was not
impressive for a country recovering from war.

After the Doi Moi reforms, food output rose to 25 million tons by9%9a 65% jump
over 1987, or about 40% per capita. This jumpn@leith a loosening up of labor movement,
helped to push poverty rates down sharply. Povatiys described as “well above 70%” in
the mid 1980'3fell to 58% in 1993 and 38% in 1997-8 — a probaiaéving in 12 year$.
Output of real GDP rose in a similar manner, witbvgh of 7-8% a year in the 1987-96
period. Estimates of real output growth in theliearl980’s are unreliable due to many
factors, but electricity output rose 56% from 1981986, 73% from 1986 to 1992 and 115%
from 1992 to 1998. Taken together with the progjiesagriculture, there is every reason to
believe that real output also saw a 50-100% fastier of growth undeboi Moi. Indeed, it
was not just that output grew faster — it was atswe attuned to the market. If exports are
any indication of ability to respond to market oppaities and tastes, then the progress is
nothing short of astonishing. In 1986, exportsevabout $500 million, or less than ¥ of
imports of $1.1 billion. By 1997, exports of $Dilion were equal to 80% of the $11.6
billion in imports. This 18-fold jump in exportgeated a huge opportunity to buy both
capital goods and consumer goods. Because oferdttances and FDI the trade deficit was

! Some others think that state-led heavy industneided — both politically and economically.

2 Rice output in the South had grown 45% from 1963375 in spite of the war. See Appendix to The
Rice Economy of AsidBeth Rose, 1985 Resources for the Future, p. 156

% This comes from p. 35 of Doi Moi and Human Devetept in Vietnam, 20QINational Centre for Social
Sciences and Humanities, Hanoi, 2001. Povertynastis in the 1980’s are educated guesses.

* The 1993 and 1997 poverty estimates come frorvidmam Living Standards Surveys, supported by the
UNDP and the World Bank. They are generally regdrais reliable.
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easily financed. Inflation remained low and thelenge rate depreciated at a controlled rate
that reflected a desire to maintain competitiveness

The social indicators also improved during thisatkz Enrollments in primary and
middle schools, already high for a low-income cogngrew more or less in line with
student-age populations, but the enrollments abrsdary and tertiary levels showed sharp
gains. Secondary students actually dropped fromt®dusand in 1986/87 to 564 thousand in
1992/93 as subsidies were cut back, but then jumpet390 thousand in 1997/98. (The
population of 15-17 year olds rose 17% from 1988987, but secondary enrollments rose
53 %.) The collapse of the subsidized educatistesy was overcome by increased spending
from private sources, and also from public sourafer an initial period of austerity. In
tertiary education, the students dropped from I@®isand in 1986 to 107 thousand in 1991
but then rose to an astonishing 663 thousand by'!19¢hile quality issues remained a
concern, the raw numbers showed impressive gains.

The health data also show gains from an alreadydssgive level. The under-five
mortality rate was estimated at 82 per 1000 in 1839falling to 69 in 1984-88 and 55 in
1989-93. (These estimates are based on Intercdasabgraphic surveys from the GAO —
different sources show different estimates.) B@7.%he rate had fallen to 40 per 1000,
similar to the 38 of Thailand with more than tripMietham’s per-capita income.
Improvements in nutrition and an ability to buy nwoites, along with an aggressive
vaccination program helped to bring life expectangyto levels typically associated with
middle-income countries. By 1997, men had a IKpeetancy of 66 years and women of 71,
again virtually identical to Thailand’s level, cioto that of China and actually better than that
of Brazil.

However, the very successes of the economy anddbiety gave rise to a perverse
caution and even reaction within the leadershipghlt dubious and low-return government
investment projects were initiated. (The northteopower line was rushed through,
reportedly against the advice of technical spestli It delayed the development of adequate
thermal generating capacity and contributed to dacepower supplies.) Import-substituting
industrialization, often in forced combinations fafreign investors and state enterprises,
created bad feelings and high costs. There wasiafjlaeform in privatizing (or even
equitizing) state enterprisésnd the financial system. The regulatory systems weavily
stacked against formal private sector businessempfbut the smallest sizes. One World
Bank study found most of the reform in Vietham opl©96 came before 1991 — that is,
before significant aid flowd! As aid increased, the share of the state in fotastment
actually increased. By 1997, the state sector wated for over 47% of gross industrial
output, while households had 14% and mixed andidoreonnected output (including oil)
covered another 36%. Formal (larger) private amitective industrial output accounted for
all of 3% of total industrial outptt!

It was almost as if there was an ideological pegiee for inefficient investment and
policy. This preference was indulged in good ewmicotimes but was adjusted when
economic hard times or disaster threatened. Tsoach was not likely to produce the
fastest poverty reductions or the most equitabteames, but it did create a kind of political

® Because of aversion to “private” firms of any sitte solution to inefficient state enterprises wagurn
them into joint-stock companies with state entitiewning a controlling share. This is called
“equitization.”

® The often-quoted reference to “thousands” of S®&sg privatized in the early 1990's is misleading.
They were mostly small. Local enterprises out@fi¢he central planning system, accounting folelitt
employment, capital or output. The resources wagdly redeployed locally as the economy grew.

’ Assessing Aid, What Works and What Doesworld Bank, Oxford, 1998, p. 107.

8 Statistical Yearbook, 199%tatistical Publishing House, p. 168.
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equilibrium within the various elite groups. Whitbe increase in oil, aid and over-
enthusiastic FDI did provide a period of high grovrn the 1990’s, the growth was not self-
sustaining. While the momentum of agricultural gmide reforms created real progress and
helped to reduce poverty, the lack of deeper redomrmthe first decade set the table for a
slowdown following the Asian Economic Crisis. This in spite of rapid advances in
electricity, roads, and other infrastructure. Tpeoblem was not “hard” but “soft”
infrastructure - the lack of institutions and p@& that recognized constraints to production
and acted to reduce them, and thereby liberateregeherate even more productive forces.
The economy was still somewhat inward looking.

The limited positive role of the state shows upchanges in employment over the
1990's. State sector employment, including govemtraed state enterprise workers, dropped
from 4.1 million in 1987 to 3.1 million in 1991.t briefly dipped a bit more (2.9 million in
1993) and then crept back up to 3.27 million in 2991In 1987, total labor force was 28
million and in 1997, it was 37 million.o, over 100% of all new jobs created from 1987 to
1997 were outside of the state sector.’ The state share in 1997 was only 9% of all jobkis
is a negligible role for the state in a criticakiahle. Without new job creation, there is no
equity or stability.

In comparison, investment outlays from all staterses compared to total investment
fluctuated at around 50% during the 1990's, withistinct rise in the second half. It has to be
said that only state and foreign investment estsare even somewhat reliable — the
domestic private sector was not only small, but alas often invisible to the statisticians — or
at least was for much of this period up to 199&rt#ig in 1995, when there was an industrial
census, the coverage improves somewhat. In amy tesstate share of investment was 42%
in 1995 and 58.6% in 1999, a real increase of @1@6. The private sector grew 34% in the
same period and the foreign sector actually dedli®% in real terms. By 1999, the foreign
share had fallen to 17.3% (from 30% in 1995) arel ghvate domestic share was 24% in
1999, down from 27.6% in 1998. While some of the state investment jump was due t
needed increases in roads and other infrastruatoweh of it went to ill-chosen projects or
inefficient state enterprises that created few .joliisis hard to have reform when the state
takes a large, growing and inefficient role in istreent, and that is where Vietham was by
the later 1990's.

Regional Equity?

An important political and economic factor in grémis regional balance. That is, all of
the growth should not take place in and aroundanievo cities. TheDoi Moi agricultural
reforms were notable in their wide impact — thuss ithpid and large poverty reduction. Most
FDI is concentrated in a few provinces — Hanoi, HG;NDong Nai, Binh Dung and BR-V.
Therefore, there is political pressure to use statestment as an “equalizer” and ensure that
growth spreads beyond the two major metro-areage fbtable investment decision, the
Dung Quat oil refinery, was made with the justifioa of regional balance. Of course, it
made no economic or financial sense. Many foreignpompanies, interested in participating
in building a refinery, exited when that place waquired. Why build a refinery far from
either raw material sources or major markets iypadon area? Even Petro-Vietnam wanted
to build it in a commercially sensible place, atdeas expressed in private conversations with
the author. However the decision was made to pbaeQuang Ngai.

° Growth of state jobs from the low point in 19931897 still accounted for only 8% of all job growth

% The investment data change over time with revisioiThese are taken from Table 174 of the 2002
Statistical Yearbook.

™ In The Real Situation of EnterpriseBable 14, the 2003 capital data of operatingifpreenterprises
shows 85% of capital in those five provinces. hied FDI is somewhat more evenly spread but stiteq
concentrated in and around the two major citieenem 2006.
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The delays and cost increases that followed weedigiable. High refining margins
now"? would allow an operating refinery to recoup pdrite expense, but by the time Dung
Quat is operating, the margins will probably aggith towards the $4-5 per barrel ($35 per
ton) level that is more typical of most operatingerience. In normal times, the higher
transport and capital costs will simply mean eithgher prices of petroleum products for
consumers or subsidies from the government to dogses or low returns. This will hurt all
enterprises and consumers. Ironically, it willjh€luang Ngai very little. In spite of putting
large investments into infrastructure, there walfbw jobs or linkages into the local economy
not driven by further state investment. The neaghity province, Quang Nam, has a better
chance to develop FDI and local industry and aasusble and growing economy if it can
implement its “open door” policy? Successful regional development is seldom achiéyed
uneconomic and capital-intensive heavy industryegtments. A combination of smart
infrastructure and a better operating environmeoinbined with training and targeted
marketing, is far more likely to succeed. But tiheé system stays alive, using up capital and
providing few of the equity benefits used in jugtify itself, or doing so at a very high price.

If we take the period from 1993 to 1998 and usetwWweLiving Standards Surveys, we
find that real per capita spending jumped 79% & Sloutheast, 57% in the Red River Delta,
and only 19-33% in the Northern Uplands, Mekongt&@eCentral Highlands or South Central
Coast. So, while all regions were rising, the wegi concentration began exactly in the
period when state investment was increasing aactidn of the total?

3. The Second Decade

Part of the largeelative increase in state investment was due to aid andlyafising
credit to state enterprises. But another parhefreason was due to actual declines in foreign
investment and sluggish private investment growRhrt of the foreign decline can, of course,
be tied to the Asian financial crisis, and the dinancial circumstances surrounding many of
the firms that would normally have been investingut it was not only that. As Vietnam
expanded credit, it had its imports grow much fagtan its exports. In 1992, exports and
imports were about equal at $2.5 billion each. 1B96, exports had jumped to $7.3 billion
but imports had soared to $11.1 billion. The tredgcit in 1996 was more than the export or
importlevel of 1992! The response to this was to impose uarmontrols, including making
it more difficult for import-competing firms to tartheir dong profits into dollars and take
them out of the country. In fact, a rule was mdauas most foreign exchange had to be
converted to local currency, and the foreign exgeaearned by the foreign firm had to be
approved for their own external use. This didingiress foreign investors who backed away.
FDI inflows (not just the amount licensed) had aged $2 billion from 1995 to 1997, but fell
to under $800 million in the next few yearsThat is a 60% decline.

In addition, the domestic private sector was weaak subject to demands from officials
for payments for registration, permits and othereissary permissions. Private investment —
more likely to be spread out among poor provintes tFDI and more labor intensive than
state enterprises — was growing very slowly. Iditeoh, the size of private firms was small

2 The difference between the value of refined présiaad the cost of crude oil input is the “crackespl”

and this tends to be cyclical. It can go as lo2$3 a barrel (159 liters) and as high as $191f but
tends to average out to $4-5 or so a barrel. &me is primarily used in commodity hedging.

13 A positive development is that Quang Ngai has setbpsked for many of the same degrees of policy
freedom and received them. However, proper impigat®n in either province will be complicated.

1 From Living Standards During an Economic Boom -e Tase of VietnamHaughton, Haughton and
Phong (editors), 2001, Statistical Publishing Hotinoi, p. 41

> Table 3.1 from Vietnam 2010: Entering thé'Zlentury World Bank Report 21411-VN, 2000.
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and their level of technology was low. In 2000erth were exactlfen domestic firms
without state or foreign capital that had total thoof at least $33 millio® The lack of
supplier industries and FDI meant slower exportwghoand FDI inflows too, though the
Asian Crisis also hurt. Exports had tripled inldd from 1993 to 1997, an annual growth of
32%. From 1997 to 1999 they grew at 12%. Withemkvprivate sector, low and declining
foreign investment, and an inefficient state sedtovas not surprising that GDP growth
faltered. From the 8-9% rate up through 1997,dffieial GDP growth rate (thought to be
overstated by many) was 5.8% in 1998 and 4.8% 8919 Of course, this is much better
than the crisis-affected economies, but Vietnam ribtl have a convertible currency or an
international currency market in which banks oribesses could operate, so it was less
vulnerable to capital flow shifts.

4. An Aside: Slowdowns, Socialism and Corruption

The slowdown caused some introspection among #uefship. Some had drawn the
lesson from the Asian Crisis that a more closed@mdrolled system was safer than a more
open one. Capitalism caused crises and who wdated like Thailand or even Indonesia?
On the other hand, slow growth was not acceptaithere Young people needed jobs, and
many did not want to work in the low-income farnttee, which had been forced to absorb
74% of new labor force entrants from 1997 to 1999mpared to only 58% from 1994 to
1997. Such low nonfarm job creation was not tdikrdor a sustained period. Fundamental
decisions had to be made. Would Vietnam negosididateral trade agreement with the US
or not? (This was effectively a necessary prebodeining the WTO and moving towards a
more open economy.) Would it allow private firns lbe created and grow with less
interference? Some feared that doing so would wwbialism and give rise to instability.
Others argued that instability would result fromgglish growth.

One of the more durable debates within some pdrtheo Vietham establishment is
about the correct definition of socialism. Theme @& variety of views. Some use the
“classical” definition in which the state owns theeans of production. Others say it is a
philosophy, and others still say it is a politisglstem with a single party that has essential
control over the distribution of production. Thdbat might be called conservatives view a
strong and large state sector, especially in imgusts critical to the strength of the Party.
Those that might be called reformers or perhapgmadists are more willing to let efficiency
dictate productive outcomes, which in practice nseanelatively larger private and foreign
share of output. This latter group argues thatesg is what creates stability and the Party
will stay in power longer if it raises incomes hidbaand creates a dynamic economy and fair
society with basic social goods for all. In praetithese views overlap somewhat, and the
usual overlay of ministry, provincial and persooaimpetition will often determine the exact
position of a person or group.

In addition, there is the force or factor of cotiap. The Thai Binh troubles in 1997
illustrated the importance of reining in local offils who became too oppressi¥eThe case

' The Real Situation of Enterprises Through the Resif Surveys Conducted in 2001, 2002 and 2003
Statistics Publishing House, Hanoi, 2004, TabldtZhould be emphasized that $33 million is nédrge
amount considering the (much larger) cost of evemraedium sized cement plant.

" World Bank Report 21411-VN, Table2.2B. The IMFimated GDP growth in 1998-99 at under 4% a
year, and in 2000 the official GDP growth figure6o8% contrasted with the IMF estimate of 5.5%.teNo

it is possible to underestimate the level of GD& we&t to overestimate the growth of real GDP.

18 Briefly, Thai Binh is a northern province close Hanoi with a proud tradition of supporting
revolutionary struggles. Veterans and mothersotifiers who died in war marched on government and
Party officials they regard as corrupt and “ar@sthem. The matter was resolved peacefully.
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was not unigue — in other cases the central govenhimas had to set aside local leadership
because of questionable activities. The PMU-1&dahin 2005-06 shows that sometimes
quite large amounts of funds are diverted fromrthedper uses, and few believe these are the
only example of such activities, especially if ladehls are included. To the extent that offices
or positions are bought, and corruption is necggsarise within the ranks, the very existence
of someone who is not corrupt threatens those who &hus, those who are corrupt will
often try to sideline or eject those who are natadly vulnerable. If everyone has dirty hands,
no one will demand that others take off their gklv@o the extent that this is true, it makes it
difficult for honest and competent people to rigeorganizations that have become corrupt.
To the extent that it is widespread, it makessslékely that the state will be capable of doing
those necessary things that help to create a cdampetand open economy. If roads and
infrastructure are poorly built or much too expeasor too elaborate; if international loans
are used for poorly planned and overpriced statergrse investments; or if many positions
go to those with connections rather than talemn tthe economy will not work very well, at
least over time. Corruption threatens long-termbitga and success. In extreme
circumstances, it even leads to immediate disconten

Thus, the debate in 1999 about the role of theapgigector (above the household level)
and of foreign investors was a difficult one. Wasafer to be more closed or open? Did a
large and expansive state enterprise sector makeoiieé or less difficult for the Party to
remain in power? Did a more open system reducmaease corruption? In effect, the
answer was a compromise, but one skewed towardwiali foreign and private interests
more of a role. The decision of China to enteMiEO was one factor, but the need for more
job creation was also a consideration. Howevestettwas still a commitment to have the
state enterprise sector play a “leading role,” Wwhian be understood as having a number of
heavy industry “pioneer” state firms. It did natdadoes not mean that export, output or
employment growth is mainly due to the state sectostead, it is a kind of industrial policy
that seems to look at sectors that Japan or Kogealaped in their earlier days, but tries to
use state rather than private firms to implemeatpians.

5. The Enterprise Law

The decision in 1999, implemented in January of02@0 reduce regulatory barriers to
private firms was a major decision, perhaps thgelstr since the agricultural reforms of the
late 1980’s. No longer did a business person rsggmfoval of an official to start a legal
business — it was a matter of registering and sttimgpithe form. Of course, it was not quite
that easy, but surveys indicated that the time, eyoand uncertainty surrounding the
registration of a new business dropped considerdbighere had been fewer than 5000 new
private business registrations a year from 1991988, and only 5000 in total prior to 1991.

The response over the next few years after the W8 passed outstripped the
expectations of nearly everyone. By 2005, over,d@D new firms had registered — an annual
rate of six times the 1990°! While some businesses had existed as househoid &nd

9 One Vietnamese expert, Madam Chi Lan, estimatatiitistill took 50-60 days and % of Vietham's per
capita income to register a private firm. Howehis is much less than previously!

20 surveys of firms do not show nearly so many abttuaperating. Even so, The Real Situation of
Enterprisesshow the nonstate firms to have numbered 35 timaliaathe end of 2000 and over 64,000 at
the end of 2003. There were 14.5 thousand privats registered in 2000 and 69 thousand more 0120
to 2003. Aside from those really operating butsadsin the survey, some may not yet have startexhdp
others had gone out of business. This is one netasprefer employment or output to registratiotada
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chose to “emerge” once it was safemost were really new. Of course, many of thegddi
too. Estimates of gross industrial output growtimT private domestic firms were typically
18-24% a year after the Enterprise Law took hdltheir share of industrial output was 33%
in the first quarter of 2006, larger than the 30¥iessector share. In terms of employment,
there were about 1 million employed in both forrpailvate and collective firms in 2000.
(Collective and private are hard to separate in ifagot in theory; “private” includes single
owners, partnerships and joint-stock companies.2@34, the labor force survey showed 3.3
million workers in collective and “private” [not bisehold] firms. That is more than a tripling
in five years. In the same time period, statergnie employment in the economic sectbrs
rose from 1.9 to 2.1 million, while total workforgese from 37.6 million to 41.6 million.
Thus the total workforce rose by 4 million or 118®, of the total increase in workers, the
formal private sector had absorbed nearly 60% ded state enterprise sector only 5%.
Agricultural workers and farmers remained stabihel workers in foreign-invested companies
rose by perhaps ¥ million, or 12-13% of the totalréase in workers. Those remaining,
equal to one million or 25%, were absorbed in nonfaousehold or informal sector work.

If the formal private sector continues to grow add8% a year and the foreign sector in
the 12% to 18% annual range, it is likely that thvll be able to absorb an even higher
fraction of workforce growth in the next few yedman the last five, given their now larger
share of the total workforce. (SOE industrial atitgrowth is typically less than 10% a year,
while total industry grows about 15 %.) Since agiture and much of the household and
informal sector is often viewed as a “sponge” tphaivides livelihoods but not much of a
future for young workers, it would be desirableotter formal sector jobs to all new entrants.
While some will choose to stay on the family farmwiork in a household job, most would
probably prefer to switch to higher paying format®r jobs. There are also those workers
who are now in agriculture or household jobs thatila prefer to switch, even if they are not
new entrants to the labor force. If the labor nedan be tightened with sustained and rapid
growth, then real wage rates would be forced uthag were in South Korea and Taiwan.
Indeed, there are already signs of this. This daliow further progress in poverty reduction,
but would also necessitate better technology antagement so that productivity would rise
in line with real wage rates.

The Weak Private Sector

In spite of quite rapid growth, the private sedtoWietnam is still weak. In its current
condition, it would have to improve considerablydeal with rising real wage rates. Using
data from 2003, the wages of workers in privatms$irwere only 50-60% of central-state or
foreign firms. In terms of number of employees)yoh44 private firms had over 1000
employees, compared to 446 state-owned firms.ernmg of capital, in 2003 there were only
44 private firms with assets over $33 million, uming 17 joint stock companies with some
state capital investeéd. Note that these are the very largest out of 6@e®00 firms covered
in the survey — less than one firm in 1000 for ¢hpital size of $33 million. The average
private firm has a few dozen employees and abo80&3 capital per worker. These small
and medium firms are not in a position to undertaé&search and development, or even
serious technology surveys and acquisition. Thed fi difficult to penetrate foreign markets
or even to qualify as suppliers in higher valueeatdupply chains. They are usually not well

2L A World Bank survey estimated that 45% of the §irnad informally existed before 2000. It is unciéa
these and the really new firms were growing asifafire and only now are being measured, or ifrtbee
liberal registration procedures also allow fastérgie growth. The latter is likely given laborée data.

2 These include agriculture, industry, constructioacge, transport and communications.

% Because of oil, the output share of the foreignases QI, 2006 was 37.4%.

%4 The Real Situation of Enterprises Through the Resif Surveys Conducted in 2002, 2003, and 2004
various tables




versed in using the Internet and their personrtehafack critical skills needed to compete in
world markets.

This weakness is one reason why non-oil exportgereing much faster from foreign
enterprises than from domestic firms. Indeed, oibrexports from foreign firms were $3
billion in the first quarter of 2006 while non-aguitural and non-oil exports from domestic
firms were $2 billior?® It is, of course, possible to have foreign firbesthe “leading sector”
and this has worked well so far. But unless Idicals develop low-cost supplier chains (and
these local firms will almost certainly be mainlgvaite), it may be difficult to compete with
countries where this advantage exists. MoreoveY,idthamese firms export themselves,
rather than through other foreign firms, they wé#lrtainly become more familiar with foreign
tastes, trends, and necessary technologies. lidvwmmuhighly desirable to find ways to help
the private sector grow stronger, both for deempmiamestic supply chains and for direct
exports. How would this be done?

There have been many surveys done asking privames fijuestions about constraints to
growth. Many items are mentioned — capital, ldedhnology, markets, skilled workers, and
— especially — unfair or excess competition. lkséngly, corruption isiot often mentioned
by the private sector, even though internationaleys find it is growing. A skeptic will say
that any sector growing at 20% or so each yedndrfg ways around the barriers that exist.
So long as private sector output and employmem gpaickly, and overall exports are strong,
why should it matter if private firms have barri#fs

Professor Ari Kokko, a specialist who studies pevirms in Vietnam, argues that even
if corruption is predictable and of relatively sinaiounts, it may still be a barrier. Bidding
on construction and procurement is difficult ortbps Rules are set so that state enterprises
get the primary contract and then dole out subectgrto private contractors that do the work
at a lower cost for little profit. Land developmeieals are often effectively reserved for state
firms or officials. If the land issue is “solvediy renting in an industrial zone, there is no
collateral for buying capital equipment. In shas Kokko points out, there is a “missing
middle” [and one might say, also a missing toplthe distribution of firms. “Most of the
registered enterprises fall into the SME catego§5% [if] defined in terms of employment
(less than 300 workers) or registered capital (s VND 10 billion ($630,000)%
Meanwhile, the number of SOE’s continues to nunifi@r the thousands, and the larger ones
by capital or output have not been equitized. d&eelopment of a legal system that would
provide real security is proceeding very slowlyheThew Unified Enterprise Law is supposed
to create a “level playing field” but if comments drafts are accurate, it falls far short of
doing that. It could well be that SOE’s retainaadred position for some time. Given their
small share of industrial output growth this migidt matter, if they did not also absorb
considerable capital and educated manpower anthesepoorly.

6. Vinashin: Industrial Policy or Wasteful Spending?

One example of how supporting SOE’s can undermiifidency comes from Vinashin.
This is a state shipbuilding firm that has signecbatract to build 15 ships of 53,000 tons.
The price per ship is reportedly $26.5 million, @mount very nearly equal to the variable

% This is from Intellasia, April 7, 2006. It prowd data for a limited number of export products sl
assumed that all enumerated agricultural and sdgfooducts are exported by domestic firms. It also
shows exports by ownership. There is nothing wneith exporting agricultural products, but they ot
constitute “manufactured” products that have a ciypé#or rapid growth.

% A recent paper by Katariina Hakkala and Ari Kokkdhe State and Private Sector,” February 2006,
surveys the state of constraints and state polagiyn

" Hakkala and Kokko, Op. Citp. 6



costs of labor, materials, supplies, power andrarsze. Excluded from the amount is any
significant return to the shipyard in which thepshwill be built.

How much should a modern ship yard cost? In Inglimodern shipyard with dual dry
docks for 120,000 ton ships is being built for $8illion.?® Reports in Vietnam put the cost
at about $150 million. If two ships can be buillesby-side and if it takes 18 months to
complete a ship, then (at 10% cost of capital a¥)eabout $10 million in fixed costs is not
covered for each ship built.

Vinashin was at first reported to have been alletall of the $750 million commercial
bond issue that was floated last year. They havewerall plan to invest $3 billion in
shipyards, steel mills, and other supplier indastri This investment would make Vinashin
equal to % the size of Hyundai, the world’s largglsip builder with a 15% global market
share. There is no indication that Vinashin hastéchnical or managerial capacity to justify
such a large market share.

There is a plan for ship building in Vietnam tocelka million tons a year (about 10-
12% of current global output) by 2015, with an exp@lue of $1 billion and exports equal to
30-40% of total output. This plan seems to focusaron sales than return to capital. In
general, other governments subsidize shipbuildmgm®fit margins are often thin or even
negative. Thus, the ability of Vietham in genexal Vinashin in particular to compete with
more established nations like South Korea or Clinmcertain at best.

It is not hard to understand the thinking of thetdamese government. Shipbuilding is
an industry that other Asian nations have entevedessfully. It involves large amounts of
money. It can be considered a “critical” industi§tate support is common. Why shouldn’t
Vietnam follow the same path? Perhaps it should plbobably not in the way it is doing it.
If a foreign ship builder wanted to invest and brits own capital to the project, along with
its technology and management that would certaimigrove the chances of success. Or,
perhaps there should lseme competition for subsidies, if any will be allowechder the
World Trade Organization, which is doubtful. Inde¢he entire idea of setting a physical
target over a decade and using subsidies to ré¢aeshile also wanting to enter the WTO
betrays a certain confusion. It is simply incotesis to try to mix gaining access to global
markets with plans and subsidies of this magnitaae nature. There is no doubt, if one or
the other had to be chosen, what would be of mesetit to the national economy and to
workers. There are over one million jobs now ip@x industries, but only a few tens of
thousands at most in shipbuilding and its supjtidustries.

6.1. State Industry for What Purpose?

State enterprises are used for different purposéeveloping nations. A common use,
though one that had been declining but is now cgrbiack, was to exploit national mineral
and oil and gas deposits. The prices of these amtitims tend to fluctuate and large amounts
of capital and often technology are needed to éxflle deposits. Since a government tends
to want high and stable revenue flows, it is haodd nationally owned oil company (for
example) to invest at a profit-maximizing rate whihlso being asked to provide high
payments to the government and often to provide pgwell. Vietnam has not, in general,
established production facilities through stateemrises except in coal. However, the
“downstream” activities including refining and dibution are being assigned to state firms.
The placement of the Dung Quat refinery was clepdjtical, and this does not augur well

% The data come from ABG Shipyard Limited, an Indpaivate firm which provided the data as part of an
initial public offering in late 2005. How many ff@mese private firms raise new funds this way?

2t is true that the cost of the loan was only #&@2%ut that was a sovereign debt taken on by the
government. Onlending to a company should reaudt igher cost of capital, and most companies advoul
feel very luck to get long-term hard currency finarat 10% a year, if it were available at all.
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for competitively priced fuel products. If the t&tail company is not efficient, then the entire
economy will suffer from high costs.

Another common reason to establish a state ergerfsito develop high technology.
The FPT company illustrates this impulse. The tioesvith high technology is, what kinds
of firms induce high technology FDI, especiallyjaint ventures or tight supplier relations?
While much remains to be seen, the biggest sudbessfar is in the “technology park” in
HCMC in which both foreign and domestic, but oveelvhingly private, firms have invested.
It was in HCMC that Intel has decided to investan@G firm like FPT truly promote high
technology in Vietham? Its favored status willddams like Microsoft to consider working
with it, but primarily to localize Microsoft prodtg into Viethnamese, and to provide “help
desk” and updating support for them. This is afulskinction, but not really more than
supporting a necessary local service to sell theftware. It is not a way to get into the
outsourcing and export of services that has beesusoessful in India. (Probably the best
thing that the government could do for outsourdsgp improve the quality of IT education
in the universities and support any firm that eresrgvith few requirements in terms of
registration, paperwork or inspections. Improvihg capital markets might help too, though
the IT services business is not terribly capitaemsive.) If FPT gets a large fraction of
government IT work, it will be able to hire largenaunts of local talent, making it more
difficult for other firms to compete on other largeojects. This might stifle competition in
the sector and actually retard the developmenutfaurcing in Vietham. There can be costs
to having one national champion, especially i§ihdt the most competitively managed firm.

A third reason, and this seems to predominateg ihave certain heavy or strategic
industries run by the state. It is hard to knowatly what causes this desire. It could be a
kind of leftover fascination with heavy industrygarking back to the time of Lenin and Stalin.
It might reflect a desire to do what Japan and I5ddrea did with their industrial policy
some decades ago, though those nations did it pmtfate firms and far more competition.
Finally, it might simply reflect a desire of SOEasd ministries to have a larger role. Big
contracts can be lucrative to award and jobs fenfls and relatives are always welcome.
Whatever the mix of motivations, the cascade ofigiees in oil refining, ship building,
fertilizer, petrochemicals, steel and (earlier) augnd cement seem to suggest a strong
attachment to this form of industrial policy.

It has already been established that state erdegprovide a very small and falling
share of job growt!, a falling share of industrial output growth, ahelt they probably play a
modest role in exports of manufactufésThey do employ 1.5 million workers in industry
and construction (out of 7.2 million workers in sleosectors in total), and account for a large
share of nonperforming loans. Their stated prafi¢ to capital in enterprise surveys is under
3%.% None of these facts are compelling reasonsntpease the investment in state
enterprises. The chance of creating a competiiiiee or industry with management having
to be skillful in dealing with ministries and buueaatic issues while also dealing with brutal
global economic competition is nil. The announdeatle strategy is to become more
integrated with the global economy, while the irdaé strategy seems to indicate continued

%70 repeat, state employment in industry, constinctrade, transport and communications rose 13%
from 2000 to 2004 while total nonstate nonfarm empient rose 55% in the same period.

31 Non-oil export growth in 2004-2006 was twice astfa FDI firms as from domestic firms. Many oéth
successful exporting firms were private. Asidarfrprocessing and trading companies, the contributfo
the state sector to manufactured exports may lie qdest. It is surely smaller than FDI firms.

3t is true that private firms show almost no pimfbut this is widely viewed as under-reportifighe FDI
firms that are jointly owned show profit rates &-20%, but not those that are 100% owned. Therlatt
could be due to transfer pricing, whereby profits shifted to low-tax jurisdictions. See Tablen7The
Real Situation of Enterprisdsr specifics.
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large infusions of capital into firms likely to “e@ low or negative returns. This cannot help
but to slow down growth, reduce equity, and incegiaistion with trading partners.

So, looking towards the future, it is likely thatetham will continue to try to have it
both ways. It will try to establish or expand camjes like Vinashin that enter into loss
making contracts, while joining the WTO, AFTA arktBilateral Trade Agreement with the
U.S. If these SOE efforts are isolated and smathagnitude they will not upset very much.
They will cause trouble and irritation, but notstie larger development of a dominant and
competitive private sector, which is already wetidar way. If the volume of SOE
investments is large, it is likely to drain capitavay from more efficient firms (that also
create more employment) and also cause tradingigrarto retaliate by limiting exports of
goods in which Vietnam is competitive. One questmask is if the political needs that these
investments reflect could be satisfied by lesslgasteans. Could sensible infrastructure
investment satisfy provincial desires for more l@anomic activity? Could better pensions,
severance payments or job training relieve concefrstate enterprise workers? The answer
to these questions is “probably.” The problem cem®re from the ministries and upper
management. They want empires, not a comfortadtieement. They will fight to maintain
the share of state investment.

6.2. When To Say Enough?

Every nation has some wasteful spending. Poligca fact of life everywhere, and
Vietnam is in no way unique. The question is €& #ystem is able to detect when the waste is
reaching unacceptable levels and a self-correctieghanism cuts in and reduces the waste to
a level that prevents severe damage. The stroogoedc and social growth in Vietnam
might seem to argue that, whatever the probleney, dine not severe. However, the high level
of inflows from oil, remittances, FDI and aid sugg¢hat the supposition might be turned
around. Crude oil exports in 2006 will probablyuatjabout $8 billion and net revenues
about $5 billion. Remittance estimates vary bwaytleould easily be another $5 billion —
many estimates go much higher. FDI inflows are disbated — the IMF data suggest $2-$3
billion while government sources (which are nottguionceptually the same) suggest $4 to
$5 billion. ODA disbursements less repayments$dr® to $2 billion. This totals perhaps
25% to 30% of 2006 GDPfrom foreign flows or natural resource rents.ndfoil savings
added 10% (of GDP) to savings and investments,ifatigt total were invested wisely, we
would expect to see real GDP growth of 9-10% a€liina, not 7-8%. If this reasoning is
correct, the waste is costing Vietnam over $1dailla year in lost growth — and that is just
from this year. If this has been true for sevemsrs, the difference becomes very large,
amounting to many billions of dollars each yealyasterday’s waste depresses next year’'s
output.

Even if the “lost” growth is less than $1 billionyaar, there are still serious questions.
Stability is necessary and less growth and equetyuces stability. If corruption were
increased by this kind of industrial policy (as viage in Korea), that would create additional
problems. There is some disagreement within thddeship about the best policy choices,
and even about the degree to which news mediadtheudllowed to report on the corruption
and other issues that arise. These disagreementoemal and not a threat to stability, but
they do frame the right questions. If there id&asystemic check on excess waste, it is
likely to be from a more open discussion and aiwfidacts. As the saying goes, “sunlight
disinfects.” Sunlight by itself does not prevesge errors, but it makes them less likely and
increases the probability they will be caught earli The future stability and efficiency of
policy probably depends on the ability of the leatig to allow this kind of reporting and
discussion. Only if outside analysis and informitcan inform those who are not already

% The IMF projects 2006 GDP for Vietnam at 890iwill dong or about $55 billion.
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decided can the system learn to say “enough!” W\iththis airing, one group or another

might be able to gather massive illicit resourdes; off those supposed to oversee them, and
create a seriously inefficient set of policies. ofding this is a key to sustaining the past
successes.

6.3. One More Example — Education

Vietham has done a good job of increasing enrolisid@n education. Primary
enrollment is very nearly universal and secondarpléments have risen to over 65%. These
are very good levels for a low-income country. dlmments at the tertiary level have risen
from 137 thousand in 1992 to 1320 thousand in 200#early a ten-fold increase. (But
college and university teachers have only risemfR1 thousand to 48 thousand in the same
period.) Even where the number of teachers ham rimore or less adequately, as in
secondary schools, there is still a deep and piplpadtified fear that the quality of schooling
is well below the standards needed to competegiolaal job market. Many families try all
sorts of strategies to get their children out oftdam even for secondary school and certainly
for college. Stories of grade buying via “tutoringy the same teacher who grades the student
and of other abuses are common. Those who knewystem prior to 1990 complain that
standards are lower in both an ethical and intelicsense. In the colleges, it is widely
accepted that levels of research and the qualithefcurriculum, with some exceptions, is
lagging badl§*. Not one Vietnamese university is listed in tog tAsian university lists
created by various magazines or lists based onghlol research. This is in sharp contrast to
China, India, Thailand, Indonesia, and the Phihpgiwhich have universities that are listed.

Why should it be so hard to find a way to creatévensities as strong as those in
Indonesia or Thailand? Vietnam has a proud histégistinguished writers, intellectuals and
scientists. It has a culture that has respectatiley. It has a literate people and wide access
to education, which is currently seen as very ingrdrby most families for their children.
Yet in spite of this high demand, there is thoughbe a poor quality of supply. (Vietnam
does not allow standardized international testifigsecondary students, unlike Thailand,
Indonesia, Malaysia, the Philippines, Singapore Sodth Korea so direct comparisons are
not possible.) With so much demand and so mucldgp why is it so hard to produce
better results?

The answer has to do with the slow pace of ingbimal change in Vietham. The
Ministry of Education has tended to delay fundarakeréform and discourage competition
from “free lance” or private schools. It tendednsist (at least in the past) on a standardized
curriculum when experimentation might have alloviedter materials for different types of
students. This inefficiency and lack of interneflorm is a huge problem in education, but is
also true elsewhere. Note that no argument is ntlage“the free market” will solve all
problems. Standards are needed and professionadiens to be nurtured. But the quality of
state oversight and supervision needs to be imgia® does the freedom to try out different
approaches. Pressure on the bureaucracy front eltted officials or parents of students or
the press needs to be focused in a way that lredalts are created. Right now, many want
change but few know how to get it productively.

This lack of effective reform is a huge long-tertarsbling block for Vietnam. It
curtails the development of local centers of extale, R&D capacity, and an ability to move
to higher value-added activities. It creates palittensions, as normal families feel trapped
and angry that some are able to “exit” and send tiiéldren abroad. It can even have an

¥ The Vietnam Education Foundation, a US sponsarkdlarship group, has had success placing numbers
of Vietnamese in IT and electrical engineering getd programs in the US. This is probably basethen
strong historical foundation in mathematics, paftym Russia, and the low capital requirements for
successful work in this field. On-line trainingdacommunication also help in this field.
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impact on the ability of Vietnam to attract itsdiriest workers back to the country. If only
poor jobs are available in small and weak privataed, with few other well-trained workers,
why not stay abroad? If good SOE jobs (or prormsfjogo mainly to the well connected,
why not work for a multi-national that will traitsiworkers and treat them fairly? The lack or
slow pace of institutional reform will only becoradarger burden as Vietnam opens up itself
more in economic and cultural terms. The ability@tnam to design a “top tier” university
and use it to promote reform throughout the edanati system will be a litmus test of its
ability to accelerate needed educational reforms.

6.4. Some Bright Spots

This paper has focused on critical comments andl@mas facing Vietham. Some
might argue that any country increasing expor@58b a year and growing at 8% is not doing
so badly, especially if this progress is accompig tolerable to rapid progress on social
and poverty indicators. That is a fair commente Point is not that the present is so bad, but
that it will take efforts to make the future eqyafjood. As per capita output rises, it gets
harder to continue rapid growth without improviniyaround. But it is useful to consider
some areas of exceptional success and the reasaheii.

The SARS epidemic and the current bird flu situattiow a contrast between Vietnam
and some other nations. In both cases, Vietnagsiganse was better than many others. With
SARS, Vietnamese leaders brought international xpe quickly, and needed precautions
were taken with little delay. In contrast, theedise reportedly festered for months in China
amidst cover-ups and suppressed information. & w@y when a famous Chinese doctor
“broke” the story about cases in Beijing that thi $cope of problems began to be addressed.
It required the resignations of major Chinese afic With bird flu, after some initial
stumbles, an aggressive campaign that includednattans and culling helped to reduce the
incidence of the disease in birds and seems to kawenated it this year in people. In
Indonesia, the response has been more fragmentbéctases in both birds and humans
continue to mount. While it is too early to evakuthe ultimate success of the bird flu efforts,
the initial consensus is that Vietham has been apereffective.

While many problems persist with health care, thelide in mortality rates is striking
especially compared to other nations with much éighcomes. The following data are taken
from the 2006 World Development Indicataisthe World Bank. (Tables 1.1 and 2.19) Life
expectancy is in years; mortality rates are pe018@8d income is per capita.

Life Expectancy Child Mortality Rate

Country 1990 2004 1990 2004 PPP Income 2004
Brazil 66 71 60 34 $7940
China 69 71 49 31 $5890
Thailand 68 71 37 21 $7930
Vietnam 65 70 53 23 $2700

It is not just that Vietnam is about equal to ottérethan nations with two or three times
their income per capita, but that it is improvirgfast or faster. No other nation in this group
had child mortality declines as large in eitheati®e or absolute terms.
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Similar comments could be made about HIV-AIDS. Wi remains a serious disease,
the 2003 prevalence, even using unofficial (andhéiynumbers of 300,000 infected cases, is
only 0.4%. Most cases are in injecting drug userd sex workers. While cases are rising,
the mobilization has begun and levels are well \wetloe worldwide prevalence rate of over
1% or regional (South and Southeast Asia) levelB.6%. Vietham appears to be one of the
nations that caught the disease early enough aadtiisg to contain it before it becomes a
major cause of mortality. Similar successes haentachieved in the control or treatment of
malaria, TB, child malnutrition, and vaccinations.

What explains this success? Part of the explamasidimely public health program,
utilizing a well-organized apparatus down to thiage or block level along with a serious
commitment to actually executing the plans. Inithold, there has been a loosely regulated,
overlapping, and not entirely efficient mix of prders from traditional herbalists and healers
to pharmacists to retired military medical workersd nurses to private doctors to public
clinics to hospitals. Sometimes pharmacists seppropriate, out of date or counterfeit
medicines. Sometimes doctors insist on mixingrtbain medicines and charging more for
them — even to the point of not informing theiripats what they are getting. But people
have choices and there are many sources of senviceeasing the variety and level of
expertise of different types of medical personnilevalso providing as much information as
possible to patients and the general public, wdvletinuing to give them choices about where
to go, is likely to improve health care. A combioa of appropriate government spending
and policies, regulation of providers for knowledaed ethical behavior, and competition
helps to provide these outcomes. There is no dthdit health care at existing spending
levels (5.4% of GDP — about the same as Chinadcachieve even better outcomes, but it is
already doing as well as much richer nations tteated out healthier even a decade ago.

Switching sectors, the rise of trade is anothegHtrspot. It would not be surprising if
exports and imports in 2006 equaled $72 billionabout 130% of GDP, up from 75% in
1995. By lowering tariffs and allowing easier hséng of trade, Vietnam has accelerated the
specialization of its production. So long as finiscess continues, it will be very difficult for
seriously inefficient sectors (outside of nontradedvices) to remain untouched. While some
observers, such as Oxfam, have attacked the WT@itamrs’>, most conclude that the gains
are likely to far outstrip the costs. The critiogly be correct that the world in general and
trade negotiations in particular reflect power itezd, but that is a separate point from
whether or not an economy and the poor on balanitdenefit or not. In other words, if
there are significant gains from trade and investnilows, how are they to be distributed
among nations and within them? If increasing trégleso dangerous, why has poverty
plummeted, social indicators soared and incomesdbiyogained so much over the last
decade? Apparently, the flexibility of farmers aheé private sector, the responsiveness of
FDI, and the ability to learn quickly have resuliedmany more winners than losers. A
continuation of this trend is likely to continue be beneficial, though sudden and severe
instability in the global economy remains a threatll but the most closed of economies.
Still, Vietham appears to be more flexible than traosd is fairly well diversified by product
and country market.

6.5. The Financial Sector

Turning from bright spots to less certain sectthrs,future development of the financial
sector is a major question. The relative size haf tinancial sector has grown rapidly.
Domestic credit grew from 35% of GDP in 2000 to 68%2005. While this level is still well
below those in other developing Asian economiess itertainly rapid growth. Indeed, the
IMF has expressed concerns about the pace of gemwiith, the inability of (especially) state

% Do as | say, not as | do: The unfair terms fortWam'’s entry to the WTOOxfam, May 2005
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owned commercial banks to control loan quality, gederally weak balance she&sThe
legal system is also questionable, so even if eola@r might have the assets or capacity to
repay, it is less than certain that they actuallif do so, or could be compelled to at a
reasonable cost. Yet, bank credit to nonstateol@rs rose at 45% in 2004, suggesting
remarkable optimism. (Bank credit to state entegsrgrew 36% in 2004, but they also were
able to access nonbank credits, such as the DewelupAssistance Fund, growing about as
fast as overall bank credit.) If credit grows &2 a year for five years and current price
GDP at 15% a year, credit/GDP would exceed 100%it Would put Vietham in the same
range as other Asian economies.

The recent conclusion of WTO negotiations with tbeited States resulted in an
agreement to let foreign banks own 100% contraigosidiary banks. While it remains to be
seen if these banks are regulated in an even-hamdeuher, the direction of this policy
change would be to “regularize” the banking systenkoreign banks are generally
acknowledged to be better at credit analysis asd rone to political pressure than state-
owned commercial banks — though even the SOCB' fiproved in recent yedfs If
banks were able to provide private firms with ctedore readily, it could only help them to
expand more rapidly and perhaps with the help etisist expertise that foreign banks often
provide small and medium businesses. Certaing ctieation of more effective competition
would help make the banking system a more effectocelerator of private sector expansion.
(Efficient state enterprises would also benefitlhe concern, of course, is to prevent
excessive risk taking and to avoid credit crashas ¢reate contractions in economic activity,
or expensive government bailouts. Dealing with temaining bad loans and controlling
corrupt or inefficient lending will remain major ais of the monetary authorities.

The other end of the financial system is the stexéhanges. The HCMC exchange,
with a few dozen companies, has yet to prove itselth more than an exit mechanism for
established companies (mostly equitized state carapplooking to offload shares. It is not
yet a serious source of finance for new investmentd it will probably be some time before
it becomes one. It lacks the depth and liquidégaded for general Asia-centric or emerging
market funds, but has attracted Vietnam specificifiin limited amount& The OTC market
in Hanoi is even younger. The informal or dealarket is perhaps the most interesting but is
hard to follow or readily analyze. The reasons wigny companies choose not to list, but
are still actively traded, is worth a special stibgyitself. Some have guessed that the value of
trading on this dealer market is several times thfathe official exchanges. With the
accession of Vinamilk, Kinh Do and some banks, ihigss likely than it had been a year or
two ago. Still, the development of this institutibas a long way to go before it takes an
important place in the overall portfolios of Viemase (who still prefer land, gold or cash for
the most part) or in the plans of company execatlweking for finance. Until corporate and
overall legal governance improves, it will be &yiplace to put more than a fraction of one’s
savings. And, if it remains a risky place to inyake cost of floating shares will be higher
than many companies wish to pay. Progress hasinaée, but it is a few steps on a long
road.

36 «\/ietnam: 2005 Atrticle IV Consultation,” IMF Couryt Report 06/22, January 2006.

3" The “big four” state-owned commercial banks cohereer 2/3 of all bank credit. If the Development
Assistance Fund is added in, these five controtlyéa of all credit, including the DAF. The DAFnrds
about 90% of its assets to state enterprises dogota a 2006 IMF Report.

3 A typical day’s trading has a total value of ab&aD million. This amount is often a minimum for
general equity funds that wish to establish oritlgte a position. The total value of all asset$lis5
billion.
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7. Tentative Conclusions

The authors were asked to look both backward andaim with respect to thBoi Moi
reforms. Looking back, they have been a greatess;cpropelling Vietham from a poor
backwater to a leading developing country. Theyeh@erated productive forces throughout
the population and across the country, improvingtaspects of life for most people. Where
serious reform has been allowed and pursued, isbieceeded. Where it has been avoided or
curtailed, there have been setbacks. Lookingeduture, more reform is likely to pay more
dividends in purely economic terms. The question this paper might be if there is a
political consensus to pursue reforms. That priybdbpends on how further reforms are
pursued.

Vietnam is a paradox right now. It has a good adéalorruption and also a relatively
open society and competitive (if still somewhatteolted) press and mass media. It is not an
equilibrium to have people stealing money and teehenany others knowing about it.
Something has to give. Either there is a movertemards a stronger and more serious rule
of law and less corruption, or there will have ® $erious retrenchment and reduction of
press freedom to report on problems. As arguetheifsecond option were to be followed,
this would increase the prospect of instability asiower progress. If the former, then
Vietnam would have an extended period during wigiclitical options could be worked out
amidst a generally vigorous economic expansion.PAdessor Benjamin Friedman argues in
his recent book, The Moral Consequences of Econ@mevti®, there is a greater chance of
social and political inclusion and progress whemes are good than when they are bad. If
these arguments are accepted, that alone woule &mga continuation of reform. Adding to
this, the examples of sugar, Vinashin, and Dungt@siamost rice and coffee, the Enterprise
Law and FDI, and there would seem to be both aipaliand economic case for deepening
reform.

Yet these are not reason enough for the systenmote muickly. Many provinces will
remain skeptical that they have much to gain freform. They see rapid progress in some
major cities, but wonder if that means they will le& behind. In order to induce them to
support reform, a different set of incentives i®aed. Public investment should be more
responsive to provincial reform rather than to pmoial backwardness. Where measures such
as the provincial competitiveness ind®xinds improving governance, there should be
flexible support aimed at improving hard infrasture where soft infrastructure has also
improved. If pro-reform behavior is rewarded byndd', and if it also results in more
private and/or FDI activity, it is likely that moggovinces will become supportive of more
reforms. While this is not absolutely assured likely.

Beyond this aspect of political support, there ducation. If the state manages to
switch from trying to control all education to fesnhg the growth of diverse but quality
educational institutions, it will reap large palai benefits. A better educated populace will
earn more, attract more investment, start more ymtbee firms, and generally be more
supportive themselves of further reform while aspporting the government. It may be that
Singapore is an example of this scenario — somigelihpolitical competition, but an effective

%9 Professor Friedman is a macro-economist at Hatvaidersity. His book has been widely acclaimed as
a cogent defense of the moral benefits of econgnauiwth, not merely the (considerable) material liene
“*This is an index developed by the Vietham Comipetiess Initiative (VNCI), a group supported by
USAID. The Vietnam Chamber of Commerce and Ingustid the Asia Foundation have played a leading
role in VNCI, and Dr. Eddy Maleski is the lead autlivho developed the index. It reflects both gtrcad
and policy factors such as entry costs and acodasd in arriving at evaluations of 42 provinces.

“1 An obvious danger is that if the score really evattthere will be attempts to make it look betiem it
really is. This may already have occurred anceisainly something to guard against. Using pertoroe-
based indicators such as the amount of private@mant or output growth is one way to deal witts thi
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one-party system with wide general support. Salas the state provides quality public
goods such as health, education and housingyivged as legitimate. Of course, Singapore
is viewed as one of the least corrupt nations énvibrld??

The third forward-looking challenge is to eithedwee the ambition of state industry
investment or to attempt to improve the efficieméywhat is undertaken. This author is not
optimistic that competent managers will often Hevaéd to run efficient state enterprises. It
is possible that this could happen, as is true mo®ingapore and a very few other places.
But unless the pressures on mangers change sagtlficthe state would be better advised to
be modest and focus its energies on running afeevystate enterprises that it really believes
need to be public, rather than to expand aggrdgsivéf SOE’s expand aggressively,
controlling corruption will be harder. There woulé more frictions with trading partners,
and useful private or FDI investment would be sepped as capital and skilled workers are
siphoned off.

The fourth challenge is to find a way to incorperatput from the private sector without
letting it dominate policy making. Given the weaks of the private sector, this may seem to
be an idle concern. But many private firms are loyrwell-connected people with close ties
to leaders. It is quite likely that they would &ek, and possibly receive, various advantages
which would be hard to identify and thus elude legaNTO challenges. Diminishing public
monopoly and inefficiency will have only modest béts if it is replaced by private
monopoly and inefficiency. This will become an elarger concern over time. It has proven
to be the bane of several Asian economies.

Overall, though, most countries would like to halietham’s problems. Few have the
chance to do so well. Good choices will contimu@roduce great results.

2 Transparency International, a European NGO, raril&@i countries in 2005 by perceived corruption.
Singapore was the fifth most honest. Vietnam iebwith Belarus and Zimbabwe in the bottom third.
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Abstract

The Vietnam Development Forum (VDF) is a joint @asé project of the National
Graduate Institute for Policy Studies (GRIPS) inkjy@ and the National
Economics University (NEU) in Hanoi. It is part tife 21st Century Center of
Excellence (COE) Program of GRIPS funded by Japkhisstry of Education,
Culture, Sports, Science and Technology (MEXT). @hehe most important
objectives of VDF since its establishment in ea2l§04 has been to support
industrial policy innovation by Vietnam’'s MOI. Fahis purpose, VDF has
organized a large number of workshops and reseseeks, published books and
research papetsand staged VDF-MOI joint missions to Thailand, |Maia and
Japan. VDF has also directly assisted the draftihgnotorbike and supporting
industry master plans, and commented on the oyedalttronics, and automobile
master plans, of the Vietnamese government. Thigemp@resents a broad
conclusion drawn from our policy research. It wasgioally addressed to
Vietnamese policy makers. By re-presenting it teeegchers in development and
aid studies, we hope to receive their commentssagdestions as well.

1. The Need for New Industrial Policy

Vietnam is deeply committed to global and regian&gration, and no one doubts the
seriousness of this commitment. Vietnam has alréaklgn many steps to realize this goal,
including the completion of the AFTA process, tleadusion of the bilateral trade agreement
with the United States, intense negotiation for Wa&aession, and preparation for other free
trade areas (FTAs). Work is also progressing inl¢lgal area, as the government doubles its
effort to create or amend a large number of lawscémsistency with international practices.
All this is highly commendable.

However, diplomatic and legal preparations are exaugh. In order for Vietnam to
truly enjoy the fruits of international integratioits real sector must also be prepared.
Vietnamese firms need to be competitive enoughuteiee and even prosper in the new open
environment where import protection and speciabfa\are, in principle, no longer allowed.
And this is the area in which Vietnam’s preparai®the weakest.

Free-market advocates may argue that, once theoegois open and free, the market
mechanism will activate the ingenuity of the Vietmese people and the national economy

! See particularly Ohno and Thuong (2005) and VOIOEb).
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will grow and become more efficient. This argumésnttoo naive, and the majority of
Vietnamese policy makers already know it. The facthat the balance of power between
large advanced economies and latecomer developiumgtries is lopsided. Vietnamese firms
cannot at present compete squarely with Toyotaagtamc, LG or Intel in the global market.
Instead, they must work with these multinationafpooations (MNCs) to improve their
abilities and become crucial suppliers in theirbglovalue chain. A good policy is needed to
encourage and support this effort.

But what kind of policy, more concretely? The dayplanning are over. Vietnam can
no longer use rigid control to maintain interna#ibisolation. The strategy a@ffant industry
promotion adopted by Japan and Korea in the early postedog is also out of question.
Under this strategy, domestic industries were ptete and nurtured until they became
sufficiently competitive. But Vietnam cannot intrgzk such protection because of its
commitments to WTO and various FTAs.

Even the strategy of FDI-led growth, exercised BYEAN4 in the 1970s-90s, is no
longer applicable to latecomers like Vietnam. Alibh Malaysia, Thailand, Indonesia and the
Philippines vigorously absorbed FDI, they were sléov remove their tariffs, import
restrictions and localization requirements. In éhesuntries, FDI promotion and industrial
protection coexisted for at least a few decadeserBal barriers were lifted only after they
achieved significant industrial agglomeration. Bligtnam is asked to remove barriemaw,
before such agglomeration occurs.

For this reason, Vietnam'’s industrial policy in tBdst century must be new and
different from those of other countries in the p#siust reflect the fact that even newcomers
must open up very fast. Globalization is inevitakd@d Vietnam must position itself to
become a meaningful player in the global arena,imgagure that its contribution to East Asia
and the world will rise over time. What kind of fmyl can that be? That is the key question
for the Ministry of Industry (MOI) in particular dnthe Viethnamese government in general to
consider. That is also the question we wanted tioesss in this paper.

2. Weaknesses in Vietnam’s Policy Formulation

To design and implement industrial policy in theeayf strong globalization pressure,
Vietnam must overcome two methodological probleftigoresent, master plans are designed
and drafted by a small group of officials assigriedthe task. They work very hard but
cannot produce desired results, because cruc@mation and cooperation are lacking. More
concretely, the weaknesses of Vietnam'’s induspgdicy mostly stem from the following two
missing links.

(i) The lack of cooperation witlstakeholders(i.e., concerned groups) in the entire
drafting and implementation process. In the casenddistrial master plans, the most
important stakeholder is the business community.

(i) The lack of inter-ministerial coordination wWih the government in deciding
concrete action plans.

These problems are unique to Vietham as they ateoheerved in other high-
performing East Asian countries. In our mission3hailand, Malaysia and Japan, no serious
problems were reported in either government-businesoperation or inter-ministerial
coordination in formulating industrial policy.

The main problem caused by the lack of cooperatitth stakeholders is thaiolicy is
not supported by the business community and therefot implementableThis problem is
particularly acute in sectors where private and fibhs--which are not under MOI'’s direct
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supervision--dominate, such as motorbikes, autolespand electronics. Even in areas where
state-owned enterprises (SOES) used to play keg,rsuch as steel and cement, the share of
private and FDI production is rising. The draftipgocess must involve all key players,
especially private and FDI firms. Without solid dn&ls to absorb their information and
concerns, policy remains ineffective.

Another problem caused by the lack of stakeholadeolvement is thainformation and
analysis are neither to-the-point nor up-to-daieren if MOI drafters are intelligent and hard
working, it is difficult for a small team to gathell relevant information. This is particularly
true with external information such as global indastrends or the latest strategies of MNCs.
Such information should be obtained through clas# @ntinuous contact with the business
community. A good policy cannot be built on outdbiteformation.

On the other hand, the main result of the lackntériministerial coordination is that
supporting measures are simply mentioned withotailde Measures outside the authority of
MOI, such as tariffs and tax incentives or a refahtechnical schools and universities, are
especially hard to prescribe in detail, since thierao mechanism to discuss and agree on
policy measures among related ministries in clasesaltation. At present, ministries interact
only superficially through commenting on mutual fthaand exchanging basic information.
This is another reason why timely and effectiveigyoimplementation is so difficult in
Vietnam.

3. Good Policy, Modest Results

Thailand, Malaysia and Japan have all constructesttere channels for stakeholder
involvement and inter-ministerial coordination mdustrial policy making. Thailand has set
up industry-specific institutes and official comtads to link the government, businesses, and
experts. Malaysia has a three-layer structure stingiof the Industrial Planning Committee,
the Steering Committee, and technical resource pgrowhich together mobilize several
hundred people to draft an industrial master pladapan, deliberation councils and industry
associations have long been the key instruments sfaring information among all
stakeholders at any time. The functions of thesétutions are explained in detail in VDF
(2006Db).

The experiences of these countries make it clealr Wietnam is far behind them in
industrial policy formulation and that it has muohearn from them. It must be admitted that
Vietnam’s policy making method is in the early €taif development. It is still primitive and
defective, and inherits many characteristics of tamning days which are no longer valid.
Another crucial fact is that the way to achieve djgovolvement and coordination is not one,
and that Vietham should design a mechanism whicimast suitable for its situation and
needs. This means that Vietham must selectivelyoiinihie good practices of neighboring
countries, with necessary revisions and addititmsyit its circumstances. Since institutional
evolution is difficult to forecast or plan with angrecision, the adaptive process will
inevitably be a long one with many trials and esror

However, there is also a negative lesson from &hdiland Malaysia that is worth
attention. While industry-led growth of ThailanddaMalaysia has been remarkable by the
standards of developing countries in general, lis fshort of East Asia’s high performance
criteria. These two countries are still unable tea through the “glass ceiling” after several
decades of industrialization. The glass ceilingehefers to the difficulty in moving from the
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second to the third stage in the path of industasibn that | have described on another
occasioA.

Figure 1: Breaking the Glass Ceiling
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Source: see footnote 2.

A developing country in the catch-up process tylbicstarts with simple assembly to
fulfill foreign orders (stage 1), builds industriagglomeration and supporting industries
(stage 2), graduates from foreign guidance to mastdhnology and management (stage 3),
and finally achieves innovative, original desigrpaeity (stage 4). | argue that none of the
ASEAN countries has graduated from foreign depecgledespite their quantitative
achievement. They still rely heavily on foreign ragars and engineers to run their factories
and maintain quality. Since core competence andeveteation are not internalized, there is
always a risk that industries will shift to Chinaetssewhere when situations change.

The governments of Thailand and Malaysia are agate@hre of this problem and trying
to remedy the situation as a matter of top natigmabrity. Specifically, this requires
strengthening SMEs and creating linkages among ,thdaveloping industrial skKills,
promoting supporting industries, stimulating R&Dndaother efforts in human resource
development. Nevertheless, local capability of Tdr and Malaysia still falls short of the
high requirements of Japanese manufacturing FO& iSha problem that has been recognized
for a long time--at least for two decades--but remanresolved.

At the risk of over-simplification, we may even s#mat Thailand and Malaysia are the
countries whose governments have succeeded inmgffgood policy frameworks but whose
domestic businesses remain less dynamic than eqethe gap between good policy and
modest results is especially striking when we labkhe performance of Taiwan and Korea.
From the situation of war devastation and dire piyyethey emerged as leading
manufacturers of high-quality products in a few atbxs. They received foreign technical
assistance at first, but the time they spent farnieg was relatively short. As soon as they

2 Kenichi Ohno, “Renovating Industrial Policy,” chapOhno and Thuong (2005), pp.24-26.
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mastered technology, they sent foreign advisors ehoR&D, product design, enterprise
management, and factory operation are now carrigdeatirely by locals. They invest
vigorously abroad to expand production networks] &ave become Japan’s formidable
competitors. And all this was achieved in no mdrant the time it took for Thailand and
Malaysia to reach their current levels.

Why did Taiwan and Korea move up so fast, whileiltimal and Malaysia learned more
slowly? The reason may be the difference in naticharacter or the difference in policy
guality. If Taiwanese and Korean people are gealyicmore suitable for high-quality
manufacturing than Thai and Malaysian people, tiereot much the government can do to
change people’s DNA. But if industrial policies ateed by Taiwan and Korea have been
superior in matching national aspiration with naekdetions, we are compelled to study much
deeper into policy design and implementation tormup the industrial policy framework and
content of Vietnarh

Vietnam at present is a country of weak policy folation. However, Viethamese
people are frequently praised as skillful, diligemd persistent in comparison with other
peoples in the region. This points to a possibaitgreatly upgrading the industrial capability
of Vietham once policy weaknesses are removed.

4. Coping with China

How to cope with China, with its enormous size aapidly expanding manufacturing
capacity, has become one of the most urgent isaliesver the world. China has large
numbers of managers, scientists, engineers andlledskorkers, ample industrial materials,
a relatively high level of technology backed byad history of industrialization drive, and a
thick network of overseas Chinese businesses. ThieaCchallenge looms large in the
industrial policy debates of Thailand, Malaysia alapan. It must also be a top issue in
formulating Vietham’s new industrial policy.

It is clearly unwise to directly compete with Chseeproducts in the global market. To
avoid this, a country must differentiate its progutrom Chinese, and position itself as a
producer complementary to China rather than comgetiith it. If this is done successfully,
the country can form a production partnership v@thina and use Chinese low-cost inputs to
its advantage. The crucial question is how to de tloncretely. The proper positioning
requires a clear understanding of the fields inclwhChina excels and the fields in which it
does not.

Since China is a big country, it is not easy tadfindustrial categories that are not
produced by it. One needs to go into the levehdividual products and even different grades
of the same products, to find a niche. Even theeret is no guarantee that China will not
produce that product next year. Many countries wanpromote “high-tech” industries to
upgrade its skills and compete with China. Howetee, popularity of this strategy must be
evaluated against the following precautions: (Bréhis a significant gap between national
aspiration and actual capability; (i) no diffenetion will occur if all countries adopt this
strategy; and (iii) China is also targeting suatear

Thus, finding a niche in terms of specific produat€luding “high-tech” products, has
certain limits. The better way to distinguish ornkse to analyze China’s strengths and
weaknesses from the viewpoint of business architecas explained below.

3 Two facts complicate such a study. First, theqiedi adopted by Taiwan and Korea were very diffeiren
that the former promoted dynamism of SMEs while ldtter featured large business grouplsagbol$
supported by large banks. Second, state-led irdlisation strategy adopted by Korea, in particuigmo
longer available to latecomer countries of todagaurrthe globalization pressure.
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5. Integral Manufacturing

We would like to propose one concrete industrigategy for Vietnam in order to
overcome the difficulties addressed in earlierisast The strategy is targeted at building
domestic capability in assembly-type manufacturisgch as electronics and electricals,
motorbikes, and automobiles, and the productiopasfs and components of these industries
Although assembly-type manufacturing industriegedifrom one another in some aspects,
they are common in the sense that (i) they extehsivse metal, plastic and rubber parts; (ii)
product quality heavily depends on the quality ldse parts; (iii) they also require labor-
intensive assembly with precision; and (iv) inndmatand model changes are quick and
frequent. For this reason, assembly-type manufagfundustries can to a large extent share
the same supporting industries and human resoufi¢es. is why they should be grouped
together in strategic planning.

Vietnam’s workforce is particularly suited to labatensive assembly with precision
mentioned above, and that is why such FDI inflovesaccelerating in recent years. However,
Vietnam must also learn and internalize the otlspeats, (i) (i) and (iv) above, to fully take
advantage of the strength of assembly-type manwidagt If this is done successfully,
assembly-type manufacturing will surely become theain pillar of Vietnam’s
industrialization, providing jobs, improving skilland raising national income.

Even without any further policy reform, FDI will gloably continue to come to Vietnam
and, given sufficient time, the country will reatie income and industrial levels of Thailand
and Malaysia today. However, as argued above, tA&eAN neighbors remain heavily
dependent on foreign technology and managementpit@emany decades of supporting
industry and SME promotion, their human resourcetlacal parts makers remain too weak
to break through the “glass ceiling” and reachléwel of Taiwan or Korea. If Vietham does
not have a good policy, it is also likely to stdghee level of Thailand and Malaysia today.

Another important consideration noted earlier iattilietham is required to integrate
much faster than ASEAN4. Thailand and Malaysia diesth a large amount of FDI, but they
were not “open” in the sense that they kept higfifféa localization requirement, import
restrictions, etc. for a long time. They used themmasures for at least a few decades to
develop and protect their industrial base. But Ma@t must open up now, before building
such an industrial base, and face global competitdietnam’s industrial strategy must
therefore be different from and bolder than thds€hailand and Malaysia.

Let us now propose a new manufacturing strategyVietnam based on the above
considerations.

() Vietnam should liberalize its trade and investimregimes unconditionally and more
decisively than ASEAN4 did in the past, create thest free and low-cost business
environment in East Asia, and attract a large arofiffDI without selectivity. This
decisive openness should be the strongest sellimg im FDI marketing.

(2) Linkage between domestic firms and foreign mationals should be promoted as a
matter of highest priority. Viethnamese firms shodlmlible efforts to become suppliers

* Assembly-type manufacturing has been the drivirgef of economic transformation of Japan, Taiwan,
Korea, ASEAN4 and China, and it is also expecteglay the same role in Vietham. For other indusirie
such as garment, footwear, food processing, sofwemergy, industrial materials, construction, dtigs,
trade, telecom, finance, tourism, etc, other sgiatemust be sought since the argument in thisoseist
not applicable to them.

®> The only permissible reasons for rejecting FDIe@meironment, cultural indecency, and national sgcu
This rule should be applied sparingly under traresmiecriteria.
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of FDI manufacturers and foreign buyers, and impraweir capabilities. The
government should support their effort.

(3) Vietnam should learn th@onozukufispirit of Japan’sntegral manufacturingas
explained below, as quickly as possible. Vietnarousth aim to become a reliable
developing country partner in high-quality manufeictg with Japan and other
developed countries producing integral products.

Prof. Takahiro Fujimoto of Tokyo University and m&ssearch team have come up with
the business architecture theory to explain thierihces among the manufacturing industries
of major economies such as Japan, China, the UStatks, Korea, Taiwan, and ASEAN
countries. This theory has a significant implicatidor Vietnam’s industrial strategy.
According to Prof. Fujimoto, there are two basichétectural types in manufacturing--
modular architecture and integral architecture.modular architecture, the modality of
interaction among components is standardized fey emnnection. For example, desktop
computers are a typical modular product in whiatbglly common components from various
companies are freely combined. By contrast, ingrak architecture, the complexity of
interaction is happily accepted, and improvementsaghieved through numerous trials and
errors. For example, automobiles must be manufedtwith integral architecture if multiple
objectives such as performance, comfort, fuel ifficy, safety, etc. are to be attained
simultaneously. Generally speaking, modular archite is suitable for obtaining quick
results at low cost while integral architectureajgpropriate for the pursuit of ever-higher
quality in the long run.

Figure 2: Modular versus I ntegral Manufacturing

Modular Integral
manufacturing manufacturing
Parts Parts are common and can Each product has unique
interface be used for any model parts, specifically designed
Merits Quick results and flexibility Endless pursuit of quality
Demerits No differentiation, excess It takes much energy and
entry, low profit, lack of R&D |time to achieve results

Institutional | Openness, quick decision Long-term relations, building
requirement | making, flexible cutsourcing | internal skills & knowledge

Performance

Time Time

Correspondence between products and business eatcing is not fixed; it evolves
dynamically with the business strategy of each fiomcountry, technical progress, and
consumer tastes. In addition, business architeafiesn has structural layers in which, for

® Monozukuriliterally means “making things” or “manufacturiig.
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example, modularization may proceed in final asdgmihile integration may deepen in
components.

Japan is a country of integral architecture, intgnsnterested in efficient factory
operation and product integrity. By contrast, thatedd States excels in modularization and is
good at slicing the supply chain of a product iafipropriate elements, standardizing them
and making profits by the novelty of combinationhia is also a country of modular
architecture, but its comparative advantage liegabor-intensive modular products rather
than knowledge-intensive modular products as irctise of the United States. Prof. Fujimoto
considers China to be a country of quasi-modulasihce its manufacturing features mass
production of products with copied design and tebbapy rather than original innovation.

Since the United States and China are both modatamtries with different
development levels, they are complementary prodocgartners. The former can supply
technology and capital while the latter can offaeap labor to produce modular products.
Meanwhile, Japan is a country of integral manufactuwith high technology, high wages
and aged population looking for a developing coupartner. Using cheap unskilled labor in
China and ASEAN is not enough to fully exploit thetentiality of integral manufacturing. If
ASEAN, the traditional destination of Japanese FIBirns to become a manufacturing
partner with long-term vision and strong aspiration high quality, Japan and ASEAN can
form a strategic alliance in manufacturing integoabducts which are differentiated from
Chinese products. However, this alliance remaipsssibility since no ASEAN country has
acquired necessary skills and attitude for Japasig$e manufacturing. As noted above,
Thailand and Malaysia are currently struggling tecdme full-fledged manufacturing
countries. They still need Japanese managers agideems to stay, and depend heavily on
FDI parts producers.

Figure 3: Production Alliances Based on Business Architecture
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Source: Prof. Takahiro Fujimoto’s explanation te jbint VDF-MOI mission in Tokyo, June
2005.
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To become a partner in integral manufacturing meguability to design and operate
factories efficiently; maintain, adjust and repaiachines; design parts; produce precision
molds and dies; educate highly skilled industiMeisters and so on. These requirements are
not new. But the point is that they must be accashptd well with purpose and tenacity. This
will enable ASEAN to graduate from simple assentiyforeign orders to participation as an
indispensable player in the global manufacturintywoek. This will also upgrade the Japan-
ASEAN economic relationship to a higher level.

Among ASEAN countries, Vietnam and Thailand are t@mdidates for this feat.
Vietnam should set a clear goal with appropriat@éoaglans, and the Japanese government
and business community should actively provide nexi assistance and business
cooperation for this purpose.

This perspective explains why supporting indust(especially high-quality plastic and
metal processing industries) and human resourceesla@went (especially high-level
production managers and engineers) are so cruoialVietham. They are needed to
significantly raise domestic manufacturing cap#&piliand to differentiate Vietham from
China and other ASEAN countries. It also means¢baling China’s manufacturing style or
receiving Chinese technical assistance is notalasifor Vietnam since it only leads to low-
price, low-quality competition yielding little priof as well as a direct clash with Chinese
products.

6. Anticipated Skill Shortages in Japan

Japan desperately needs a developing country pantmategral manufacturing but has
found none so far. It needs such a partner sisceaiges are too high and its population is
aging, making it very difficult to find young engiars and production managers in sufficient
number and quality inside Japan. The postwar baimmiers, born in 1947-49, with high
skills are reaching the retirement age soon. TH& Ibies will become 60 years old in 2007
and begin to leave factories (the “2007 problemfeir skills must be transferred to the next
generation but Japan lacks a sufficient numbeuofessors.

According to theWhite Paper on Monozukdrithe number of monozukuri workers in
Japanese manufacturing was 1.93 million in 2005.ewhsked if the “2007 problem”
(retirement of skilled workers) was a serious conc&0.5% of the manufacturing firms
responded yes. Among them, main reasons for tlogicern included long time required for
skill transfer (68.5%), lack of younger engineeighventhusiasm (64.5%), and difficulty in
communication between teacher and student dudarge age or skill gap (41.9%).

Figure 4 shows the worker shortages for the tegektrbasic industrial skills in Japan.
As of 2005, worker shortages are not yet severth amly 25.6% of the respondent firms
reporting skill shortages in quantity or quality @mth), 47.9% reporting adequacy, and 1.7%
reporting surpluses (these numbers are averageshéorten skills). However, as time
progresses, skill shortages are likely to worseanyifirms are expected to retain skilled
workers beyond the retirement age, which will dethg impact of the 2007 problem for
several years. But in the long run, Japan will itably face skill shortages unless
fundamental solutions are found.

| have highlighted Japan as a principal monozugariner for Vietnam, since Japan is
the only country in East Asia that has achievedgh tevel of integral manufacturing. In

" Ministry of Economy, Trade and Industry; Ministof Health, Labor and Welfare; and Ministry of
Education, Culture, Sports, Science and Technolddyite Paper on Monozukyr2005. Data in the text
were obtained from the survey by the Ministry ofalfle, Labor and Welfare on enterprises with five or
more regular employees.
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addition, Japan is already the most important nmastufing investor in Vietham. Moreover,

if Viethnam masters integral manufacturing, it cdsoacooperate more effectively with, for

example, German automobile producers or Italian himecy companies. That is why |

sincerely hope that high aspiration for assembbetintegral manufacturing be incorporated
as one of the strategic pillars of Vietnam’s ovidralustrial master plan.

Figure 4: Shortages and Surpluses of Monozukuri Workers in Japan

0% 20% 40% 60% 80% 100%
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Grinding and polishing
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rtage 3 Adequate Surplus No answer

o _—

Shortage 1 / Sh
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Note: These are the survey results on the ten ladicstrial skills with largest numbers of workens
2005. Shortage 1, 2 and 3 are shortage in quastityitage in quality, and shortage in both quaratitgt
quality, respectively.

Source: see footnote 6.
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Abstract

Since 1986, Vietnam has been implementing its transition from centrally
planned economy to a market economy and has maintained an opening-up
policy. Economic reforms on both demand side and supply side have largely
contributed to successes of the economy. Since 1990, the economic
development has been impressive, even if Vietnam was strongly affected by the
Asian financial crisis in 1997-1998. The high economic growth was achieved in
a stable macroeconomic situation. Inflation was kept within a controllable range.
As a consequence of its integration into the world economy and its economic
reforms, Vietnam has benefited from inflows of foreign direct investment (FDI)
and foreign exchange expansion. Undoubtedly, the macroeconomic policies
have played an important role in stabilizing the economy in this period.
However the slowdown of economic growth during the Asian crisis has raised
the need for suitable adjustments in economic policies to speed up the economic
development. The objective of this paper is to analyze the impacts of short-term
macroeconomic policy’ s adjustments in Vietnam. These impacts are
investigated by employed a macro-econometric model with the assumption of
demand determined economy in the short term. Based on the characteristics of
transition period, Vietnamese economy’ s model is constructed and adjustments
of fiscal policy and exchange rate policy are analyzed since 1998, when
Vietnamese economic growth has been slowing down. Fiscal relaxation and
exchange rate devaluation are two main policies which is suggested for
promoting growth in this period.

Introduction

As demand management policies, macroeconomic policies have short-run effects through
the changes in aggregate demand and prices. Cook and Kirkpatrick (1990) report that the
objective of macroeconomic policies is to control the short-run behavior of an economy.
The behavior is monitored by the movements in the three main aggregate level variables —
the output level, the inflation rate and the balance of payment. In general, for internal
balance, the policies raising aggregate demand in the short term will lead to increase in the



output and price level. For an open economy, external balance is affected by changes in
domestic interest rate and exchange rate.

It has been evident that macroeconomic policies in Vietnam have contributed much to
the success of the country after Renovation policy, especially over the last decade. As
a result, the Vietnamese economy has made many significant achievements over more
than 15 years of Renovation. In the last decade, the country enjoyed very promising
economic performance. High economic growth was achieved in a stable economy and
GDP doubled after 10 years.' Inflation has been curbed. Open door economic policy
resulted in huge external financial inflows in the forms of Foreign Direct Investment
(FDI) and Official Development Assistance (ODA), and strong external trade growth.

However, the slowdown in economic growth in some recent years has raised the need
for suitable adjustments in economic management. In 1997-1998, the Asian economic
crisis resulted in decline in exports and capital inflows of Vietnam. Domestic prices
have been kept stable, but there have been some signs of stagnant domestic demand.
Despite high economic growth rate gained in the last period, there is still a big gap in
development level between the country and the region. For the future of Vietnamese
economic development, it is necessary to keep a stable high economic growth rate.

The Vietnamese economy in transition period has been an attractive topic involving
numerous studies. However quantified analysis of policies’ impact on the economy has
been limited. The main reason is that the transformation period from centrally planned
economy to market economy has taken place for only a short period, and thus the
necessary data for such study is limited. It is difficult but interesting to carry out
quantitative analysis of the Vietnamese economy.

The main objective of this paper is to analyze impacts of macroeconomic policies’
adjustments on the Vietnamese economy in the transition period. For the purpose of
quantitative analysis, macro-econometric models can take into account macro behavioral
relationships and are suitable for analyzing medium term and short term impacts of
macroeconomic policies. With the given objective of study, macro-econometric modeling
will be used as a method of quantitative analysis.

Data collecting for model is always difficult when applying quantitative study method for
Vietnamese economy. In order to build a macro econometric model, macroeconomic time
series data is collected from national account in the period 1986 to 2003. Other necessity
necessary data is collect from other sources of Vietnamese government, ADB, WB and
IMF.

" In terms of 1994 constant price, GDP in 1990 was VND 131,968 billion and in the year 2000 was VND
273,666 billion VND.



The structure of this article is as follow: In the section 1, an introduction about the
background, also the objective and methodology of the study in this paper is given. Section
2 overviews the Vietnamese economy performance and macroeconomic policies’
implementation after Renovation program. Section 3 is employed to build a macro
econometric model based on characteristics of the economy. Section 4 evaluates the
impacts of macroeconomic policy adjustment. Two scenarios of fiscal policy relaxation and
exchange rate devaluation implementation are considered. In the section 5, conclusions are
drawn based on the results and suggestions for policy implications.

1. VIETNAMESE ECONOMIC PERFORMANCE AND MACROECONOMIC
POLICY AFTER RENOVATION POLICY

1.1 Macroeconomic performance after renovation policy

Vietnamese economy has been in a transition period since 1986, transforming from a
centrally planned economy to market economy under the “Doimoi” or “Renovation”
program. Although the “Doimoi” program was initiated in 1986, only in the spring 1989
did Vietnam embark on comprehensive reform towards a market economy. The reform
aimed to stabilize the economy, remove administrative controls that stifled economic
performance, and induce market development. The stabilization program was adopted in
1989 as a combination of reforms. The key components of the program were tight monetary
and fiscal policies and an appropriate exchange rate policy. The reform included
devaluating and unifying the market exchange rates, raising nominal interest rates and
thereby pushing real rates to positive levels, reducing subsidies to SOEs, curbing public
sector expenditures, restraining increases in wages and state-run sector and state budget
expenditures as well as halting the financing of state budget deficits by printing money. A
new banking system was established to replace the old mono banking system with a two
level banking system that separated the functions of management carried out by state bank
from business activities of commercial banks. A new taxation system was also established
in this period. A series of tax laws was promulgated including turnover tax, profit tax,
export and import taxes. The new tax system contributed to the increase in fiscal revenue
and macroeconomic stabilization. Price liberalization was carried out in the period 1989-
1991. In the meantime, supply side related policies such as encouraging the development of
a multi-ownership economy, restructuring of SOEs, decollectivizing and granting
individuals and families long-term user rights to productive land in the agricultural sector
were essential factors included in the reform package.

In the 1990s, particularly the first half, the economy showed very good performance. High
economic growth was attained under stable macroeconomic conditions. As a result of a
stabilization program, hyper inflation was curbed.



Table 1.1. Vietnam: Some Macroeconomic Indicators (1990-2003)

1990 | 1991 | 1992 | 1993 | 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
GDP growth (%) 5.1 58 | 87 | 81 8.8 9.5 9.3 8.2 5.8 48 6.8 6.9 7.0 72
Agriculture growth (%) 10 | 22 | 69 | 33 3.4 48 4.4 43 3.5 5.2 4.6 3.0 4.1 3.2
Industry growth (%) 23 | 77 | 128 | 126 13.4 13.6 14.5 12.6 8.3 7.7 10.1 10.4 9.4 10.3
Services growth (%) 102 | 74 | 76 | 86 9.6 9.8 8.8 7.1 5.1 23 53 6.1 6.5 6.6
Unemployment rate in cities (%) 5.88 5.88 6.01 6.85 6.74 6.44 6.28 6.01 5.78
CPI index (1994=100) 332 | 547 | 722 | 846 | 1000 117.9 129.9 1363 148.4 155.1 160.9 163.8 170.5 179.3
Inflation rate (%) 459 | 648 | 320 | 17.3 18.2 17.9 10.2 4.9 8.8 4.6 3.7 1.8 4.1 5.1
FDI (implemented) (USD. Mil.) 120 | 165 | 333 | 832 1048 2276 1838 2074 800 700 800 900 1100
ODA (implemented) (USD. Mil.) 358 148 384 539 787 1123 780 1786
Export fob (USD. Mil.) 2404 | 2087 | 2581 | 2985 | 4054 5449 7256 9185 9360 11541 | 14483 | 15029 | 16706 | 20176
Annual change (%) 235 | <132 | 237 | 157 | 358 34.4 332 26.6 1.9 233 25.5 3.8 1.2 20.8
Import cif (USD. Mil) 2752 | 2338 | 2541 | 3924 | 5826 8155 11144 | 11592 | 11500 | 11742 | 15637 | 16218 | 19745 | 25227
Annual change (%) 73 | 2150 | 87 | 544 | 485 40.0 36.6 4.0 0.8 2.1 332 37 217 278
Trade balance (USD. Mil) 348 | 251 | 40 | -939 | -1772 | -2706 | -3888 | -2407 | -2140 201 154 | <1189 | -3039 | -5051
Exchange rate (Dongs per dollar) | 6483 | 10037 | 11202 | 10641 | 10966 | 11038 | 11033 | 11683 | 13268 | 13943 | 14168 | 14725 | 15280 | 15585
Short term interest rate (% monthly) | 4.00 | 3.83 | 348 | 235 | 2.10 2.10 1.57 113 1.20 112 0.88 0.77 0.82 0.80
Deposit rate (% monthly) 450 | 379 | 284 | 1.70 1.40 1.40 0.80 0.78 0.84 0.50 0.35 0.46 0.57 0.60
Long term interest rate (% monthly) 3.50 3.38 2.71 1.50 1.41 1.70 1.58 1.23 1.25 1.18 0.85 0.82 0.85 0.82
Domestic saving (%GDP) 20| 101] 138] 168 17.1 18.2 172 20.1 215 24.6 27.1 28.8 28.7 282
Domestic investment (%GDP) 126 | 151] 176 | 243 25.5 27.1 28.1 283 29.0 27.6 29.6 312 332 35.1




Table 1.1. Vietnam: Some Macroeconomic Indicators (1990-2003) (Cont.)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Population (1000 pers) 66016.7 | 67242.4 | 68450.1 | 69644.5 | 70824.5 | 719955 | 73156.7 | 74306.9 | 75456.3 | 76596.7 | 77635.4 | 78685.8 | 79727.4 | 819024
Employment (1000 pers) 29412.3 | 30134.6 | 30856.3 | 31579.4 | 32303.4 33091 33761 34493 35233 35976 36702 37676 38715 39720
Employment by sector
Agriculture (1000 pers) 21476.1 | 21907.3 | 22339.5 | 227555 | 23155.5 | 23534.8 | 23874.3 | 24196.4 | 24504.1 | 247919 | 250449 | 253049 | 25572.8 25840
Industry (1000 pers) 3305.7 3390.3 3473.9 3561.9 3654.6 3755.7 3887.7 4020.7 4157.1 4300.4 4445.4 4712.3 5002.5 5215
Services (1000 pers) 4630.5 4837 5042.9 5262 5493.3 5800.5 5999 6275.9 6571.8 6883.7 7211.7 7658.8 8139.7 8665
Composition of
employment
Agriculture (%) 73.0 72.7 72.4 72.1 71.7 71.1 70.7 70.1 69.5 68.9 68.2 67.2 66.1 65.1
Industry (%) 11.2 11.3 11.3 11.3 11.3 11.3 11.5 11.7 11.8 12.0 12.1 12.5 12.9 13.1
Services (%) 15.7 16.1 16.3 16.7 17.0 17.5 17.8 18.2 18.7 19.1 19.6 20.3 21.0 21.8
GDP at constant 1994 131968 139634 151782 164043 178534 195568 213832 231264 244596 256269 273666 292535 313135 335821
prices (Bil. VND)
GDP at current prices (Bil.
VND) 41955 76707 110532 140258 178534 228892 272037 313624 361016 399942 441646 481295 536098 605491
Composition of GDP
Agriculture (%) 38.7 40.5 339 29.9 27.4 27.2 27.8 25.8 25.8 254 24.5 232 23.0 21.8
Industry (%) 22.7 23.8 273 28.9 28.9 28.8 29.7 32.1 325 345 36.7 38.1 385 40.0
Services (%) 38.6 35.7 38.8 41.2 43.7 44.1 42.5 422 41.7 40.1 38.7 38.6 38.5 38.2

Source: General Statistic Office of Vietnam (GSO); Ministry of Planning and Investment, Vietnam (MPI); ADB- key indicators; and

author’s estimates.




1.2. Macroeconomic policy after Renovation program

As one important part of stabilization program, tight fiscal policy was adopted to
constrain the budget deficit. The current expenditure of the government was curtailed to
comply with the scope of fiscal revenue. Fiscal deficits dropped sharply and were tightly
controlled. The financing of state budget deficits by printing money was halted and has
been stopped since 1992 (Nghieu 2000:40). Borrowing to finance budget deficits has
only been used for development investments emphasizing infrastructure investment.
However, with the changes in economic conditions in the late 1990s when economic
growth slowed down and inflation was curbed at a safe level, tight fiscal policy seemed
less suitable. A more flexible policy should be considered.

Other key policy was implemented in Vietnam is tight monetary policy. Under tight
monetary policy, money supply was strictly controlled. Money growth was kept in
accordance with GDP growth and has been demand determined. In theory, the State Bank
of Vietnam (SBV) could use some monetary policy tools such as interest rates, credit
ceilings, reserve requirements, recapitalization, and Treasury Bill auction to control
money supply. However, in reality, the money supply in Vietnam has been controlled
mainly by the credit ceiling imposed for every commercial bank from 1994 (Thanh
2003:4). In fact, indirect tools did not work well under the less-developed financial
system existing in Vietnam thus the SBV controlled the money supply under a direct
mechanism rather than using indirect monetary policy tools like many other market
economies. The increase in nominal interest rate and then a positive real rate aiming to
stopping credit subsidies contributed greatly in curbing inflation. For a long time, interest
rates had been controlled by SBV. The ceiling lending rates and then the basic lending
rates with upper bounds were set by SBV. The lending rate ceiling on foreign currency
loans was abolished in November 2001. Since then domestic borrowers in foreign
currencies have been allowed to negotiate interest rates with domestic and foreign banks.
Only after June 2002, were interest rates fully liberalized. Banks are now allowed to set
lending rates on the basis of their own appraisal and negotiation with their customers.

Exchange rate policy was also considered as a main part of stabilization policy in
Vietnam. In 1989 when Vietnam embarked on radical reform toward a market economy,
the exchange rate was unified by a sharp devaluation of the official exchange rate. During
the 1990s, the VND was kept stable with several discrete realignments. The attempts of
SBV to keep exchange rate stable in this period had the primary purpose of stabilizing
domestic prices while the economy was substantially dependence on imports. However,
in this period, VND was considered overvalued and was under devaluation pressure.
During the period 1997-1999, pressures to devalue the VND increased as financing
current account deficits became more difficult due to a slowdown in foreign direct
investment (FDI), thin foreign currency reserves with a concurrent decline in growth of
exports. Worries about overvaluation of VND became more acute following the East
Asian economic crisis that led to sharp devaluation of crisis countries’ currencies, and
thus reduced the competitiveness of Vietnamese commodities. Under pressure to
devaluation with an accompanying fear of bad outcomes of a sharp devaluation under the
introduction of a flexible regime, the SBV has adopted a cautious exchange rate policy,



which has allowed the VND to devalue modestly and gradually, while keeping strict
control over foreign exchange. Vietnam has also imposed stronger controls over imports
and current account transactions. Between 1997 to 2000, the VND depreciated by at least
20% with respect to the USD, but appreciated by at least 19% or more relative to
currencies of crisis-affected ASEAN countries (CIEM 2001:35). A further devaluation is
necessary in consideration of future export prospects.

Since 1998, Vietnamese economy growth was slowing down after a period of high
economic growth rate. The regional situation after the Asian crisis and the country
economic conditions has changed and it requires appropriate adjustments in
macroeconomic policy.

2. AMACRO-ECONOMETRIC MODEL FOR VIETNAM

The main objective of this study is to analyze impacts of macroeconomic policy
adjustment on the economy by applying a econometric model as a quantitative method.

The model will describe the behavior of aggregated agents. In practice such a model
generally considers five agents: the households, the firms, the financial institutions, the
State and its agencies, and the rest of the world. The model is supposed to describe the
behavior of agents, but this behavior is not decided by theory alone. Formulas will be
based on historical data, and validated through statistical tests. The estimated
formulations have been defined in advance, according to some theory. The role of
econometrics will be only to validate pre-set structural equations, and to lead the choice
between alternate versions. The parameters of the equations are empirically estimated
based on time series data. The model is a dynamic one. It means that in some cases, the
past values of variables will affect present ones. This is a general characteristic of macro-
econometric models.

This section introduces the data sources for the model and methodology used in
modeling.

2.1. Data system and software used in model
Before 1988, Material Product System (MPS) was used as a System of General Socio-
economic Information in Vietnam. From 1989 to 1992, under the support of
International Statistical Agency, Vietnam’s General Statistical Office started studying to
apply System of National Accounts (SNA). The government Decree No 183/TTg on the
official application of SNA to periodically compile the country’s national accounts was
promulgated in December 25, 1992 by the Prime Minister. After several years applying
SNA in Vietnam, GSO has calculated some aggregate indicators and compiled some
main accounts for the demand of macroeconomic management. However, the application
of SNA in Vietnam has been inefficient. The reasons are that the initial basic data is not
adequate and the accounting and statistical system are not improved enough to
correspond with the contents of SNA. Thus, to a certain extent, Vietnamese data is
inaccurate and inadequate (General Statistics Office 1998).



The model uses annual data, and the equations are generally estimated for a period
ranging between 1986 and 2003, that is, the period of the dramatic transformation and the
opening up of the Vietnamese economy. Almost all data comes from the Statistical
Yearbook of Vietnam and reports of International organization (such as ADB, IMF,WB);
some other data come from the Ministry of Planning and Investment (MPI), Vietnam, and
Development Strategy Institute (DSI), Vietnam.

The software used to construct and run the model is EVIEWS 4.0.
2.2. Method of estimation

A model is a set of one or more equations that jointly describe the relationship between a
set of variables. The model equations can come from many sources: they can be simple
identities, they can be the result of estimation of single equations, or they can be the
result of estimation using any one of multiple equation estimators. There are two
approaches to estimate the model equations. One approach is to estimate each equation in
the system separately. A second approach is to estimate, simultaneously, the complete set
of parameters of the equations in the system. In reality, single equation estimation
method is easier and more flexible for adjusting and selecting the form of equation®.
There are some advanced technique to estimate system of equations such as Two Stage
Least Squares (TSLS) or Three Stage Least Squares (3SLS) °, however with Vietnamese
data condition, the observations are limited® and it is ineffective for using some
techniques such kind of techniques.” An alternative technique is used for this model
estimation is the Seemingly Unrelated Model (SUR). The SUR model is a recursive
model consisting of a series of endogenous variable as a group. This kind of model can
improve on the efficiency of ordinary least squares. By writing the equation system as
one combined equation, estimating that equation using least squares estimation. This
increase the efficiency because there are more degree of freedom with which to estimate
the parameters for variables than single one®.

Thus the Vietnamese model, ordinary least squares (OLS) method is applied to estimate
the single equations to identify the form of each equation. And than SUR model is
applied for estimating system of equations.

A common finding in time series regressions is that the residuals are correlated with their
own lagged values. This serial correlation violates the standard assumption of regression
theory that disturbances are not correlated with other disturbances.

2 If one of the equations in the system is misspecified and estimate the parameters using single equation
methods, only the misspecified equation will be poorly estimated. If system estimation techniques are
employed, the poor estimates for the misspecification equation may "contaminate" estimates for other
equations.

? For further discussion see Griffiths, Hill and Judge 1993.

* Series data is form 1986 to 2003

> Requirement for the effectiveness when using TSLS or some other methods is that the observations are
rather big

% For further discussion see Pindyck and Rubinfeld 1991:308-311.



In this case we could apply auto regressive model to correct the serial correlation error.
The simplest and most widely used model of serial correlation is the first-order
autoregressive, or AR(1), model. For the simple case, if the AR(1) model is specified as

Yt=BXt+Ut (1)
Ut= pUt—l + &t (2)

The parameter p is the first-order serial correlation coefficient. In effect, the AR(1) model
incorporates the residual from the past observation into the regression model for the
current observation. For example, if EVIEWS software is used to estimate, the linear
model is transformed into nonlinear model as

Yi=pYur + B(Xt_ PXt-l) + &

by substituting the second equation into the first, and rearranging terms. The coefficients
p and B are estimated simultaneously.

EVIEWS software provides the DW test, the Q-statistic and the Breusch-Godfrey LM
test to test the serial correlation’.

2.3. Model Specification

The model is a simple macro-econometric one with the assumption of demand
determined economy in the short term, implying that increase in aggregate demand leads
to increase in output and prices.® Output (GDPR) of the economy is determined by
domestic demand (DR) and corrected by trade balance (TB). Domestic demand (DR) is
determined as sum of total investment (IR), private (CPR) and government consumption
(CGR). Private consumption is determined by disposable income (DIR). Disposable
income is determined as income (GDPR) after tax. Because of lack of data on tax,
government revenue from tax (REVGR) is used as proxy for tax. Total investment (IR)
includes foreign direct investment (FDIR), domestic investment from firms (IFRD) and
government investment (IGR). Domestic investment from firm (IFRD) is explained by
income (GDPR), real short run loaning interest rate (SRR), and government investment
(IGR). Real short run interest rate is determined by nominal interest rate (SR) after
adjustment for inflation rate (P). Inflation rate is determined by changes in domestic price,
here GDP deflator (PGDP) is used as domestic price. Domestic price (PGDP) is affected
by change in aggregate demand in short term (DR)’ and import deflator as domestic price
of import (PM)'. Import deflator is determined by nominal exchange rate (ER) and

7 For details see EVIEWSs user’s guide book or EVIEW help.

¥ Change in demand in short run will move the economy along the short run aggregate supply curve, which
slopes upward in short run, thus changing the output level, employment and price level.

? In short term, the expansion of aggregate demand will lead to change in price and output. The increase in
price leads to inflation. This effect is considered as demand pull inflation. For further discussion, see
Mankiw 2000:363-364.

' For a strongly import-dependent economy like Vietnam, change in import price leads to change in
domestic price. This effect is considered as cost push inflation.



trading price of import (PMS$). Trade balance is determined by net export (XR-MR).
Export (XR) is explained by world demand (WD) ' and price-competitiveness
determined by nominal exchange rate, domestic price (PGDP) and trading price of
exports (PX$). Import is explained by domestic demand (DR), export'?, and price-
competitiveness. Real money demand is determined by real income. Money growth is
assumed to be demand determined. Employment of the economy is determined by real
output (GDPR).

" Definition of World demand corresponds to the share normally allocated to Vietnamese exporters,
considering the evolution of demand on the world market by normal clients of Vietnam (including major
trading partners of Vietnam such as US, Japan, China, Australia, Singapore, Germany, UK, Taiwan, France,
Korea, Philippines, Holland, Malaysia, Belgium, Hong Kong, Thailand, Indonesia) for the goods which
Vietnam exports.

wD=Y"" GGDP, xW,

GGDP(i): Income growth of trading partner i
X(1): trade weight of trading partner i

12 Part of imports are intermediate goods or materials used for exports.
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Figure 2.1. Vietnam Macroeconomic Model Structure
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Behavior Equations
(1). Private Consumption Equation

Real consumption (CPR) is simply defined as the function of real disposable income
(DIR). Serial correlation is determined by using DW test."> Autoregressive (AR) model is
applied to correct serial correlation.

Log(CPR)=3.01+0.74*log(DIR)+[AR(1)= 0.903, AR(2)=-0.41]
Table 2.1. Estimation Result of Private Consumption Function

Dependent Variable: LOG(CPR)

Method: Least Squares

Sample(adjusted): 1988 2003

Included observations: 16 after adjusting endpoints
Convergence achieved after 5 iterations

LOG(CPR)=C(1)+C(2)*LOG(DIR)+[AR(1)=C(3),AR(2)= C(4)]

Coefficient Std. Error  t-Statistic Prob.

C(1) 3.012369 0.301865  9.979183 0.0000

C(2) 0.738616 0.024964  29.58752 0.0000

C(3) 0.903265 0.236561  3.818322 0.0024

C4) -0.418865 0.239089 -1.751924 0.1053

R-squared 0.996886 Mean dependent var 11.90730

Adjusted R-squared 0.996108 S.D. dependent var 0.236052

S.E. of regression 0.014726  Akaike info criterion -5.386025

Sum squared resid 0.002602  Schwarz criterion -5.192878

Log likelihood 47.08820  Durbin-Watson stat 2.166292
Inverted AR Roots 45+.461 45 -.46i

The result of estimation shows that the coefficients conform well to theory. c(2) is
positive and statistically significant at the 5 percent level, verifying a positive relationship
between consumption and disposable income. The coefficient c(2)=0.74 means there will
be 0.74% increase in consumption if there is 1% increase in disposable income.

(2). Domestic Investment From Firms Equation

Real domestic investment from firms (IFRD) is specified as the function of domestic real
short-run interest rate (SRR), real income (GDPR) and government investment (IGR).

LOG(IFRD)=-7.07 - 0.004*SRR + 1.2*log(GDPR)+ 0.3*log(IGR)

13 According to the test, Durbin-Watson statistic is 0.666431, below 2, implying that there is serial
correlation in the equation.
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Table 2.2. Estimation Result of Private Investment Function

Dependent Variable: LOG(IFRD)

Method: Least Squares

Sample(adjusted): 1987 2003

Included observations: 17 after adjusting endpoints
LOG(IFRD)=C(1)+C(2)*(SRR)+C(3)*LOG(GDPR) +C(4)*LOG(IGR)

Coefficient  Std. Error t-Statistic Prob.

C(1) -7.076144 4.660618 -1.518284 0.1529
C(2) -0.003973 0.001288 -3.085998 0.0087
C(3) 1.237718 0.559026 2.214061 0.0453
C(4) 0.300487 0.263691 1.139544 0.2750
R-squared 0.979358 Mean dependent var 10.47905
Adjusted R-squared 0.974595 S.D. dependent var 0.619376
S.E. of regression 0.098722 Akaike info criterion -1.590688
Sum squared resid 0.126699 Schwarz criterion -1.394638
Log likelihood 17.52085 Durbin-Watson stat 2.145583

The specification of the domestic investment from firms function is relatively simple.
However, it seems to provide a reasonably good explanation of investment behavior in
Vietnam. Real short-run interest rate negatively relates to domestic investment from firms
as expected and is significant at 1 percent level. However, Vietnamese investment is quite
interest-inelastic, with the interest elasticity estimated to be about -0.004. This is due to
the fact that for a long time, the interest rate in Vietnam was tightly controlled by the
State Bank.'* Real income elasticity to investment is 1.2 and significant, implies that 1
percent increase in real income leads to 1.2 percent increase in real domestic investment
from firms. One interesting result is that government investment could influence the
private investment from firms as crowding in effect. Increased government investment,
for example in infrastructure acts as to some extent a catalyst to private investment. The
government investment elasticity is estimated to be 0.3%, meaning that 1 percent increase
in government investment leads to 0.3% increase in private investment.

(3). Real Exports Equation
Exports are assumed to be a function of the price-competitiveness (ER*PX$/PGDP) and
the world demand (WD), with positive coefficients for both variables. The exports

equation may therefore be expressed as:

LOG(XR)= -8.27+ 2.46*LOG(WD)+ 0.87*LOG(ER*PX$/PGDP)

' Until 2002, the interest rate was controlled by SBV. The SBV set the ceiling lending rates and then the
base lending rates with upper bound for commercial banks.
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Table 2.3. Estimation Result of Real Export Function

Dependent Variable: LOG(XR)

Method: Least Squares

Sample(adjusted): 1987 2003

Included observations: 17 after adjusting endpoints
LOG(XR)=C(1)+C(2)*LOG(WD)+C(3)*LOG(ER*PX$/PGDP)

Coefficient Std. Error t-Statistic Prob.

C(1) -8.278408 3.184326 -2.599736 0.0210

C(2) 2.458018 0.149501 16.44151 0.0000

C@3) 0.869123 0.361072 2.407063 0.0305
R-squared 0.960613  Mean dependent var 11.05249
Adjusted R-squared 0.954986 S.D. dependent var 0.909209
S.E. of regression 0.192903  Akaike info criterion -0.294477
Sum squared resid 0.520960  Schwarz criterion -0.147439
Log likelihood 5.503052  Durbin-Watson stat 1.720234

All coefficients in the estimation export function bear the expected signs and are
significant. As a small country, world demand has a big impact on Vietnam’s export,
reflected by the elasticity of world demand much larger than unity, 2.46. Elasticity of
price-competitiveness is 0.87, implies significant export response to relative price
changes.

(4). Real Imports Equation

Real imports are conventionally related negatively to price-competitiveness
(ER*PM$/PGDP) and positively to real domestic demand. In reality, imports in Vietnam
is not only for domestic demand but are also used for re-export as intermediate goods.
Thus export is included in the import function as a explanation variable. The form of
imports equation as

LOG(MR)=-3.85+ 0.96*LOG(DR)+ 0.43*LOG(XR)-0.14*LOG(ER*PM$/PGDP)

In the export equation the estimated coefficients also bear the right sign and are all
significant at conventional levels. Domestic demand elasticity is rather high, 0.96, implies
that Vietnamese economy depends heavily on imports. 1% increase in domestic demand
will lead to 0.96% increase in imports. Exports elasticity is 0.43, implying that 1%
increase in exports is responded by 0.43% imports. Demand for imports response to
relative price change is not so significant. 1% change in relative price leads to 0.14%
change in imports.
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Table 2.4. Estimation Result of Real Imports Function

Dependent Variable: LOG(MR)

Method: Least Squares

Sample: 1986 2003

Included observations: 18
LOG(MR)=C(1)+C(2)*LOG(DR)+C(3)*LOG(XR)+C(4) *LOG(ER*PMS$/PGDP)

Coefficient Std. Error t-Statistic Prob.

C(1) -3.852497 1.431353 -2.691508 0.0175

C(2) 0.957276 0.096834 9.885781 0.0000

C@3) 0.425392 0.038900 10.93550 0.0000

C(4) -0.135214 0.083816 -1.613220 0.1290
R-squared 0.998794 Mean dependent var 11.25242
Adjusted R-squared 0.998536  S.D. dependent var 0.732698
S.E. of regression 0.028039  Akaike info criterion -4.117324
Sum squared resid 0.011006  Schwarz criterion -3.919464
Log likelihood 41.05592  Durbin-Watson stat 1.631280

(5). Real money demand equation

Keynes visualized the demand for money (real cash balances) as rising from transactions,
speculative and precautionary motives. For the transaction and precautionary purposes,
the higher income, the higher demand for money. For speculative purposes, the higher
interest rate, the less demand for money (Jha 2003:30). In fact, the strongest motive
influencing the demand for money in Vietnam is transactions, which depend on income.
The speculative demand for money is not very pronounced in Vietnam since the money
market is not well developed and few alternative financial assets exit. Government bonds
and Treasury bills are largely purchased by the financial institutions as investment for
their idle funds. Thus the money demand in Vietnam is assumed as a function of income.
Lagged dependent variable is included in the equation to analyze adjustment between
short term and long term. The equation is defined as

LOG(M2R)= -3.545782+ 0.450740*LOG(GDPR)+ 0.833869 *LOG(M2R(-1))
The real income elasticity to money demand is 0.45 in short term, implying 1 percent

change in income lead to 0.45 percent change in demand for money. Long run elasticity
is much higher, about 2.7 percent.
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Table 2.5. Estimation result of Real Money Demand Function

Dependent Variable: LOG(M2R)

Method: Least Squares

Sample(adjusted): 1987 2003

Included observations: 17 after adjusting endpoints
LOG(M2R)=C(1)+C(2)*LOG(GDPR)+C(3)*LOG(M2R(-1))

Coefficient Std. Error t-Statistic Prob.

C(1) -3.545782 2.260778 -1.568390 0.1391

C(2) 0.450740 0.313596 1.437329 0.1726

C@3) 0.833869 0.158339 5.266354 0.0001
R-squared 0.968564 Mean dependent var 10.96393
Adjusted R-squared 0.964073  S.D. dependent var 0.758041
S.E. of regression 0.143683  Akaike info criterion -0.883629
Sum squared resid 0.289027  Schwarz criterion -0.736591
Log likelihood 10.51085 Durbin-Watson stat 1.515932

(6). GDP deflator equation

GDP deflator can be understood as the general price level. For Vietnamese economy in
the transition period, the two main factors assumed to have the impact on change in price
level are import price, considered as cost push inflation, and aggregate demand change
(DR) in the short term considered as demand pull inflation. It is useful to examine the
effect of demand expansion policy on price level. The equation is defined as:
LOG(PGDP)=-3.123766+ 0.888774*LOG(PM)+ 0.255658*LOG(DR)

Table 2.6. Estimation Result of GDP Deflator Function

Dependent Variable: LOG(PGDP)

Method: Least Squares

Sample: 1986 2003

Included observations: 18
LOG(PGDP)=C(1)+C(2)*LOG(PM)+C(3)*LOG(DR)

Coefficient Std. Error t-Statistic Prob.

C _PGDP(1) -3.352237 1.015591 -3.300774 0.0049

C _PGDP(2) 0.890023 0.016685 53.34398 0.0000

C PGDP(3) 0.272739 0.082405 3.309723 0.0048
R-squared 0.998013 Mean dependent var -0.611492
Adjusted R-squared 0.997749  S.D. dependent var 1.604323
S.E. of regression 0.076124  Akaike info criterion -2.161893
Sum squared resid 0.086923  Schwarz criterion -2.013498
Log likelihood 2245704 Durbin-Watson stat 1.919235
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The result of the equation are significant and of the expected sign. Price of import has
strong impact on domestic price. 1 percent change in price of imports leads to 0.89
percent change in price level. The elasticity of total demand is 0.27, implies that 1 percent
change in income leads to 0.27 percent change in price level.

(7). Employment Equation

For the employment function, demand for employment will be determined by aggregate
demand. Increase in aggregate demand in short run could create more jobs. This idea
combine with the idea of demand pull inflation discussed in equation (6) show the
determination of output, labor and price level in the short term. Output expansion leads to
the increase not only in employment but also in price level, implies the trade off between
unemployment rate and inflation rate.”> Serial correlation is determined by using DW
test.'® Autoregressive (AR) model is applied to correct serial correlation.

LOG(EMP)=6.661686+ 0.307777 *LOG(GDPR)+[AR(1)= 0.458776]
Table 2.7. Estimation Result of Demand for Employment Function

Dependent Variable: LOG(EMP)

Method: Least Squares

Sample(adjusted): 1987 2003

Included observations: 17 after adjusting endpoints

Convergence achieved after 4 iterations
LOG(EMP)=C(1)+C(2)*LOG(GDPR)+[AR(1)=C(3)]

Coefficient Std. Error t-Statistic Prob.

C(1) 6.661686 0.116088 57.38462 0.0000

C(2) 0.307777 0.009492 32.42479 0.0000

C(3) 0.458776 0.244922 1.873154 0.0821

R-squared 0.996012 Mean dependent var 10.40613

Adjusted R-squared 0.995442  S.D. dependent var 0.110432

S.E. of regression 0.007455  Akaike info criterion -6.800976

Sum squared resid 0.000778  Schwarz criterion -6.653938

Log likelihood 60.80830 Durbin-Watson stat 1.735337
Inverted AR Roots 46

Result of estimation implies that for 1% increase in output there is for 0.3 percent
increase in employment.

By applying SUR model to test for the efficient of OLS, the result of two methods is very
close and the estimation of OLS method can be accepted for the model.

' The idea reflects Phillip’s curve.
' According to the test, Durbin-Watson statistic is 0.979834, below 2, implying that there is serial
correlation in the equation.
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Table 2.8. Result of applying SUR model

Estimation Method: Seemingly Unrelated Regression

Sample: 1986 2003

Included observations: 18

Total system (unbalanced) observations 120

Iterate coefficients after one-step weighting matrix

Convergence achieved after: 1 weight matrix, 9 total coef iterations

Coefficient Std. Error t-Statistic Prob.
Consumption
C CPR(1) 2.901921 0.183462 15.81757 0.0000
C CPR(2) 0.747667 0.015232 49.08558 0.0000
C CPR(3) 0.641477 0.147362 4.353070 0.0000
C CPR(4) -0.296180 0.147318 -2.010481 0.0472
Investment
C IFRD(1) -7.113727 3.499958 -2.032518 0.0449
C IFRD(2) -0.004705 0.000976 -4.818946 0.0000
C IFRD(3) 1.234334 0.418772 2.947511 0.0040
C IFRD(4) 0.310105 0.197317 1.571607 0.1193
Export
C XR(1) -8.905378 1.942122 -4.585385 0.0000
C XR(2) 2.482339 0.129318 19.19561 0.0000
C XR(3) 0.923995 0.221594 4169771 0.0001
Import
C MR(1) -4.287166 1.122918 -3.817881 0.0002
C MR(2) 0.980079 0.076449 12.82002 0.0000
C MR(3) 0.415072 0.030532 13.59462 0.0000
C MR(4) -0.106132 0.066430 -1.597646 0.1134
Money Demand
C M2R(1) -2.325051 1.465072 -1.586987 0.1158
C M2R(2) 0.295212 0.178702 1.651981 0.1018
C M2R(3) 0.896829 0.082706 10.84355 0.0000
GDP deflator
C PGDP(1) -3.473885 0.839998 -4.135587 0.0001
C PGDP(2) 0.890341 0.011793 75.49757 0.0000
C PGDP(3) 0.282467 0.068226 4.140165 0.0001
Labor Demand
C EMP(1) 6.648014 0.150151 44.27548 0.0000
C EMP(2) 0.309008 0.012223 25.28034 0.0000
C EMP(3) 0.644643 0.141861 4.544201 0.0000
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Model system: the model includes 7 behaviors equations and 10 identities

(1). Private consumption equation

Log(CPR)=3.01+0.74*log(DIR)+[AR(1)= 0.903, AR(2)=-0.41]

(2). Domestic Firm Investment Equation

LOG(IFRD)=-7.07 - 0.004*SRR + 1.2*log(GDPR)+ 0.3*log(IGR)

(3). Real Exports Equation

LOG(XR)=-8.27+ 2.46*LOG(WD)+ 0.87*LOG(ER*PX$/PGDP)

(4). Real Imports Equation

LOG(MR)=-3.85+ 0.96*LOG(DR)+ 0.43*LOG(XR)-0.14*LOG(ER*PM$/PGDP)
(5). Real money demand equation

LOG(M2R)= -3.545782+ 0.450740*LOG(GDPR)+ 0.833869 *LOG(M2R(-1))
(6). GDP deflator equation

LOG(PGDP)=-3.123766+ 0.888774*LOG(PM)+ 0.255658*LOG(DR)

(7). Employment equation

LOG(EMP)=6.661686+ 0.307777 *LOG(GDPR)+[AR(1)= 0.458776]

(8). Real GDP includes domestic demand and trade balance and corrected by
statistical discrepancy

GDPR=DR+TB-SDR

(9). Real domestic demand includes total investment and consumption
DR=IR+CPR+CGR

(10). Real total investment includes foreign direct investment, government
investment and domestic investment from firms

IR=FDIR+IGR+IFRD

(11). Foreign direct investment in constant price
FDIR=(FDI$*ER/PGDP)/1000

(12). Real disposable income

DIR=GDPR-REVGR

(13). Real trade balance

TB=XR-MR

(14). Inflation rate

P=(PGDP/PGDP(-1) — 1)*100

(15). Real short run loaning interest rate

SRR=SR - P

(16). Import deflator

PM=ED*PM$

(17). Exchange rate index

ED=ER/10965.7"

'7 Benchmark year exchange rate in 1994
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Table 2.9. Model evaluation

CPR EMP GDPR IFRD M2R MR PGDP PM XR
Percentage error

1998 0.63 0.6 0.22 0.16 1.18 0.40 0.12 -2E-05  -0.11
1999 0.58 -0.42 0.22 0.46 1.09 0.43 0.13 -3E-05  -0.11
2000 -1.42 -0.33 -0.44 -0.62 0.71 -0.94 -0.29 2E-05 0.25
2001 -2.46 -0.39 -0.63 -0.79 0.31 -1.55 -0.47 3E-05 0.41
2002 -2.05 -0.09 -0.48 -0.46 0.04 -1.24 -0.38 2E-05 0.33
2003 0.38 0.38 0.11 0.42 0.08 0.31 0.09 -2E-05  -0.08

| RMSPE | 1E-02  8E-04  8E-04  1E-03 3E-03 4E-03 4E-04  3E-12 3E-04 |

Results of simulation for the past, in the period 1998-2003, are acceptable. The
percentage errors of some indicators is from -2% to 1.158%. Root mean squared
percentage error (RMSPE)'® of indicators are very small. The model could be used to do
simulations for the period of 1998-2003. Next section is use for policy simulation.

3. ASSESSMENT OF THE POLICIES’ ADJUSTMENT

After the East Asian economic crisis, the Vietnamese economy slowed down. The VND
was considered overvalued and appreciated relative to currencies of crisis-affected
ASEAN countries, thus reducing the competitiveness of Vietnam commodities. Tight
fiscal policy was no longer appropriate to promote growth. Some adjustments in macro
policy were now needed. In this part, two simulations have been implemented to assess
the impact of policy adjustment on Vietnamese economy in the period 1998-2003. The
first one assumes a permanent increase in government investment. The second one
studies the effect of nominal exchange rate devaluation. With these two simulations, the
main channels through which the impact of policy adjustment on Vietnamese economy
will be determined.

3.1. The impact of fiscal relaxation, government investment increase by 5%
The first simulation implemented corresponds to a permanent 5% increase in government
investment. Table 3.1 presents the results of the simulations for the main variables
relative to their baseline values.

2
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An increase in government investment has two implications. First, it directly raises the
total demand. Second, it influences private investment. 5% increase in government
investment leads to about 0.31% increase in output and about 1.88% increase in domestic
investment from firms. More jobs are created; employment increases by 0.1%. Domestic
prices rise by 0.2%. However, increase in government investment worsens the trade
balance. Domestic price increases makes the Vietnamese commodities less competitive,
thus exports reduces by 0.18%. Increase in domestic demand and domestic prices lead to
0.67% increase in imports.

Table 3.1. The Effect of 5% Increase in Government Investment
(percentage change from base)

IGR GDPR IFRD CPR PGDP M2R EMP XR MR TB
1998 5.00 040 201 036 022 030 012 -0.19 0.72 -5.67
1999 5.00 036 192 031 021 041 011 -0.19 0.70 -9.73
2000 5.00 034 190 029 022 049 010 -0.19 071  -11.61
2001 5.00 027 1.82 024 020 053 008 -0.18 0.66 -9.94
2002 5.00 026 1.80 023 020 0.56 0.08 -0.17 0.66 -8.09
2003 5.00 023 177 020 020 057 007 -0.18  0.67 -6.50

Average 5 031 1.88 0.27 020 043 0.0 -0.18  0.67 -8.14

The first conclusion for this simulation is that an increase in government investment
could promote growth by increasing demand of the economy; however, it worsens the
trade balance and leads to an increase in domestic prices.

3.2. The effect of devaluation

The second simulation concerns the nominal exchange rate. Competitiveness for
domestic commodities could be gain by devaluing the domestic currency. Table 3.2
investigates the effects of 5 percent devaluation of the VND.

The simulated effect of a devaluation are quite interesting. Undoubtedly, a
devaluation has a significant effect on output. Five percent devaluation would
increase real GDP by a 0.27 percent. However, as import prices and domestic
demand enter to determine domestic prices, the increase in nominal exchange rate
implied by a devaluation leads to an increase in domestic prices. This would lead to a
4.51 % increase in the domestic price level.
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Table 3.2. The effect of 5 % devaluation of the VND
(percentage change from base)

ER GDPR IFRD  CPR PGDP PM M2R EMP XR MR TB ERR
1998 5 0.25 0.24 0.22 450 0.32 0.08 042 031 025 048 0.25
1999 5 0.27 0.34 0.24 451 039 0.08 041 034 032 047 0.27
2000 5 0.27 0.34 0.24 451 045 0.08 041 035 043 047 0.27
2001 5 0.28 0.34 0.24 451 0.50 0.08 041 035 031 047 0.28
2002 5 0.27 0.34 0.24 451 054 0.08 041 035 0.19 047 0.27
2003 5 0.27 0.33 0.23 4.51 0.57 0.08 041 035 0.09 047 0.27
AVER 5.0 0.27 0.32 0.23 4.51 0.46 0.08 041 034 026 047 0.27

The effect on trade is positive. Export increases by 0.34%. Import also increases by
0.26% as a result of increase in domestic demand. However increase in export is
larger than in import; thus balance of trade is still improved by an increase of 0.47%.
Because of inflationary effect of devaluation, 5% depreciation in nominal exchange
rate leads to only 0.27% depreciation in real exchange rate.

3.3. Model limitations

The model presented in this paper emphasises the role of macro policies in the
Vietnamese transitional economy. The model describes the behavior of aggregated agents
mostly on the demand side of the economy. It gives a central role to macro policy as a
way to promote growth in the short run. However there are still several limitations. Lack
of accurate and adequate data is always the most difficult issues for quantitative studies
of Vietnamese economy, and thus the model constructed in this study specified as the
simple one. The model only focuses on the demand side of the economy and is not able to
analyze the impact on supply side. Lack of data in banking and financial sector limits the
ability of the model in analyzing impacts monetary policy in this study.

4. CONCLUSION

Since 1986, Vietnam has been in the transition from the centrally planned economy to a
market economy. “Renovation” policy, or the Vietnamese “Doimoi” battle-cry moved the
economic system towards major policy changes and economic reforms. In the late 1980s,
Vietnam embarked on comprehensive reform towards a market economy. The reform
aimed to stabilize the economy, remove administrative controls that stifled economic
performance, and develop the markets. As the combination, the stabilization program
adopted by the Vietnamese government in 1989 included three key macroeconomic
policies which played an important role in stabilizing the economy. Tight fiscal policy
and fiscal reform were implemented for the purpose of improving fiscal stance. Tight
monetary policy and banking system reform were adopted as a measure to control money
growth and establish the prerequisite fundamentals for market economy. Trade reform
and an appropriate exchange rate adjustment were undertaken, on the one hand to
promote trade relationships, on the other hand to stabilize domestic prices.
macroeconomic policies in Vietnam have contributed much to the success of the country
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after Renovation policy, especially over the last decade. However, the slowdown in
economic growth in some recent years has raised the need for suitable adjustments in
economic management.

Relaxing fiscal policy and devaluation of VND are suggested as two promoting growth
policies. The simulation results show that relaxing fiscal policy implying a modesty
increase in government investment could promote growth by increasing demand of the
economy; however, it worsens the trade balance and leads to an increase in domestic
prices. Devaluation of VND could both promote growth and improve trade by raising the
competitiveness of domestic commodities. The domestic price also increase by nearly the
level of devaluation.

Under the conditions in Vietnam in recent years, when the economy has been slowing

down and inflation rate has been kept at low level, a modest fiscal relaxation and
devaluation policy could be accepted to promote growth.
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Appendix

List of variables

Variable Unit Explaination
Endogenous
1 GDPR Bil.dongs | GDP at constant prices
2 DR Bil.dongs | Final demand at constant prices
3 IFRD Bil.dongs | Domestic investment firms at constant prices
4 FDIR Bil.dongs | Foreign direct investment at VND
5 CPR Bil.dongs | Private consumption at constant prices
6 XR Bil.dongs | Export at constant prices
7 MR Bil.dongs | Import at constant prices
8 TB Bil.dongs | Trade balance
9 P % Inflation rate
10 EMP Thous.pers | Labor demand
12 PGDP Index GDP deflator
13 M2R Bil.dongs | Real money demand
14 PM Index Import deflator
15 SRR % Real short run interest rate
16 IR Bil.dongs | Real total investment
17 ED Index Exchange rate index
Exogenous
16 CGR Bil.dongs | Government consumption at constant prices
17 | ER dongs/US$ | Exchange rate
18 | FDIS Mil US Real FDI
19 IGR Bil.dongs | Government investment at constant prices
20 | PX$ index Export trading price
21 PMS$ index Import trading price
22 RI % Nominal Interest rate
23 SDR Bil.dongs | Statistical discrepancy at constant prices
24 WD index World demand
25 SR % Nominal short run interest rate
26 REVGR Bil. dongs | Government revenue from tax at 1994 prices
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1 Introduction

Establishing private property rights and improving economic efficiency through privatizing
state-owned enterprises (SOEs) and introducing competition are the two essential steps in
transforming a former centrally planned economy to a market-oriented economy. Recently,
there has been a debate among economists about the relationship between these two policies
and their relative importance.

On one side of the debate are the advocates of the view that privatization should only be
considered as a means to broader ends, of which vibrant competition is one.! A prominent
representative of this view is Joseph Stiglitz, who writes: “ Allowing private companies to
compete with a monopoly state-owned enterprise can put pressure on it to become more
efficient and eventually could lead to its privatization .... But while competition may well
lead to privatization, the opposite is not true (italics added)” (Stiglitz, 1998). This view
clearly states that for transition economies, competition is more important and can be a
substitute for privatization.

On the other side are advocates of the view that without private ownership, competi-
tion is ineffective since the competition among SOEs is meaningless in the absence of the
true competitors - the private firms with a profit-maximizing motivation. Here I can do
no better than quoting Brown and Earle (2001): “According to this view, competition and
privatization are complements in their effects on enterprise performance: privatization may
be enhanced by more competitive markets, but competition cannot substitute for privatiza-
tion (italics added).” Brown and Earle (2001) also note that this debate indeed originated
from an earlier hot debate about “big-bang” vs. “gradualism”, in which the advocates of
big-bang adopt the complementarity view, while the supporters of gradualism are in favor
of the substitutability view.?

There has not yet been a clear-cut empirical answer to the question raised in the
theoretical debate. On the one hand, some empirical studies support the big-bang com-
plementarity view. Li and Xu (2002) study the effect of competition and privatization on
the performance of firms in the telecommunication industry around the world. They find
that the privatization and competition are complements in the sense that they reinforce
each other in terms of output growth, labor and total factor productivity, and network ex-
pansion. Brown and Earle (2001), in their study of more than 13,000 manufacturing firms
in Russia between 1992 and 1999, also find that “[P|rivatization improves firm efficiency
whether or not the firm faces competition, while reducing market concentration improves
firm efficiency only if the other firms in the market are private.”

On the other hand, some empirical studies confirm the theoretical predictions of the
gradualism school of reform. Anderson, Lee and Murrell (2000) report in their study on
competition and privatization in Mongolia that while competitive firms are nearly twice as
efficient as monopolies, there is no evidence confirming a positive effect of private ownership
on firm performance. In contrast, the authors find that state ownership is significantly more
effective in improving firm productivity than private ownership.

Our criticism of this debate over the relationship between privatization and competition
and their relative importance is that the debate should not abstract from the economic,

In Vietnam, “equitisation” rather than privatization has been used to refer to the transformation of a
SOE to a share-holding company by one of the following methods described in section 2.1. In this paper,
however, we use the word “privatization” for the sake of consistency with the literature.

2For a detailed discussion of big-bang vs. gradualism debate, see Dewatripont and Roland (1995),
Murphy et al. (1992), and Vu (2002)



political, social, and institutional context. Abstracting from context is the reason for the
opposite predictions and findings in both the theoretical and the empirical studies. For
example, Blanchard and Kremer (1997) show that, in contrast to the conventional wis-
dom, the intensification of competition in product markets resulting from a liberalization
may well be inefficient in the absence of an effective mechanism of contract enforcement.
Similarly, privatizing state-owned assets into the “wrong hands”, without an effective mech-
anism of corporate governance, hard budget constraints, and an incorruptible judicial sys-
tem, turns out to be detrimental to the growth of the economy (Black et al. 2000, Djankov
and Murrell 2002, Stiglitz 1999, Tornell 1999). Djankov and Murrell (JEL 2002), in their
survey of more than 100 empirical papers on the determinants of enterprise restructuring in
transition countries, find that privatization is strongly associated with more restructuring,
but at the same time that the identity of the owners of the privatized firms matters for the
benefits of restructuring. In particular, in contrast to the common belief, they find that
“[S]tate ownership within partially-privatized firms is surprisingly effective.” With respect
to the role of competition, Djankov and Murrell find evidence that competition in prod-
uct markets has a significant effect in improving the performance of the enterprises. The
effects are different in Eastern Europe (EE) than in the Commonwealth of Independent
States (CIS). Djankov and Murrell suggest that this difference is due to the difference in
the quality and development of institutions in the two regions. In short, merely counting
the number of SOEs subject to privatization and measuring market concentration do not
tell us much about the effectiveness of privatization and competition policies. The methods
used and the context in which these policies are implemented matter greatly.

This paper is also concerned with the issue of substitutability and complementarity
between privatization and competition. But it differs from the other studies in two respects.
First, we study the issue in the particular context of Vietnam’s transitional economy, one
prominent feature of which is the unequal treatment given to private, privatized, and
state-owned firms. Secondly, we study the issue from the perspective of a government that
initiates both privatization program and competition policy, as in the case of Vietnam.
Specifically, we are interested in the interaction between privatization and competition
policies designed under different government objectives.

To this end, we adapt the well-known Dixit - Stiglitz model of monopolistic competition
(hereafter D-S) in three ways. First, to simplify the analysis without loss of generality, we
consider an economy with only one sector that produces differentiated goods.? Second, we
assume that there are initially SOEs and private firms and that the government tries to
protect these SOEs from competition by raising the cost barriers applied to private firms.*
Third, instead of assuming common fixed and marginal costs for all firms as in D-S, we
assume that public and private firms face different fixed and marginal costs. The costs
differ because the socialist orientation of the Vietnamese government has led it to design
different sets of law and regulations for private and public firms.

In this paper, we refer to competition policy as the government’s leveling of the playing
field, i.e. to reduce the gap in effective costs applied to the private and public sectors. In
the context of our model in which there are public and private firms (sections 3 and 4)
or privatized and private firms (section 5), the extent of the cost gap between the public

3We earlier developed a two-sector model in which private firms produced a standardized consumer
good in one sector and both privatized and private firms produced differentiated consumer goods in the
other sector but this complication does not generates much additional insight.

4This assumption squares well with the fact that a private sector existed even during the time that
Vietnam adopted the Neo-Stalinist model.



(or privatized) and private firms may well depend on the ownership structure of the firms
(because the government cares about its profit in the SOEs and privatized firms.)

The rest of the paper is structured as follows. Section 2 considers some relevant facts
about Vietnam’s privatization program and competition policy. We argue in this section
that the anti-competitive restrictions in Vietnam originate primarily from the government’s
pervasively unequal treatment of the private sector, and that the key ingredient in Viet-
nam’s competition policy is the commitment to first reduce, and then eliminate, all unequal
social and economic costs imposed on private firms.

Section 3 develops the modified D-S model of monopolistic competition. Section 4
provides a framework in which public firms compete with private firms. This section
argues that if an unfair competition policy is adopted, the economy has to bear many
costs, including: (i) a loss in consumer welfare; (ii) a reduction in private firms’ profits in
the short term and a welfare loss caused by hindering them from entering the market in
the long term; (iii) inefficient SOEs that cannot compete effectively with private firms; (iv)
a fiscal burden on the government because of its subsidization of the SOEs; (v) corruptible
politicians; and (vi) a low-competition trap. These costs then give rise to an endogenous
demand for a welfare-enhancing competition policy.

Section 5 then studies the relationship between the government’s decisions about the
degree of privatization and competition so as to achieve its objectives. We find that the
relationship between the degree of privatization and competition depends critically on the
type (or the objective) of the government. A rent-seeking government that wants to extract
rent from business firms chooses not to privatize profitable SOEs and, at the same time,
promotes institutional arrangements and policies that put excessive costs on the private
firms. In contrast, if a government is benevolent in the sense that it cares for the well-being
of consumers, a competition policy aimed at leveling the playing field between the public
and private firms is substitutable for the privatization program. Section 6 concludes the
paper and suggests directions for future research.

2 Some Aspects of Privatization and Competition in
Vietnam

2.1 Methods of Privatization

The Vietnamese government classifies all SOEs into three groups according to their level
of importance. Group 1 consists of public enterprises that are strategically important and
should therefore be put under complete state ownership and control. SOEs in this group
are not subject to privatization. Group 2 consists of SOEs for which the government
wants to keep controlling (or golden) shares if they are privatized. Group 3 consists of
all remaining SOEs, which can be privatized by one of four methods: (i) keeping the
state shares intact and issuing new shares (i.e. corporatization); (ii) selling a fraction of
the state shares; (iii) detaching and then privatizing parts of an SOE (mostly applied to
the state general corporations); and (iv) selling off all state shares to workers and private
shareholders (mostly applied to loss-making SOEs). This paper is concerned with the SOEs
in the last two groups. For a more detailed description of the methods of privatization used
in Vietnam, see the Appendix.

These methods of privatization reveal the interventionist nature of the government in
deciding the size of the state’s share and the extent of its control rights in firms. Both
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decisions are made with the goal of extracting rent from monopoly power. It is clear that
the government wants to hold on to the economic base of a socialist-oriented economy by
maintaining the monopoly power of SOEs in many areas, and to use economic power to
support its political power. Moreover, it seems that the Vietnamese government wishes to
get rid of poorly-performing SOEs so that good images of the public sector are preserved
and financial burdens are relieved. In contrast to Eastern European experience, a large
numbers of the SOEs that have been listed for privatization in Vietnam are unprofitable
firms.® Also, as expressed clearly in the methods of privatization, the privatization of
monopolistic (and therefore profitable) SOEs has mostly been partial.

2.2 Status of Privatized Firms Before and After Privatization

In the literature, privatization is conceptualized as a means of transferring ownership and
control rights from the state to private shareholders and managers. For Vietnam, this
conceptualization is correct but incomplete, since privatization obviously brings about
profound changes in the institutional and operational environment of newly privatized
firms. It is useful to compare institutional constraints facing (partially) privatized firms
vis-a-vis those of the SOEs and (fully) private firms.

Among the three groups of firms, the SOEs are best treated. Privatized firms are
better treated than private firms. In principle privatized firms are entitled to receive some
favorable treatment (compared with fully private firms) according to Vietnam’s Law on
Encouraging Domestic Investment. This law allows privatized firms to exempt up to 50%
of their profit from taxation in the first several years after being privatized. The privatized
firms are also permitted to borrow money at the state commercial banks and other state
credit institutions at the same rates and terms as the SOEs. In fact, however, as soon
as a SOE has been privatized, it is subject to differentiated treatment (compared with
the SOEs) from the state’s commercial banks, credit and financial institutions, and other
state organizations (Huy V. Nguyen 2002, p.8; Cuong T. Tran 2002, p.7).® 7 The reasons
for the discrimination of privatized firms vis-a-vis the SOEs are changes, brought about
by privatization, in legal status (from an SOE governed by the Law on State Enterprises
to a private enterprise governed by the Law on [Private] Enterprises), economic status
(from “the leading role” which is backed by the state to “a component” of the national
economy®), and in social status (from belonging to “the nation” to belonging to “private
hands”).? This discrimination is the source of many distortions both within the firm and
in the management of the economy.

In summary, there is a wide gap between the de jure and de facto status of private,
privatized, and public firms. In other words, there is a correspondence between a firm’s
status and the treatment it receives, resulting in differences in the economic and social
costs of doing business for private, privatized, and state-owned firms.

5Tt is estimated that among all SOEs, one third are unprofitable, one third are just break-even, and
the remaining one third are profitable, presumably thanks to their monopoly power and other favorable
conditions.

5Huy V. Nguyen is a specialized member in the Central Steering Committee for Equitization.

"Cuong T. Tran is the head of the Enterprise Department of the Central Institute for Economic Man-
agement (Ministry of Planning and Investment).

8Vietnam’s Constitution (1992)

9According to a report done by the Mekong Project Development Facility (MPDF 1999), the private
firms in Vietnam have a pretty negative image in the eyes of the public, commercial banks, trading partners,
and potential employees.



2.3 Ownership Structure in Production

In many Eastern European (EE) and Commonwealth of the Independent States (CIS)
countries, privatization is a means of establishing private property rights. In Vietnam, the
situation is somewhat different since a viable private sector existed even before the imple-
mentation of the privatization program. As such, privatization should also be viewed as a
means to transform the ownership structure of the economy and the corporate governance
of firms, and thereby help foster competition and improve economic efficiency.

The overall structure of ownership in Vietnam has not been substantially changed by
the privatization, however. By the end of 2004, the government had privatized about 2,224
SOEs, i.e. about 40% of the total number of SOEs, whose capital amounted to about 8.2%
of the total capital of all SOEs. It is projected that the privatization will be completed
by 2008. By that time only about 1,200 SOEs will be owned by the state, and most of
them are members of state general corporations (SGCs) and the so-called state economic
groups (SEGs). Our estimation, however, shows that even if the target is met by 2008,
the ownership structure will not be changed significantly if the state general corporations
(SGCs), the “white elephants” in Vietnam’s economy, are left intact. As of February 2005,
SGCs alone accounted for about 80% of the total capital, and about 60% of the total fixed
assets of all SOEs. This fact, together with the fact that the state’s retained share tends
to be high in large and strategically important privatized firms, implies that if there is
no significant change in the private sector, then by 2008 state ownership will still be the
dominant form of ownership in the economy.

The fact that the state maintains large shares in privatized firms complicates corporate
governance and the government’s regulations. The dual role of the state as the owner in
SOEs and privatized firms and as the only regulator makes the possibility of regulatory
capture more serious (Stiglitz 1998. See also Hellman and Schankerman 2000, and Hellman
and Kaufmann 2001). In short, the SOEs and privatized firms may attempt to use their
state ownership as a means of influencing the regulations that directly affect their profits.
The state, in caring about its share of the profit of SOEs and privatized firms, may design
distorted regulations that favor the firms in which its share is significant.

2.4 Vietnam’s Competition Policy
2.4.1 The Importance of Competition to Privatized Firms in Vietnam

There is a belief widely shared among economists that privatization improves the perfor-
mance of SOEs by creating better governance structures and incentive mechanisms. In
Vietnam, there are reasons to doubt that privatization alone creates the right incentives
for the managers of privatized firms. First, for many privatized firms the new board of
managers is essentially the same as the one before privatization.!® Second, there is no
change in management style in many privatized firms, especially those whose state share is
large. Third, the privatized firms commonly lack strategic investors since most of the shares
are either sold to insiders or retained by the state, and the role of strategic investors is
not emphasized during the process of privatization (Cuong T. Tran 2002, pp.2-3). Fourth,
since the stock market is underdeveloped, there is almost no take-over threat. Fifth, as

10 A new survey of 261 newly privatized firms in the South in 2002 reveals that in more than 80% of the
firms there was no change in management posts, both during and after the privatization (Hao G. Nguyen
2002).



in other economies in transition, the enforcement of regulations is very weak in Vietnam.
All these reasons make a strong case for promoting competition so that product market
competition can, to some extent, substitute for the lack of capital market discipline (Simon
et. al. 1999), the lack of incentive to innovative of the SOEs, the weak monitoring of share-
holders and creditors, and the weak enforcement of regulations. In addition, if competition
is brought about by lowering entry barriers, new firms will be able to enter the market so
that the substantial “dead capital” held by the people can be mobilized (de Soto 2000).

Competition is beneficial to consumers as well. With competition, there is pressure on
firms to improve product quality and introduce new products into the market. Consumers
who have preferences for quality and variety will greatly benefit from their freedom to
choose among more products and at more reasonable prices.

2.4.2 Vietnam’s Competition Law

The first competition law of Vietnam came into effect on July 1, 2005. The law has
chapters on prevention of anti-competitive practices, abuse of market dominance, merger,
consolidation and acquisition, and unfair competition. Nevertheless, it fails to address the
main sources of anti-competitive restrictions in Vietnam, which are the monopoly of the
SGCs and SEGs, the dominance of large SOEs, and the unequal treatment of the private
sector by state-owned banking and financial organizations. In this paper, therefore, we
refer to competition policy as the decision of the government to eliminate this unequal
treatment by reducing the gap in the effective costs. It seems that Vietnamese lawyers
have recognized this inadequacy. For example, the Director of the Law Department of
the Ministry of Trade writes: “It can be said that monopolistic enterprises are merely
established by administrative decisions, not by free and equitable competition. Therefore,
it is critical for Vietnam to control and limit state monopolistic enterprises.”

2.5 The New Enterprise Law and the Private Sector Develop-
ment

Vietnam embarked on the transition from a centrally planned economy to a socialist market
economy in 1986. As the term socialist market economy implies, the Vietnamese govern-
ment has been trying to develop a market economy while maintaining the socialist ideology,
characterized by the leadership of the Communist Party and the dominance of the state
sector in the economy. It is, therefore, not surprising that the private sector has not re-
ceived equal treatment relative to the state sector, even though it accounts for equal share
in GDP and higher share in both industrial output and job creation.

Recently, there have been efforts to improve the legal and institutional environment in
the private sector, of which the most notable and successful was the introduction of the new
Law on [Private] Enterprise (LOE) passed in 1999." Between January 2000 and December
2005, approximately 160,000 new businesses had registered compared with 45,000 firms in
the previous nine years (1991-1999). It was estimated that these 160,000 new businesses
created about 4 million new jobs and contributed US$16 billion in registered capital. It is
also estimated that on average it costs a private firm around US$ 4,500-6,500 to create a

"The first law on private enterprise was enacted in 1990 and titled the “Law on Private Enterprise” as
opposed to the “Law on State Enterprise”, which is still in use to govern the state-owned enterprises.



new job, whereas it costs a SOE at least US$ 13,500-18,000, i.e. three times as much.'?

Successes of the LOE 1999 can be attributed to its breakthrough in opening up Viet-
nam’s centrally planned economy to the energetic private sector. More specifically, the
LOE improves the business environment in at least three respects. First, it has changed
the licensing system and thereby greatly reduced the cost of obtaining a licence (or the
entry cost.) Before 2000, private businesses, had to apply, on average, to 34 different agen-
cies to obtain a licence. The procedure on average took 99 days and cost US$330. After
the enactment of the LOE, it takes businesses only two weeks (or even less) and costs
them about US$13 to obtain a business licence. Second, the LOE allows a much wider and
flexible scope of business activities. In the past, activities of private firms were restricted
to operations for which they were granted license. If firms wanted to change or add a
new business activity, they had to go through the entire process again. The new LOE,
in contrast, allows businesses to operate in all industries except those restricted by law.
Moreover, a new license is not required for changing or adding new activities. And third,
the LOE removes the minimum capital requirements, except for some special industries
(e.g., insurance and banking.)

Despite the above-mentioned successes brought about by the LOE 1999 (and perhaps
also the new unified enterprise law), there are still many obstacles on the way to a com-
plete level playing field for all economic sectors. The public sector continues to enjoy
many privileges. The private sector is still subject to discrimination and biased treatment.
Economically, problems relating to land access, credit and training remain unsolved. Po-
litically, the proper role of the private sector in the economy continue to generate heated
debates. Socially, society at large still maintains somewhat negative attitudes towards the
private sector.

3 Public and Private Firms in a Monopolistic Com-
petition Framework

In this section we adapt the well-known Dixit-Stiglitz model of monopolistic competition
(hereafter D-S) to capture the differential treatment given to public and private enterprises
by the Vietnamese government’s.?

3.1 Consumer Problem

The utility of the representative consumer is represented by the function:
n
U(xy,xo, ..., xTp) :fo (1)
i=1

where z; is the consumption of the " variety, n is the number of available varieties (or
the number of active producers,) and 0 < p < 1 is a constant representing the intensity of

consumer preferences for varieties. It can be shown that o = is the constant elasticity

of substitution between any two varieties.!'*. In this paper, the market competitiveness is

12 Vietnam Investment Review, No. 643, February 2, 2004.

13Note that privatization (and therefore privatized firms) will not be introduced until section 5. Also,
we are only concerned with the SOEs subject to privatization (i.e., in Groups 2 and 3).

140 < p < 1 implies that o > 1



measured by n.
Income of the representative consumer, denoted by Y, comes from endowment, which is
given to the consumer in the beginning of every period.'® The problem of the representative

consumer is:
n n
_ P _
manU = g x;  s.t. g pix; =Y
! i=1 i=1

where p; is the market price of the i** variety.
The marginal rate of substitution between any two varieties is equal to their price ratio,
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We assume that initially there are only two sectors in the economy: public and private.
The public sector consists of m identical SOEs and the private sector consists of (n —m)
identical private firms. The number of public firms m is exogenously given, whereas the
total number of active firms n is determined endogenously (see section 3.4). Public firms
are indexed 1 and private firms are indexed 2. Equation (2) then reads:

(e
o <p2> )

Substituting (3) into the consumer’s budget constraint and solving for z; and xs:

rT = pl_gY = pl_UY
mp1'=7 + (n —m)pa'= P (4)
Ty = p2_GY = pQ_UY

mp'=7 4+ (n —m)p,t—e P

l1—0o

where P = mp;' 7 + (n — m)py

3.2 Producers’ Problem

Our focus in this section is on the behavior of producers. As in D-S, we assume that
there are economies of scale at the level of variety. This assumption, together with the
assumptions about the preferences of the consumer for variety and free entry and exit of
firms, implies that each variety is produced by only one firm. In other words, the number
of varieties equals the number of active producers. We also assume that SOEs (private
firms) incur some fixed cost a; (a2) and a common marginal cost ¢; (c2). Each firm solves:

H;E%X(Pi —c)ri —a; = (pi — ¢
3

15For simplicity, we do not consider the labor market because it complicates the analysis without adding
much insights. See Aghion and Blanchard (1994) for an excellent analysis of labor market and the reallo-
cation of labor from the public sector to the private sector in transition economies.



where ¢ € {1,2}. If we assume that n is large and there is no strategic interaction among
firms (i.e., the aggregate price index P is taken as given by all firms), then each firm
maximizes its profit by equating marginal revenue with marginal cost:

pi<1 _ é) — (5)

Note also that in our model, the elasticity of demand for each good equals the elasticity of
substitution ¢ between any two varieties.

3.3 The Role of the Government

To simplify the analysis, the role of the government in this paper is restricted to only
two activities: (i) designing an institutional framework and its corresponding enforcement
mechanism; and (i) managing the SOEs (in section 4) or representing the public ownership
in privatized firms (in section 5). There is no taxation and the only source of the government
revenue is the profit of public firms (or the profit share in privatized firms). This revenue is
used for designing, implementing, and enforcing laws and regulation and subsidizing SOEs.
The remaining (if any) is kept by the politician and does not affect consumer welfare.

The government has a certain degree of discretion over the design of institutional
arrangements so as to achieve its objective. It is assumed that both the marginal costs
(¢1, c2) and fixed entry costs (aq, az) of public and private firms are subject to govern-
ment’s manipulation. In sections 3 and 4, the institutional framework is assumed to be
given. The active role of the government in designing institutions (e.g., competition law)
to serve its goals will be considered in section 5.

3.4 Market Equilibrium

Equilibrium is characterized by three conditions: (1) all firms maximize their profit; (2)
the representative consumer maximizes her utility; and (3) due to free entry and exit, the
marginal firm just breaks even. Conditions (1) and (2) have been considered in the previous
sections. This section is devoted to the third condition.

Now we introduce a modification from the standard D-S model. We assume that public
and private firms are asymmetric with respect to both marginal and fixed costs.

Note that, in equilibrium, the price and quantity are the same for all firms within each
sector. The break-even condition of the marginal firm n, which is a private firm, can be
written as:

(p2 — c2)z2 = ap (6)
where ¢y is the marginal cost and as is the fixed cost of the marginal private firm.
Substituting p; and pe from equation (5) into equation (4) gives:

o—1 a’Y
X _=
' o mpi'=7 + (n—m)p'~7 (7)
o—1 Y
Ty =

o mp'77 + (n—m)pyt—7

Using equation (5), (6), and (7), it can be shown that the number of active producers
in equilibrium is:
Y
n=—+m(l—c"7) (8)
oag
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c
where ¢ = — is the marginal cost ratio that reflects the asymmetry in marginal costs

Co
between the SOEs and private firms.
Substituting n from equation (8) back to (7) gives:

(0 — 1age,

Ty = lea
2 (9)
—1
gy = (0 —1)a
Co

Note that z; and x5 depend only on the substitution elasticity and the cost structure of
firms and do not depend on n.
Substituting z1, z2, and n back to equation (1) gives:

—1)5Y
U= % (10)
oas Cy°

Since all private firms are symmetric, their profits are all the same and equal zero, i.e.
e = 0. The profit of the SOEs (), however, can be positive or negative, depending on
the initial cost asymmetries in the economy. It is easy to show that:

m=(p—c)r —a; =c %ay —a; (11)

The profit of the SOEs (and, therefore, government’s revenue) and the utility of the
representative consumer are both functions of the cost asymmetries in the economy. It is
therefore possible, and presumably desirable, for the government to manipulate ¢y, co, ay, as
so as to achieve whatever goal it might pursue. The government can manipulate the relative
costs applied to the SOEs and private firms by crafting appropriate institutions (North,
1990) or simply by imposing differential fees on public and private firms.

4 Competition Policy and Its Impacts

Our model captures an important feature of the Vietnamese business environment, i.e. the
SOEs and private firms have very different costs of doing business. This difference in costs
comes about partly because the government designs different sets of law and regulations
for private and public firms.! We start our analysis of the impact of competition policy
by making three key assumptions, all of which are well supported empirically. First, to
reflect the relatively productive inefficiency of the SOEs compared to private firms, we
assume that initially ¢; > cy. Second, we assume that a; < ay. This difference in the fixed
cost reflects the biased treatment against the private sector in Vietnam as discussed in the
introduction. And third, the government can, at least to some extent, manipulate the cost
structures faced by both public and private firms. In the following, competition policy is
referred to as the government’s decision to level the playing field of both sectors, i.e. to
reduce the gap in the effective costs facing private and public firms (i.e., narrow the gaps
between a; and ay and between ¢; and c.)

As noted by Blanchard and Giavazzi (2001), many regulatory barriers to entry are in
the the form of legal and administrative restrictions on entry rather than monetary costs.

16In Vietnam, there are two separate sets of law: Private Enterprise Law and Public Enterprise Law.
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It follows that a; and as can be interpreted as shadow costs. One way to think about the
fixed-cost gap (az —ay) is that it is a pure waste due to government regulation or differential
treatment of the private sector. For example, private firms have to devote more time to
fulfill bureaucratic requirements, or they have to pay higher fees and to bribe tax collectors
and official inspectors. The gap in the marginal cost (¢ - ¢2) comes from two main sources:
the difference in the X-efficiency between public and private firms and the government’s
biased treatment against private firms. For example, private firms are subject to higher
interest rates when they borrow from the state commercial banks, or they have to pay
higher prices for certain inputs provided by the SOEs.!”

4.1 Welfare Effect of Competition Policy

This section studies how competition policy affects the utility of the representative con-

)

sumer and the profit of producers. From equation (8): n = — 4+ m(1 — ¢ 77), it follows
ga9

9, oUu
that a_n < 0. It can also be verified from equation (10) that e < 0. Market competi-
as P

tiveness in equilibrium, measured by the number of active firms (n), also depends on the
on

Oc

rise to a higher level of consumer utility in equilibrium (i.e., e <0.)
Co

asymmetry in marginal costs (i.e., > (.) It is easy to show that a lower value of ¢, gives

on on ou ou
Lemmal — <0, — <0, — <0, and — < 0.
das ey Oas decy
Now let us consider the effect of competition policy on the profit of active producers.
In long-run equilibrium, all private firms receive no profit (m, = 0.) It is straightforward

0 0
to verify that AL 0, and 972 0. In the long run a higher ay keeps private firms from

8a2 802

entering the market, and a higher ¢, forces some private firms to exit.

As for public firms, their profit is given by m; = ¢!~ ay—a; (equation (11)). Government
revenue is the sum of all SOEs’ profit and is given by: mm; = m(c*~%ay — a1). That is, the
profit of public firms (and, therefore, government revenue) depends entirely on the cost
structures of the economy. From equation (11):

Lemma 2
871'1 871'1 871'1 8771

— <0, — <0, —>0, — >0; 12
801 ’ 8@1 ’ 802 ’ 80,2 ' ( )

that is, public firms benefit both from a reduction in their own costs and from an increase
in the costs of private firms.

4.2 Selection Effect of Competition Policy

We already see that lower values of as and ¢y lead to higher n, or equivalently, more
private firms in equilibrium. This section considers the effect of competition policy on
market shares of public and private firms in equilibrium. Market share is measured in

1"We assume that the revenue received from imposing higher input prices and interest rates on private
firms does not affect the consumer welfare directly.
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terms of quantity rather than expenditures. Let us first consider the effect of competition
policy on the market share of public firms.
(c—1)

o— 1)ascy? a
% and z9 = 2. Thus, the market share of
c

From equation (9), 1 =
2 C2

any one public firm is given by:

T c? 1

S1 —

—may + (n—m)z, T me + (n—m) T m+t (n—m)c” (13)

Given ¢; and cq, a decrease in the fixed cost of entry as results in an increase in n,

s
and therefore a decrease in the market share of each public firm (i.e., RALEES 0.) Moreover,

8&2

0s
given asq, it can be shown that 8_1 > 0; that is, a decrease in ¢, will also lead to a reduction
Co

in market share of each public firm.
Now consider the effect of competition policy on the market share of all public firms,

which is given by:
m

A — (n—m)c®

(ms) < 0, or equivalently, (ms) > (; and that (ms) > 0.
on s Co

That is to say, a more competitive environment (i.e., lower as and ¢y) deceases the market
share of the public sector. We refer to this consequence of competitive policy as the selection

effect.

It can be verified that

681 851 a(msl)
L 3 —>0,—>0
ermma 8a2 ’ 802 ’ Gag

d(msy)

> 0.
802

> 0, and

4.3 Output Effect of Competition Policy

Let @ be the total output produced by both public and private sectors. It can be shown
that:
c—1n—-m(l—-c?)Y

o n—m(l—c=9)cy

(14)

Q=mx1+ (n—m)xy =
Now consider the effect of a competition-enhancing policy on ). We know that:

—1 nd
PN G V%

l1—-o
)
—1
£y = (0 —1)a
Co
Y
n = —+m(l—c")

oa9

A decrease in asy therefore has two effects. It increases the number of firms in equilib-
rium, but it decreases both x; and 5. It is straightforward to show that the combined
effect of a decrease in a, is an increase in the total quantity @.*®

As for co, there are also two opposing effects associated with a reduction of ¢;. A lower
value of ¢, increases n and x5, but it decreases x1. The overall effect is unclear and depends
on the value of Y, which is given exogenously.

180ur model abstracts from the labor market, but if we assume that a higher output is associated with
a lower unemployment rate, then this result implies that a competition-enhancing policy that reduces the
entry barrier will contribute to job creation.
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Lemma 4 8_@ < 0.
a2

4.4 Cost-Reduction Effect of Competitive Policy

There has been a consensus that public firms often lack the incentives to improve their
efficiency when they are shielded from market discipline. In this section, we show that
private firms have stronger incentives to invest in technological innovation in order to cut
costs. We also show that the presence of innovative private firms will press SOEs to improve
their efficiency if they do not want to be driven out of the market.

Suppose that firm ¢ can reduce its marginal cost from ¢; to (¢; — e;) by incurring an

effort cost 56?, where e; is the effort level of firm ¢ and ¢ € {1,2}. Consider the situation

in which a private firm chooses p, and €, to maximize its profit.!% Again, assume that
n is large and there is no strategic interaction among firms. These assumptions imply
that the deviating firm take n and the prices of all other firms as given.?’ In other words,
P=mp " 7+ (n—m—1)p' 77 + P17 is taken as given. The firm’s maximization problem
is:

. . . 0 o
1;21%2((]92 — ¢y +€2)z2(D2) —as — 562

o 5y 5
max(py — 2 + gg)pQ —ay — =6

b by P 2

First-order conditions give:

. . 1 N
P2 p2(1—;)202—62

~ 15
& 2 Y _g )
2 T p 2
These two conditions imply:
oP N
€9 (16)

(2—e) " =—F— <o
(F55)

The solution to the above equation is illustrated in Figure 1. However, the LHS curve
and the RHS line intersect at two points. To decide the value of €, that maximizes T, we
need the second-order condition.

The second-order condition with respect to ey reads:

8(02 — /6\2)70 B or <0
e, < o )UY ’
oc—1

meaning that at e} the slope of the LHS curve must be lower than the slope of the RHS
line.

19T am grateful to Richard Arnott for his advising me to go into this direction. This is also the approach
adopted by Aghion and Schankerman (forthcoming, 2004).

20We do not have to worry about the change in n since in equilibrium, both p; and z; are independent
of n.
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LHS, RHS

(ca—€2)™7

3

Figure 1: The optimal level of effort e}

Now assume that a public firm can also exert an effort level e; in order to reduce the
marginal cost to (¢; — €1). It is straightforward to show that e is the solution of the

following equation:
oP ~

(a—e) " =—F——=76 (17)
(55)

€; and ¢} are illustrated in Figure 2. Clearly, ¢f < €5.2! The intuition of this result
is simple. Since the profit gains from cost reduction are proportional to market share, a
public firm with lower market share has less incentive to exert effort to reduce cost.

Sk
~ € .. . .
€ < € implies a higher cost ratio ¢ = :t This in turn implies that both profit and

€2
market share of public firms are decreased (see equations 11 and 13.)

Lemma 5
Oe¥

(%Z. <0=e€;>¢€] (18)

Another way to see the effect of the cost-cutting effort made by private firms on public
firms is to find the effort level that needs to be made by public firms to maintain their
profit. This effort level e; is such that:

> \1— l—0o
@) Ua a; = 9 a a
g2 — a1 2 — 1
>x\1—0o 1—0o !
c2(€3) 2
or equivalently:
T —€ C1 €1 (19
% o >~ )
Co — €9 Co €9 Co

21 This result is interpreted by Aghion and Schankerman (2004) as reflecting the market share effect. In
Boon (2004) terminologies, public firms adopt a defensive (or downsizing) strategy whereas private firms
follow an enterprising strategy.
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LHS, RHS (c2—€2)™7 (c1—€1)~7

Figure 2: The optimal level of effort €} and e}

If we maintain the assumption that public firms are less efficient than private firms
(i.e., ¢; > ¢3), then equation (19) implies that to maintain the same level of profit, public
firms have to exert a higher level of effort than private firms. We refer to this effect as the
innovation pressure effect.

4.5 Subsidization of the SOEs

As in the previous section, assume that private firms exert effort level ey to reduce cost
from ¢y to (co — e3). As has been shown, both profit and market share of public firms are
decreased as the result of a higher effort level made by private firms. Obviously, without
the help from outside, competition will potentially drive public firms out of the market.
Facing this challenge, public firms seek help (e.g., subsidy) from the government — their
traditional protector. Note that public firms’ request for subsidies squares well with the
government’s political goal of maintaining a large and vibrant public sector. Public firms
can also mitigate the challenge of competition by bribing the politician so that he creates
new laws and regulations that impose higher costs on private firms. In this section, we will
consider the effects of competition policy on the amount of subsidy given to public firms
by the government. The bribing issue will be considered in the next section.

By expending an effort level €} firm ¢ reduces its marginal cost to (¢; — €f). But since
e; > e}, private firms gain more market share and drive down both the market share
and the profit of public firms. If the government wants to maintain a significant public
sector for political reasons, it then has to subsidize public firms (the so-called “soft-budget
constraints”.) To maintain the same level of profit for public firms the government has to
give each public firm a subsidy S:

l—0o ~>\1—0
G (c1 —€7)
S = |:_10'a2 —a1| — —(02 — ,6\5)1_(7&2 — ay

[ci(er — &)t
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Clearly, g—S > (. That is, the higher the initial cost of entry (or the lower the compe-
a

2
tition), the higher the subsidy that needs to be given to each SOE to maintain its profit
level 22

Lemma 6 8_ > 0.
5’@2

4.6 State Capture and the Competition Trap

As has been shown in previous sections, public firms clearly benefit from an institutional
environment that limits competition. An increase in the marginal and fixed costs imposed
on private firms unambiguously increases the profit and market share of public firms. In
contrast, private firms are clearly harmed by such an environment. This fact explains
the motivation of both public and private firms to lobby the government to create laws,
regulations, and practices that drive costs in the direction they desire. Following Grossman
& Helpman (2001) and Aghion & Schankerman (2004), this section uses a simple political
economy model in which both special interest groups (i.e., public and private firms) can
capture politicians.?? For simplicity we assume away the free-rider problem emerging from
the collective action of public and private firms. We will show that if the politician is
corruptible and if competition is initially low, then the economy may be trapped in this
low competitive status.

The variable of interest in this section is the fixed cost as borne by private firms.?* It is
assumed that public (private) firms attempt to bribe the politician to increase (decrease)
the fixed cost as imposed on private firms. The politician, however, can receive the bribe
from either side.

First, let’s consider the political cost to the politician if he receives a bribe from either
side (i.e., public or private firms.) Assume that the politician’s pay-off is proportional to
the utility of the representative consumer when he does not receive a bribe from either side.
Specifically, if the politician is not corruptible, his payoff is AU(ay), where \ is a positive

ou
number. It follows that the politician’s cost of taking the bribe is: b(az) = A #
5)
where ay is the initial policy. Substituting U from equation (10) gives:
oU Mo —1)7Y
b(CLQ) _ ‘)\ (CLQ) _ (U L_l) —
dagy 0-2020 ay°

Public firms are successful in bribing the politician to adopt a policy that increases
ay if and only if their bribe fully compensates the politician for cost of imposing such a
policy, including the political cost b(az) and the opportunity cost of forgoing the bribe from
private firms. This condition amounts to:

m%>(n—m)

0@2

Oy

ety + b(ag) (21)

a5
22T can also be shown that e can be positive or negative, depending on the value of the parameters.
C2

23For empirical evidence on government capture, see Hellman and Schankerman 2000, and Hellman and
Kaufmann 2001.

24Tt is straightforward to extend the analysis of this section to include marginal cost asymmetry.
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The LHS is the increase in the total profit of public firms as a result of a marginal
increase in as. It is also the maximum amount that public firms are willing to bribe
the politician in exchange for a policy that imposes a higher fixed cost on private firms.

Similarly, the first term on the RHS ((n —m) i

0@2
of private firms as a result of a marginal increase in a,.? It is also the maximum amount
that private firms are willing to bribe the politician in exchange for his not imposing a
higher fixed cost to them. The second term on the RHS [b(as)] is the political cost to the
politician if he accepts the bribe from public firms.

Equation (21) can be rewritten as:

) is the decrease in the total profit

o—1

Mo—1)7Y
mcl_o—%—(n—m) >0
02¢y7 ay”
Mo—1)7Y
Define ¥(as) = mc' = — % — (n —m). Note that ¢’(az) > 0.
02Cy7 ay°

Let aj be the value of ag such that ¢(a}) = 0. ¢'(ag) > 0 implies that if initially as > a3,
then public firms are successful in bribing the politician to increase ay. The intuition of
this result is that, if ay is initially high (i.e., the competition is initially low), then the cost
of reducing as (i.e., more competitive environment) to public firms is high. It is therefore
desirable for public firms to bribe the politician to keep a, unchanged, or even to increase
as so as to prevent private firms from growing (in terms of both number and market share.)

Lemma 7 If the fized entry cost is initially high (meaning competition is low) then the
public firms can succeed in bribing the politician for protection. As a result, the economy
15 trapped in a low competition economy.

Arguably, given the industry and ownership structure in Vietnam (see 2.3), private firms
are more likely to incur higher cost of collective actions because of free-rider problems. This
means that a low competition trap is more likely to occur.

4.7 The Endogenous Demand for Competition

It is clear that there is a conflict of interests between the private and public sectors. Private
firms want lower values of ay and ¢o. In contrast, the SOEs want, not only higher as and
c9, but also lower a; and ¢;. There is also a conflict of interest between consumers and the
public sector: Consumers demand a higher level of competition since it gives rise to more
product varieties while the public sector wishes to be protected from competition.

These conflicts present a dilemma, for the government. On the one hand, the government
has reasons to protect public firms from competition. The profit of SOEs is one of the most
important sources of government revenue. Politically, the credibility and legitimacy of the
government depend on the performance of public firms relative to private firms. The
legitimacy of the communist party-state is also greatly influenced by its ability to maintain
the significance of the public sector (measured by its contribution to GDP), its market
share, and its ability to create jobs, compared with the private sector. By having its citizens
beholden on the SOEs for jobs, the government’s support and control of power are more

25Gince we only consider the effect of a marginal increase in ag, the entry effect is ignored.
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secure. Moreover, a paternalistic government has a vision of a good life, and by maintaining
a large and vibrant public sector, it has more control over where the economy, and more
generally, where the society are headed. On the other hand, the protection of the SOEs
from competition by creating an unequal playing field is very costly to the government. The
“artificial” profit of the SOEs (artificial in the sense that this profit would have diminished
without government’s support) is achieved at costs to both consumers and private sector.
That is, the unequal treatment of the private sector by the government potentially creates
a huge welfare loss. Moreover, in relying on the protection of the government, the SOEs
lack incentives to improve their performance. As a result, the government has to spend a
huge amount of money to subsidize SOEs merely to maintain their performance. As shown
in equation (20), the amount of subsidy is increasing in the fixed cost imposed on private
firms. In summary, we have the following Proposition:

Proposition 1 An competition policy that is protective of the public sector and biased
against the private sector creates many costs for the economy. These costs include: (i) a
loss in consumer welfare; (ii) a reduction in private firms’ profits in the short term and
a welfare loss caused by hindering them from entering the market in the long term; (iii)
inefficient SOEs that cannot compete effectively with private firms; (iv) a fiscal burden on
the government because of its subsidization of the SOEs; (v) corruptible politicians; and
(vi) a low-competition trap.?s

It is worth emphasizing that as the gaps between ay and a; and between ¢y and ¢; grow,
these costs also increase. These growing costs then give rise to an endogenous demand for
a welfare-enhancing competition policy.

5 Government Types, Privatization and Competition
Policies

Suppose that the government, facing growing pressures for privatization, decides to priva-
tize all SOEs. In this section we show that competition and privatization alone are not
the panacea for the efficiency problems created by the public sector. Specifically, we show
that the implementation of competition and privatization policies depends critically on the
type (or the objective) of the government. To this end, one simplification and another
modification from the standard D-S model are introduced. First, to simplify the analy-
sis, we now assume that all firms (both public and private) are symmetric with respect
to the marginal cost, which is normalized to 1. We continue to maintain the assumption
that there is an asymmetry in fixed cost between privatized firms and the private firms.
Second, we deviate from the standard D-S model by assuming that this fized-cost asym-
metry between privatized and private firms depends on the degree of privatization of the
SOEs. As discussed in the introduction, this difference in the fixed cost reflects the biased
treatment against the private sector in Vietnam (note that the government still maintains
partial ownership in privatized firms.) Let 1 be the index of m privatized firms, and 2 be

26We have not considered some other costs that are important to the economy. One is the efficiency
cost resulting from driving private firms out of the formal sector and into the informal sector (see Vu and
Nguyen, 2004). Another is that because public firms are shielded from competition, and private firms are
constrained by unfair competition policy, they are both unprepared for the competition from foreign firms
as Vietnam integrates more broadly into the world economy.
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the index of (n — m) private firms. Then our assumption amounts to: as(a) > aj(a) V
a € [0,1], where « is the portion of private ownership in the privatized firm, or the degree
of privatization. We should be careful about the interpretation of the fixed cost in this
section. Since it is now assumed that all firms employ identical technologies, the difference
in the fixed cost assumed in this section is attributed only to the government’s unequal
treatment of private and public ownership.

5.1 Government’s Motivation in the Privatization Program

Given our assumptions, the profit of all private firms is still zero (w9 = 0). The profit of
a public firm now is: m = as(a) — a1(«). It follows that the consumer’s profit from her
shares in privatized firms is mafas(a) — aq1(«)], and the government’s revenue is m(1 —
a)laz () — ax(@)].

The utility of the representative consumer now is:

(c-1)%Y

olaz ()]

where Y is the income of the representative consumer, now coming from two sources: initial
endowment I and profit shares in privatized firms. That is, Y = I + majas(a) — a1(a)].
Substituting Y back to the expression of U, it can be shown that in contrast to the result

in section 4.1, — now can be positive.?” That is, a decrease in as generates two opposite

3@2

effects on the utility of the representative consumer. On the one hand, a lower value of
as generates more product varieties in equilibrium, thereby leading to a higher consumer’s
utility. On the other hand, a reduction in ay negatively affects the profit of privatized firms
in which the consumer holds shares.

This result sheds some light on the motivation of the Vietnamese government in its
privatization program. It is quite possible that the privatization program is considered
by the Vietnamese government only as a compromise solution to its dilemma discussed
in section 4.7. By partially privatizing the SOEs the government can potentially achieve
several goals at the same time. It can realize some of the economic benefits of a market
economy (e.g., improving consumers’ well-being, enhancing the performance of the SOEs)
without transferring power to the hands of private individuals. It is worth mentioning that

U
when — > 0, the consumer will side with public firms in promoting unfair competition
%)

policy that imposes higher cost (i.e. higher ay) to private firms.

The above analysis of the welfare effects of partial privatization warrants further discus-
sions. Superficially, it seems that by partially privatizing the SOEs together with increasing
az, the government can improve consumer welfare in some cases (see footnote 27) and in-
crease its revenue. Note, however, that these welfare improvements come at a cost of
private firms. Private firms suffer from profit loss in the short term and are forced to exit
in the long term. It is also worth mentioning that there are two sources of distortion in
our model. The first is monopolistic competition. The second results from the fact that
high-cost public firms remain active thanks to the high cost of entry. In addition, the model
does not capture the distribution of profits created by privatized firms. In reality, since

27 OU
(9(12

> 0 if aomay > 1.

20



most of the shares (and therefore profits) in privatized firms is concentrated in the hands
of very few individuals, an increase in as will clearly benefit only a handful individuals at
the cost of the population at large. Moreover, this handful of early winners may then turn
into the blockers of further reforms.

The profit share of the government in the privatized firm and the utility of the represen-
tative consumer are both functions of the degree of privatization «. It is therefore possible,
and presumably desirable, for the government to choose « so as to achieve whatever goal
it might pursue. The government’s goal, however, depends on its type. In the following
subsections, we will consider different types of government, the associated objective, and
the consequences of its choice of a.

5.2 A Rent-seeking Government

To reflect the rent-seeking government’s bias against the private sector, we assume that the
government creates institutional arrangements and policies so as to make the fixed cost of
private firms higher than that of partially privatized enterprises. We assume further that a
higher degree of privatization (higher «) is associated with a higher cost for the privatized
firm and a lower cost for private firms. This assumption is justified on the ground that as
the degree of privatization increases, the government’s stake in privatized firms decreases.
As a result, the government does not care that much about protecting privatized firms.
That is, we assume:

Al az(a) > a1(a) >0 Vae(0,1)
A2 ¢ adh(a) <0,d(a) >0 YVael0,1]
A3 ¢ oax(1) = ay(1)

Assumption (A1) captures the government’s differential treatment towards the private
sector. Assumption (A2) reflects the possibility of regulatory (or state) capture by firms
with partial state ownership.

The rent-seeking government wants to maximize its profit with respect to its ownership
share in privatized firms. It solves the following problem:

max mmg(a) =m(l — a)faz(a) — ar(a)]

Under assumptions (Al), (A2), (A43):

Ty (@) = - [ag(a)v— ai(a)]+ (1 — ) [a5(a) . aj(a)] <0 Va#1

(=) (+) (=)

That is, to maximize its profit from the privatized firm, the rent-seeking government
chooses @ = 0. In other words, the rent-seeking government thinks of the SOEs as “cash
cows” and tries to exploit them fully to accommodate its financial needs. Moreover, the
rent-seeking government also wants to raise the fixed cost ay applied to private firms.?

Proposition 2 A government that wants to extract rent from business firms chooses not
to privatize profitable SOEs and, at the same time, promotes institutional arrangements
and policies that increase the costs to the private firms.

28This conclusion may change if the managers share some of the rent (e.g., see Vu 2004).
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5.3 A Benevolent Government

The benevolent government seeks to maximize the utility of the representative consumer?

It solves the following problem:

(0 — 1) {1 + mafas(a) — ar ()]}

2
1
(e}

max U =
o olas(a)]

5.3.1 Case 1: ay(a) = a1(a)

In this case the government is both benevolent towards the consumer and friendly to
the private firms. This type of government wants to remove all privileges of the SOEs
and completely level the playing field between the public and private sector. In terms
of the model, it sets as(a) = a;(a). To maximize the consumer’s utility, the benevolent
government needs to minimize the fixed cost of the private firms by reducing obstacles, i.e.
by being friendly to the private sector. If we continue to assume that a(a) < 0, then to
minimize as(«) the government sets o = 1, i.e. fully privatize the SOE.

Proposition 3 Under the condition that the public and private firms enjoy equal treat-
ment, the benevolent government chooses to privatize all SOEs completely to mazximize the
welfare of consumers.

5.3.2 Case 2: as(a) > a(o)Va € (0,1)

For simplicity, assume that I = 0 and let A(«) = ag(«) — a1(a). The government solves:

alag(@) —am(e)] _ aba)

T @) ()

If we assume an interior solution, then after manipulating the FOC, we find that the
optimal degree of privatization o* is given by:

. caz(a*)A(a*)
O = L) Aar) = sas(an) A (a) (22)

e The Relationship Between Privatization and Competition Policy:

The question of interest in this subsection is the following: “What is the effect of
changing the cost gap A(a) on the optimal value a*?” In other words, we want to sign
N (o). From equation (22), we can find the expression for A'(«) as:

A(a")| Zdh(a) = ax(a”)

N(a®) = (23)

aas(a*)
oas(a*)

implies that A’(a*) < 0, meaning that as long as the government’s public policies are

Under mild assumptions: ag(a*) > a1(a*) > 0 and a)(a*) < , equation (23)

29The assumption that the government is benevolent towards consumers does not exclude the possibility
that it is hostile to and therefore biased against the private firms.
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consistent (i.e., the government cares about consumer welfare) then a pro-competitive
policy consequently leads to a higher degree of privatization.®® As has been shown in
section 5.3.1, if the government removes all privileges of the SOEs and completely levels
the playing field between the public and private sectors, full privatization of all the SOEs
will follow. In this sense, A'(a*) < 0 implies that competition policy is substitutable for
the privatization program.3!

Proposition 4 If the government cares about the welfare of consumers, then a competition
policy aimed at leveling the playing field between the public and private firms is substitutable
for the privatization program.

In summary, under plausible conditions the extent of unequal treatment of the public
and private firms negatively affects the degree of privatization, and therefore the compet-
itiveness of the market in equilibrium. Stiglitz (1998, 1999) advances the idea that if a
country cannot proceed with privatization effectively, it can promote competition as a sub-
stituting policy to improve economic efficiency. The result of the Proposition 4 confirms
Stiglitz’s insight. In this context, the result of Proposition 4 can be interpreted as saying
that if the government promotes a more equal status between the public and private own-
ership, then to maximize the consumer’s welfare, the benevolent government would choose
a higher degree of privatization. In other words, a policy aimed at leveling the playing
field, and thereby creating a fair competitive environment between the public and private
firms, will promote a more radical privatization program. In this respect Stiglitz is correct.
However, as the result of Proposition 2 in Case 1 suggests, he is completely correct only if
the government is benevolent and cares about the welfare of consumers.

6 Concluding Remarks

In this paper, we provide a positive theory to address the issue of substitutability and
complementarity between privatization and competition policies in Vietnam’s transitional
economy. Our study is motivated by two groups of studies. The first group consists of
studies suggesting that institutions matter greatly and therefore should be incorporated
into formal economic models. The second group consists of empirical and theoretical papers
that generate opposite findings and predictions about the interaction between privatization
and competition policies in transition economies. We attribute this unsettled situation in
the literature to the fact that most of the studies abstract from the specific political,
economic, institutional, and social context of the studied countries.

Unlike other studies concerned with the relative effects of privatization and competition
on the performance of privatized firms, we are interested in the question of how a govern-
ment combines the two policies so as to achieve its objectives. To answer this question,
we use the Dixit-Stiglitz model of monopolistic competition and modify it to capture some
particular features of Vietnam, one of the most important features of which is the favored
treatment by the government of the public sector because of its socialist ideological bias.

30Tt is worth emphasizing that in the following, we have not assumed anything about the functional
forms of a;(a) and az(a), except that az(a) > a1(a) > 0V € [0,1] (i.e., we only keep assumption Al
while relaxing assumptions A2 and A3.)

3n contrast, A’'(a*) > 0 means that a competition-enhancing policy alone is not enough to result in a
higher degree of privatization and a radical privatization program is necessary.
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We discuss the various kinds of unequal treatment and note that the resulting higher costs
of doing business to private firms as the major sources of anti-competitive restrictions in
Vietnam. Accordingly, we define competition policy as the government’s decision to reduce
the cost gap between the private and public sectors. The critical assumptions that drive
the results in this paper are that: (1) The representative consumer exhibits preferences for
variety; (2) Private firms are relatively more efficient than public firms in the sense that
they face a lower marginal cost; and (3) The government can, at least to some extent, ma-
nipulate the cost structures faced by the public, privatized, and private firms. Moreover,
it is assumed that the fixed-cost gap between the private and privatized firms is negatively
related to the degree of privatization (because the government cares about the profits of
the state’s share in privatized firms.)

Three results stand out. First, an unfair competition policy causes losses to consumers’
welfare, private firms’ profit, and the government’s budget (because of subsidies given to
unprofitable SOEs). These burdens then give rise to an increasing pressure for privatizing
inefficient SOEs. Second, although competition and privatization are necessary conditions
to improve the efficiency of the SOEs and the consumer welfare, they are not sufficient.
And third, we show that the implementation of the competition and privatization policies
depends critically on the type (or the objective) of the government. A rent-seeking gov-
ernment that wants to extract rent from business firms chooses not to privatize profitable
SOEs and, at the same time, promotes institutional arrangements and policies that put
excessive costs on the private firms. In contrast, a market friendly government chooses to
privatize all profitable SOEs completely. Finally, if the government is benevolent and cares
for the well-being of consumers, the competition policy aimed at leveling the playing field
between the public and private firms will be substitutable for the privatization program.

In addressing the main issues of the paper, namely the endogenous demand for a
competition-enhancing policy and its relationship with a privatization program, our model
has been simplified in several ways. In particular, our model abstracts from the labor
market and a complete treatment of the government behavior. We have not considered the
labor market because for our analytical purpose it complicates the analysis without adding
much insight. However, if one is concerned with the impact of a privatization-enhancing
policy on employment (which is a very important policy issue), a complete treatment of
labor market is essential.®> To simplify the analysis, we have also made somewhat ad
hoc assumptions about the manner in which the government revenue is spent. Clearly,
this potentially affects results of our welfare analysis. This shortcoming of the current pa-
per points to the need of developing a satisfactory theory of the government in transition
economies, which we are clearly still lacking.

320ur model (section 4.3) does say something about the impact of a competition-enhancing policy on
output and, therefore, on employment. See Blanchard & Giavazzi (2003) for an analysis of the macroeco-
nomic effects of deregulation in both goods and labor markets in Europe. Also, see Aghion & Blanchard
(1994) for an excellent analysis of the reallocation of labor from the public sector to the emerging private
sector in transition economies.
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7 APPENDICES

7.1 Partial and Gradual privatization in Vietnam?®?

Stage 1 (6/1992-4/1996): Voluntary Privatization:

In 1992, the year Vietnam started its pilot privatization program, Vietnam had about
5,800 state-owned enterprises (SOEs). The pilot program was designed to privatize small
and medium-size SOEs that satisfied the following three conditions:

1. They were profitable or potentially profitable,

2. They were not strategically important, i.e. the government did not need to maintain
100% state ownership, and

3. The managers and workers in these firms could voluntarily participate in the pilot
program. It can be deduced from these criteria that Vietnam is following a two-stage
privatization approach in which small SOEs are privatized first, followed by larger
SOEs. The results of this pilot program were minimal: in 5 years, from 1992 to 1996,
only 5 SOEs were privatized.

Stage 2 (5/1996 - 5/1998): Expansion of the Pilot Program:

In 1996, after evaluating the results of the pilot program, the government decided to
expand this program, and for the first time showed a strong commitment to privatization.
The first legal framework for privatization in Vietnam was also introduced to facilitate

the privatization process. However, once again the results were far below expectations:
between 1996 and 1998, only 25 additional SOEs were privatized.

Stage 3 (6/1998 - 5/2002): Acceleration of the Privatization Program

Since June 1998, the experimental program has been replaced by a more ambitious
privatization plan in which SOEs are no longer given the option to participate in the
privatization program. The government classifies all SOEs into three groups according to
their level of importance.

Group 1 consists of public enterprises that are strategically important and should there-
fore be put under complete state ownership and control. SOEs in this group are not subject
to privatization.

Group 2 consists of SOEs in industries that the government wants to keep controlling
(or golden) shares if they are privatized.

Group 3 consists of all remaining SOEs, which can be privatized by one of four methods:
(1) keeping the state shares intact and issuing new shares (i.e. corporatization); (2) selling
part of the state shares; (3) detaching and then privatizing parts of a SOE (mostly applied
to the state general corporations); and (4) selling off all state shares to workers and pri-
vate shareholders (mostly applied to loss-making SOEs). The progress of the privatization
program during this stage was more impressive. Between 6/1998 and 5/2002, 845 SOEs
were privatized. To summarize, by 5/2002 the Vietnam’s government had privatized 875
SOEs, i.e. about 15% of the total number of SOEs, with capital amounting to about 2.5%

33This section is written based on Nguyen, Huy V. (2002), “Equitization and Ownership Diversifica-
tion of SOEs”, in Proceedings of Post-FEquitization in Southern Provinces, Central Institute for Economic
Management, Ministry of Planning and Investment
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of the total capital of all SOEs.

Stage 4: Continuing Privatization Program

It was projected that the number of SOEs would fall to 2,000 by the end of 2005,
i.e. before Vietnam’s participation in the Asian Free Trade Association (AFTA) under full
terms and conditions. Given the slow pace of privatization, in 2002 the government decided
to jump start the privatization program by issuing Decree No. 64/2002/ND-CP, replacing
Decree No. 44/1998 /ND-CP, to improve the legal framework for privatization. There are
several notable points about this new Decree. First, privatization is further decentralized,
with more authority given to line ministries, local government, and the general corpora-
tions. Second, compensation funds are created for compensating and retraining dismissed
workers and for facilitating privatization. Third, non-strategic SOEs whose capital is under
VND 5 billion are threatened with liquidation if they oppose privatization®*. Fourth, the
upper share limit imposed on foreign individuals and organizations is increased from 20

In November 2004, the government issued Decree No. 187/2004/ND-CP, replacing
Decree No. 64/2002/ND-CP. This Decree helps overcome problems related to SOE’s bad
debts (both receivable and payable). More importantly the Decree clears the way for
applying market methods to the evaluation of SOEs subject to equitization (e.g., public
biddings, and independent - even foreign - audits.)

7.2 Criteria for SOE classification

According to Decision No.58/2002/QD-TTg, dated 26 April 2002, of the Prime Minister,
on the criteria for classification of SOEs and SGCs:

1. The State will hold 100% charter capital in two groups of SOEs. The first group
consists of SOEs that engage in business activities in domains where the state needs to hold
the monopoly position; in key sectors and fields, producing important products. In terms
of capital requirements, these SOEs must: (i) have at least VND 20 billion of state capital;
(ii) contribute at least VND 3 billion to the state budget annually for 3 consecutive years.
As for the economic development role, these SOEs are supposed to be pioneer in applying
spearhead advanced technologies and play an important role macro-economic stabilization.
As for the economic-political role, these SOEs must ensure to meet the essential demand
for production and improve the material and spiritual life of people in rural areas, ethnic
minority people in mountainous and remote areas.

The second group are SOEs engaging in public-utility services; enterprises assigned to
perform special defense and security tasks; and enterprises located in importantly strategic
areas where economic and defense tasks demand.

2. The state will keep major shares in the following SOEs after their equitization: First,
SOEs that engage in important business activities, having between VND 10 to 20 billion
of state capital, and contributing, in average, at least VND 1 billion to the state budget
annually for 3 consecutive years. Second, SOEs that engage in some particular types of
public-utility services.

34The credibility of this threat is questionable, however.
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3. The state will make decision about the SOEs in which it does not need to hold more
than 50% of total shares or special (golden) shares. This decision is based on the specific
conditions of each enterprises.

4. The state will not keep major shares but special shares in the SOEs engaging in

some important sectors and fields so that it can maintain the control right on important
issues.
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Abstract

Manufacturing companies in developing countriegsipective of size or sector,
often use 1SO 9000 certificate as a route to woldds status. Based on the results
of an investigation by interview and questionnaiseirvey for various
manufacturing companies in Vietnam, this paperimsed to show the present
situation of 1ISO 9000 implementation and perforngamgeasurement in those
companies. Firstly, we examine the developmensaf 8000 implementation and
its relationship with quality performance. The 18000 implementation strategy
and the conformance to the standards are discussekttail. Secondly, we
investigate the current situation of performanceasoeement system and analyze
the relationship between ISO 9000 implementatioth elmanges in performance
measurement. The regression models are estimawaboate the contribution of
ISO 9000 to improving company performance and parémce measurement
system. The study found out that ISO 9000 has aiywsmpact on quality
performance and the structure of performance meawmmt system. Finally, the
recommendations for further deployment of ISO 9@0€ discussed. 1SO 9000
could be used not only as one of quality managemedtimprovement tools but
also as a framework for performance measurement.

1. Introduction

In the recent years, the business competitiveness deen changed dramatically.
Companies began to lose market share to oversempetitors who were able to provide
higher-quality products with lower costs and moegiety. To regain a competitive edge
companies not only shifted their strategic priestifrom low-cost production to quality,
flexibility, short lead time and dependable deliwebut also implemented new technologies
and philosophies of production management suchoaspater integrated manufacturing
(CIM), flexible manufacturing systems (FMS), just time (JIT), optimized production
technology (OPT) and total quality management (TQM) this circumstance, the
implementation of quality management system is bmcg more and more critical for
enhancing competitiveness.

The 1SO 9000 implementation has been accepted winidd as a useful first step
towards Total Quality Management (TQM) and since dé@stablish in 1987 until now, the
number of organizational that has been certifiegt@ving continuously. The implementation



of 1ISO 9000 is a critical organizational changetthequires a transformation in the
organization’s processes, strategic priorities, emtlre, among others. This study examines
the current situation of ISO 9000 implementatiod &s impacts on quality performance and
performance measurement system. This study caretyeugeful to organization, especially
the manufacturers in developing country, which mfie to identify factor of management
system in order to improve competitiveness.

2. Research Objectives

The research is aimed to study the present situatidSO 9000 implementation and
performance measurement in manufacturing compami¥setnam The research is focusing
in on the relationship between the implementatibhS® 9000 quality management system
standard and company’s performance measurememtér to find out the critical factor for
implementation of performance measurement in tdastry. The main issues of research are

To examine the influence of ISO 9000 implementatmmuality performance, and to
examine the influence of ISO 9000 implementatiopeédormance measurement. The aim of
research is to find out the change in utilizatibrperformance measurement and the trend of
selecting measures after implementing ISO 9000.

3. Background Literature
3.1. 1SO 9000 Standard

The termISO 9000refers to a set of quality management standard3.9@00 version
2000 consists of 4 standards with the main on8@ 9001:2000. About 500 000 organization
in over 140 countries have already adopted ISO 9@@use it help organizations achieve
standards of quality that are recognized and reésgethiroughout the world [11]. The ISO
9000 standards are based on eight quality managdeariraiples listed below:

Customer focusOrganizations depend on their customers and therefoould understand
current and future customer needs, should meebmst requirements and strive to
exceed customer expectations.

Leadership:Leaders establish unity of purpose and directiotheforganization. They should
create and maintain the internal environment incivigieople can become fully involved
in achieving the organization's objectives.

Involvement of peoplé?eople at all levels are the essence of an org#mzand their full
involvement enables their abilities to be usedtfierorganization's benefit.

Process approachA desired result is achieved more efficiently whamivities and related
resources are managed as a process.

System approachdentifying, understanding and managing interrelgieocesses as a system
contributes to the organization's effectivenessedfidiency in achieving its objectives.

Continual improvementContinual improvement of the organization's ovepdtformance
should be a permanent objective of the organization

Factual approach to decision makingffective decisions are based on the analysis tf da
and information.

Mutually beneficial supplier relationshipsAn organization and its suppliers are
interdependent and a mutually beneficial relatignggnhances the ability of both to
create value.



Implementing 1SO 9000 helps organizations to marihgér processes with quality.
Without quality system, organizations cannot achiawvorld-class standard of quality. The
structure of 1ISO 9001 reflects Plan-Do-Check-Actidbeming cycle. The ISO 9001:2000
standard consists of 4 sets of systematic requimerfiee “Management responsibility”,
“Resource management”, “Product realization”, “Moning, analysis and improvement” as
describe in Figure 1 [8].

The clauses of “Management responsibility” requitanpany to set up, deploy and
maintain a set of quality objectives that in linéhacompany strategy and quality policies
(5.2&5.3&5.4). Company has to stipulate the roled eesponsibility for each function (5.5).
The Quality Management Responsibility (5.5) funeatialso has been emphasized as an
important factor for quality management system.

The clause of “Resource management” refers to eleirement about education and
training for employee (6.2) in order to improve ith@wvareness and skills. It also mentions
about ensuring working environment (6.3).

Management

@ Responsibility %
Resource Measuring, Analysis
Management and Improvement

Product

H

Product Realization

lonoe)sSies awosn)d

ualinbay pue pasN Jawoisnd

Figure 1: The model of 1 SO 9001: 2000 Quality Management System

The clauses of “Product realization” give strongpéasis in control production and
operation processes: the realization processe}, @uitomer communication including the
identification of customer requirements (7.2.1)siga and/or development changes (7.3.7);
identification of regulatory and legal requiremei(7s3.2.d); the criteria for selection and
periodic evaluation of suppliers (7.4.1); validatiof processes (7.5.5).

The clauses of “Monitoring, analysis and improvethdiocus in measurement of
organization performance (both product and proceksincludes Internal audit (8.2.2),
Control of nonconformity (8.3), Measuring and monithg of processes (8.2.3 & 8.2.4), the
planning for continual improvement of the qualitamagement system (8.5.1), Corrective and
preventive action (8.5.2 &8.5.3).

3.2. Performance Measurement

In business,performance measurement is a series of tools, msthactivities and
system used to evaluate company performance.

The target of business is to satisfy their custemeith greater efficiency and
effectiveness than their competitors. The measunerak business performance is used in
both perspectives of performance: efficiency an@otifveness. The term of effectiveness
refers to the extent to which customer requiremargsmet, while efficiency is a measure of



how economically the firm’s resources are utilizélten providing a given level of customer
satisfaction. In brief, the basic concepts canumersarized as followed [1]:

Performance measuremeoan be defined as the process of quantifying tfieieficy and
effectiveness of action

A performance measurean be defined as a metric used to quantify theieficy and/or
effectiveness of an action

A performance measurement syst&m be defined as the set of metrics used to dudntth
the efficiency and effectiveness of actions

The performance measure in production could bediss follows:

Quality-based measureproduct conformance, features, reliability, péred quality,
serviceability, technical durability

Time-based measurenanufacturing lead time, deliver lead time, dagedperformance,
frequency of delivery

Cost- based measurproduction cost, service cost, value added, afiohg price
Flexibility based measur@ew product introduction, deliverability, volumesource mix

The development of performance measurement canvized into 2 phases. The first
phase began in the late 1880s and went through38@s. In this phase the emphasis was on
financial measures such as profit, return on imaest and productivity. One of the well-
know methods was formulated by Du Pont (1903) measturn on investment and used to
access both the efficiency of each business @jit [

The second phase started in the late 1980s asula oéxhanges in the world market.
Neelyet al (1992) indicated the most changes in businesspeaince measure as

v' The changing nature of work (reducing of labor fost

v" Increasing competition (company must be differé¢atavith competitor)

v' National and international awards (requires compargomplete self assessment)
v

Changing organizational roles (humane resource gemant and development
play more active role in business performance)

v' Changing external demands (company must be opertée public)
v" The role of information technology [1].

The changes revealed that traditional performaneasores have many limitations and
the development of new performance measuremeneragsis required for success [1].
McNair et al. (1990) developed a conceptual model, which thdiedahe Performance
Pyramid.



Table 1: Difference between Traditional and New Performance Measures
Ghalayini and Noble (1996) [1]

Traditional performance measures

Non-traditional peformance measures

Based on outdated traditional accounting sys
Mainly financial measures

Intended for middle and high managers
Lagging metrics (weekly or monthly)

Lead to employee frustration

Neglected at the shop-floor

Have a fixed format

Do not vary between locations

Do not change over time

Intended mainly for monitoring performance
Not applicable for new advances technology
and method JIT, TQM, CIM, FMS, etc.
Ignoring continuous improvement

tBased on company strategy
Mainly non-financial measures
Intended for all employees
On-time metrics (hourly, or daily)
Lead to employee satisfaction
Frequently used at the shop-floor
Have no fixed format (depends on needs)
Vary between locations
Change over time as the need change
Intended to improve performance
Applicable for new advances technology and
method JIT, TQM, CIM, FMS, etc.
Help in achieving continuous improvement

Fitzgeraldet al (1991) developed a framework of performance messent with two
basic types, one is relating with result (competitiess and financial performance) and the

other is relating with determinant of the
innovation) [5].

resuludbity, flexibility, resource utilization,

Leaving the traditional performance measure, Kaplath Norton(1992) developed the

new balanced, multi-dimension method which is antreate a true system of performance
measurement which links the company’s long-termatsgy with its day-to-day operations
[7]. In the Kaplan and Norton model of the Balanc®&cbrecard, measures are different
perspectives reflecting the important dimensiorthef company’s business. The following
four perspectives are used in the model:

Financial perspective: Reflects the financial netto the owners (How do we look to
our shareholders?)

Customer perspective: Reflects how customers view lousiness (How do our
customers see us?)

Business-process perspective: Reflects what we brugiood at (What must we excel
at?)

The innovation and learning perspective: Refleatsvfwe are to do continue and
develop (How can we continue to improve and crealge?)

To sum up this section, it is interesting to notice difference between the traditional
and new performance measures as described by @fiaag Noble (1996) in Table 1[1].

4. Research Framework

The main target of ISO 9000 is to help companydb up and maintain a quality-
oriented management system. Implementing 1SO 9@0&npany needs to develop and
maintain quality policy, quality objectives in alppropriate level and many operational
documented procedures require company to settlendosystem and mechanism to tracking
company performance [10]. The measuring, testingdjtimg activities have been carried out
to ensure the effectiveness and efficiency of §sesn. To obtain and maintain ISO 9000
certificate, an organization’s quality system mustmeasured against the requirements of the
ISO 9001:2000 standards by itself or by a certifica body. In this circumstance, the



research examines the change of quality performamnceperformance measurement after
implementing ISO 9000. There were many researchestahe benefit and effectiveness of
ISO 9000 implementation. Yann [12] tried to evatudSO 9000 implementation by

evaluating 6 main impacts in quality managementesys Clare [3] used 17 indexes to
evaluate the benefit of ISO 9000 -certification. sSThiesearch consider ISO 9000
implementation as a conformance of 4 main managerguirements, name “Management
Responsibility”, “Resource Management”, “ProductalRaation”, “Measuring, analysis and

improvement”. Those 4 parts are 4 main componehtS® 9001:2000 quality management
system that describe in Figure 1.

The first issue of this research is to investigagdationship between ISO 9000
implementation and company performance in termngdrovement of quality performance.
Neely et al. [2] summarized quality-based perforogaim a set of 10 measures concerning
fixture, duration...In this research the measureyiality performance is defined by 5 criteria
like incoming quality, in-process quality, finalqouct quality, on-time delivery, solving
customer complaint. They are the most measuresatieatvidely used in the manufacturing
companies as indicators of quality performancerofipction activities.

Implementation of ISO 9000 Quality Performance
Quality Management System @
(1) Management responsibility Performance Measurement
(2) Resource management (1) Becoming more operation oriented
(3) Product realization (2) Becoming more strategy oriented
(4) Measuring, analysis and (3) Becoming more benchmarking

improvement (4) Becoming more HRM oriented

(5) Becoming more formal use
(Independent Variables) (Dependent Variables)

Figure 2: Research Framework

The second issue of this research is to investigeleionship between ISO 9000
implementation and the change in utilization of fpenance measurement. Performance
measurement can be defined as the process of fyiragntine efficiency and effectiveness of
action [2]. De Tonyet al summarized the general utilization of performamesasurement in
3 categories such as planning, controlling and dioation activity; control, evaluation and
involvement of humane resources; benchmarking [B].this research, the change in
utilization of performance measurement is assunmed after ISO 9000 implementation,
performance measurement is becoming

. More support the planning, controlling, and cooadiing the operational activities
(such as quality management, supply chain managemeauction management,
inventory control...). This change can be named asctiBning more operation
oriented”.

. Delivered from strategy, long term plan and it suqp the strategic deployment
and enhancing the competitiveness. This changebeanamed as “Becoming
more strategy oriented”.

. More support the Benchmarking process. This chaagebe named as “Becoming
more Benchmarking oriented”.



. More supporting the planning, controlling, and aboating of Human Resource
Management. This change can be named as “Beconong IHRM oriented”.

. More standardized, periodically carried out, fragyieupdated and feed backed to
the employee. This change can be named as “Becaming formal deployment”.

5. Questionnaire and Data Collection

The questionnaire was formulated after a comprebengview of the literature of
general management control and performance measoterfihe purpose was to draft a
questionnaire that would cover many of the censislles relating business performance. The
survey consists of three parts referring relatigmsbetween quality management and
performance measurement

Firstly, we examine the influence of ISO 9000 imnmpdmtation on company quality
performance. The companies provide the informatoncerning “Self evaluated status of
ISO 9000 implementation based on results of cedtiion audit, surveillance audits, and
internal audits”. Ranking in 5 point-scales fromotNcomplied with ISO 9001:2000 standard
at all” (1) to “Fully complied with 1ISO 9001:200@asidard”(5). Next, the companies have
been asked about “How the implementation of ISO09@d give the improvement to quality
performance”. The index for quality performance dan broken down into 5 indexes as
incoming quality, in-process quality, final produgtality, on-time delivery, solving customer
complaint. The ranking in 5 point-scales from “Notproved at all” (1) to “Strongly
improved” (5).

Secondly, the survey is to examine the influencelS® 9000 implementation on
performance measurement. The influence of ISO ¥@0Performance measurement system
is considered in possible five impacts concerninghwhe change in utilization of
performance measurement. The company had been abked the “Change in utilization of
performance measurement after implementing ISO '9®#&nking is in 5 point-scales from
“Strongly disagreed” (1) to “Strongly agreed” (5).

Thirdly, the survey examines the change in uti@atof performance measurement
after ISO 9000 implementation. A set of 32 measuvdsich has been formulated based
Balanced Scorecard approach, has been examinewotke real application of performance
measure in companies. The company had been asked thie frequency of use for each
measure before and after ISO 9000. Ranking ispnibt-scales from “Not used at all” (1) to
“Most frequently used” (5). The questionnaire ipeated to be answered by top managers of
companies.

Regarding the economy development and situatiortrarisition period to market
oriented economy, Vietnam cases have been adoptediéer to get the data supporting the
survey. The target group of this survey is Vietnaranufacturing industries that has been
already implemented and certified ISO 9000 standarthe past 5 year. The 1ISO 9000
standards have been first introduced in Vietnarh985. By December of 2004, there were
nearly 2000 Vietham companies already certified IS0 [11]. Among of them 90% is
manufacturing companies.

The questionnaire has been delivered to 400 matuiiag companies in Vietnam. With
the supporting from Vietnam Productivity Center ()Pthe questionnaire has dispatched in
December of 2004, and there were 148 feedbacksthétihesponse rate at 37%. Finally, 125
responses have been considered in this study. @iegraphics of respondent companies can
be described in Table 2. About 15% of responseg waswered by top managers (executive



director, president), 82% were answered by Qualignagement Representative (member of
Board of Director).

Table 2: Demographics of Respondents

Classify by type of production Number %
Mechanical manufacturing (machinery, motorcyclépmobile) 32 25.6
Electronic manufacturing (home appliance, IT, tefemunication devices) 35 28
Chemical manufacturing (plastic, construction mategas) 23 18.4
Textile and Garment 18 14.4
Food processing (livestock, seafood, liquor) 17 13.6
Classify by ownership | Number % Classify by company size Numbe %

State owned 43 34.4 Under 100 employees 1p 9.6
Private 47 37.6 Between 100-500 employees 61 48.8
Joint-venture 21 16.8 Between 500-1000 employees 33 26.4
Foreigner investment 14 11.2 Above 1000 employees 9 1 152

6. SO 9000 and Quality Performance
6.1. Development of ISO 9000 Implementation in Vietham

The quality management system started introducedietnam since 1995. Since the
year 1999, along with the development of Vietnanhusiry and the integration to the global
economy, number of ISO 9000 certificates that auwgrdo the industry is continuously
increased. By end 2004, it is estimated that ara2@@0 companies already certified 1ISO
9000 by local and international certification badiBecause of the requirements of customers
and markets, the local manufacturers and servioeigers have to implement ISO 9000 for
better product quality and matching customer reameént.
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Figure 3. Development of 1SO 9000 certificatesin Vietham (Source: 13rd.survey | SO [1])

The interview with company’s quality manager shbwatt the lead-times for getting ISO
9000 certificate is around 10 to 12 months with thest time is spending for developing
guality procedures. The typical process of impletimgniSO 9000 is described in the figure 4.
Generally, companies take from 4 to 6 months fating operational procedures and quality
manual. In practice, this quality management systeoument has been established normally



three or four months before certification auditoénd 10-15% of workforce is participating
in ISO 9000 project and around 95% of middle mandges been trained for 1ISO 9000
awareness and methodology.

Forming up the steering committee Certificateaudit

¢ Management Review
Current situation investigation

' t

System design and PIanning Corrective and preventive action

' t

ISO Training Internal Audi
Documenting EEmm— Application of documentation system

Figure 4: Typical steps of 1 SO 9000 implementation

In order to quantitative assessment the situatiofS® 9000 implementation in the
industries, this research tries to utilize the esdal measure the conformance to ISO 9000
requirements. The status of 1ISO 9000 implementat&m be presented by breaking down
four main elements of ISO 9000 quality managemgstesn (Figure 1). ISO 9000 can be
itemized in to fifteen indexes that are deliverednf the requirement of 1ISO 9001:2000
standard as follows:

Management responsibilityonsists of three indexes: Quality planning (QMgsponsibility
and authority (RAA) and Quality Management Représtére (QMR).

Resource managemeoonsists of two indexes: Education and trainingTjand Working
environment and safety (WES).

Product realizationconsists of six indexes: Contract review (CRV)siga control (DCL),
Product standardization (PST), Supplier controll(E®rocess control (PCL), Storage
and handling (SAH).

Measuring, analysis and improvemesunsist of four indexes: Measuring and monitoring
(MAM), Nonconformity control (NCC), Analysis of dat(AOD) and Improvement
(IMP). Totally, fifteen indexes can present fouattion of implementing 1ISO 9000.

Gathering from the survey, Table 3 reflects thefaonance to 1ISO 9000 requirements
classify by industries and business ownership. Goimg with ISO 9000 requirement, the
most complied and implemented are “Responsibilitd aauthority (RAA)”, “Product
standardization (PCL)”, “Process control (PCL)".eTkeast complied indexes are “Working
environment and safety (WES)”, “Storage and hagd(®AH)”, “Improvement (IMP)” and
“Analyzing of data (AOD)".

For in-dept analysis, we can classify the survespoeses by production type and
ownership. It is interesting to note that in allgboups, the conformance to ISO 9000 is
generally obtained, in term of “Responsibility sautthority (RAA)”, “Product standardization
(PST)". Using a huge quantity of employee, the ilex& garment and food processing
companies get the significant conformances abaut'Bducation and Training (EAT)” and
“Product standardization (PST)”. However, some $aok conformance are also identified.
For example, chemical industry got lower scoreemmt of “Working environment and safety



(WES)”, the control measures to supplier (SCL) obd processing companies is not
sufficient. The textile & garment production goghiscore in process control (PCL) but less

score in Design control (DCL) and Quality plann{@PL).

Table 3: Implementation of SO 9000 and Quality Performance

ISO 9000 Implementation (5 point scale) Quality performance
Management| Resource Measuring, Analysis (5 point scale)
responsibility | management Product realization and Improvement
QPL RAA QMR|EAT WES CRV|DCL PST SCL PCL SAH [MAM NCC AOD IMP ICQ IPQ FPQ OTD SCC
X |3.944.31 3.61|4.05 3.53 4.20/3.86 4.31 409 4.3 3.57| 41 438 354 3.45| 3.64 4.26 4.37 4.33 461
s 0.52 051 0.58| 055 05 04 052 055 068 0.3 0.54 0.38 0.56 055 305 048 044 048 052 0.49
Mechanical| ' |3.90 4.29 3.744.00 3.48 4.16|3.87 4.26 4.13 4.29 3.55|4.06 4.42 3.55 3.48| 3.61 4.19 4.32 4.26 4.61
S 0.40 053 051 | 052 051 0.37| 0.50 0.58 0.67 0.46 0.7 0.36 0.50 0.57.51 @ 0.50 040 048 051 0.50
Electronic | " 3,92 4.33 3.64(4.00 3.47 4.22|3.83 4.28 4.17 4.31 3.56|4.11 4.39 3.58 3.47| 3.61 4.25 4.36 4.31 4.64
S 055 0.53 059 | 053 0.51 0.42( 0.51 061 065 0.52 0.96 0.40 0.49 0.55.51 4 049 044 049 052 0.49
Chemical | '|3.96 4.22 3.614.00 3.48 4.17|4.00 4.30 4.17 4.26 3.52|4.04 4.26 357 3.43| 3.65 4.17 4.39 4.30 4.61
S 0.37 052 050 | 043 051 0.39( 043 047 0.72 054 0.91 0.37 0.62 0.59.51 0 049 0.39 050 047 050
(T;zﬁir']ee;“d g 3.78 4.50 3.56|4.11 3.56 4.22|3.61 4.39 4.22 4.39 3.50|4.11 4.28 3.61 3.50| 3.56 4.39 4.39 4.39 4.72
065 0.51 062 | 0.76 051 0.43 0.61 050 0,55 0.50 0.62 0.32 0.67 0.50.51 4 051 050 050 0.61 0.46
Ef&dessing X |4.18 4.24 3.35(4.24 3.76 4.243.94 4.41 3.59 4.29 3.76|4.24 453 3.35 3.29| 3.82 4.41 4.41 4.47 4.41
S 0.64 0.44 0.70 | 0.56 0.44 0.44| 0.56 0.51 0.71 0.69 0.44 0.44 0.62 0.49.69 0 039 051 051 051 051
Foreigner | " 14,07 4.21 3.93(4.00 3.50 4.14|4.14 4.36 4.36 4.29 3.71|4.00 4.50 3.57 3.57| 3.86 4.21 4.43 4.36 4.71
S 0.27 043 0.27 | 0.00 0.52 0.36| 0.36 050 0.63 047 0.47 0.39 0.52 0.65.51Q 0.36 043 051 050 047
f/‘;ir’]‘t‘ure g 4.00 4.38 3.71|4.05 3.57 4.29/3.81 4.29 4.19 4.33 3.67|4.14 4.43 3.67 3.52| 3.76 4.38 4.33 4.33 4.67
0.45 0.50 056 [ 0.50 0.51 0.46 0.51 064 051 0.58 0.98 0.36 0.51 0.48.51 0 044 050 048 048 048
State ownedly ' | 3.86 4.30 3.564.00 3.47 4.19|3.81 4.33 4.12 4.28 3.47|4.09 4.23 3.56 3.42| 3.53 4.19 4.35 4.26 4.58
S 052 0.56 059 [ 0.58 0.50 0.39( 0.50 052 0.70 0.50 0.95 0.37 0.57 0.55.50Q 050 0.39 048 054 050
Private X |3.94 4.32 3.51|4.11 3.57 4.19| 3.83 4.30 3.94 4.32 3.57|4.13 4.45 3.47 3.40| 3.62 4.30 4.38 4.38 4.57
S 0.60 052 062 | 0.63 050 040/ 056 055 073 056 054 040 058 055580 049 046 049 053 050

Classifying the respondent by business ownershgdegrees of conformances to 1SO
9000 are almost the same in 4 sectors: foreignert yenture, and state owned and private
industries. However, in term of “Quality plannin@RL)”, “Design control (DCL)” and
“Supplier control (SCL)", the foreigner-investeddirstries get a bit higher score than local
industries. Despite of rather short business deweémt history, the private sector shows its
potential capability to strengthen its competitiess by its conformance to 1ISO 9000,
especially in term of “Process control (PCL)” a&alucation and Training (EAT)".

6.2. The influence of ISO 9000 Implementation on QualityPerformance

As mentioned early, the situation of ISO 9000 canppbesented by fifteen measure
extracting from requirement of ISO 9001:2000 stadd#n this research, the evaluation of
guality performance is composed from five indexks Incoming quality (ICQ), In-process
quality (IPQ), Final product quality (FPQ), On-tindelivery (OTD), Solving customer
complaint (SCC).

Yo = 0o+ Po QLP +B; RAA + B, QMR +Ps EAT +Bs WES+Ps CRV +ps DLC +B;PST +B SLC +o
PCL +B1oSAH+ B MAM + B, NCC+B13AOD+ BysIMP (1)



The relationship between ISO 9000 implementatioth quality performance could be
evaluated by regression model with quality perfaro®a(Y) is dependent variable. The
quality performance can be considered as a congoosit five popular indicators for
manufactures: incoming quality, in-process qualityal product quality, on-time delivery,
and solving customer complaint. The independenabbes are fifteen indexes of ISO 9000
requirement that mentioned above

The total number of observations is 125 and theifsigint level of testing is set 95%.
Testing for significance of the multiple regressimndels, the obtained F-value (with 15 and
110 degree of freedom) is 51. Because F=51 isfdhga F (15,110) = 1.83, the conclusion is
that at least one of fifteen independent varialdeslated to quality performance.

For each multiple regression coefficient, its eatinand t-value are showed in Table 4
with insignificant coefficients presented in italithe conclusion is that there are significant
between each independent variables (except DCL, BEH) and quality performance

6.3. 1SO 9000 Implementation, Quality Performance and Etension to TQM

During the survey, the companies have been askéld they had post-ISO 9000 plan
and already deployed actions towards TQM (such @i Control Cycle QCC, Japanese
5S, Kaizen, Suggestion scheme, Statistical ProCessrol...) or (2) just would like stay at
ISO 9000 certification and have no plan or action éxtension to TQM. The respondents
show that there were 90 companies responded &rdjation and 35 companies responded for
second option. The first group can be named asetisxon to TQM group” and second group
can be named as “No-extension to TQM group”.

The Table 5 shows the situation of ISO 9000 impletaiion and quality performance
of the companies dividing by their decision in exien to TQM.

In term of conformance to ISO 9000, data (with eveey ANOVA test) show that the
significant difference between two groups is notlage. They obtained almost the same
conformance to ISO 9000 requirement. Comparing méencompanies that extent to TQM
have bit higher score about “Quality planning (QRPERuality Management Representative
(QMR)”, “Education and Training (EAT)” and “Analysiof data (AOD)".

Regarding quality performance, the “Extension tav\I @oup” also has higher score in
“Final product quality (FPQ)”, “Ontime delivery (@))” and “Solving customer complaint
(SCC)". Based on gathered data, we can concludé ttie positive achievement in
implementing ISO 9000 might be a motivation fortlfigr extension to TQM

7. 1SO 9000 Implementation and Performance Measurement

7.1. The change in Utilization of Performance Measuremen after 1ISO 9000
Implementation

The result of survey shows that almost changesantice of performance measurement
after ISO 9000 implementation are positive (TableAnong the predicted changes, the most
positive change is “Becoming more operation orighte“Becoming more formal
deployment”, the least change is “Becoming more H&Mnted".

7.2. The influence of ISO 9000 on Utilization of Performnce Measurement

The relationship between ISO 9000 implementatiod parformance measurement is
evaluated by developing five regression modelsctvidiescribe five possible impacts of ISO
9000 implementation upon utilization of performameeasurement:



Y1=04 +8; QLP +38; RAA + 8, QMR +583 EAT + 64 WES +85 CRV +86 B DLC +8;,PST +53SCL
+gPCL+8 10ASH +61:MAM + §1,NCC+613A0D+ 6 14IMP 2

Y, =0y +7v9 QLP +y; RAA + v, QMR +v3 EAT +v4 WES +y5 CRV +v¢ DLC +v,PST +ygSCL +y9PCL
47 10ASH+Y 3 MAM + 7 1,NCC+y 13A0D+ v 14 IMP (3

Y=oz + Qo QLP +QRAA + Q5 QMR +Q 3 EAT + Q, WES+Q 5 CRV +Q ¢ DLC + Q,PST +QgSCL
+HgPCL+Q 1ASH+ Q 11 MAM + Q ,NCC+Q 13A0D+ Q 14 IMP (4)

Y4:a4+80QLP +81RAA+82QMR+83EAT +84WES+85CRV+86DLC +87PST +SSSCL+89PCL
+£10ASH +£11MAM +£12NCC+£13AOD+814|MP (5)

Ys=o0s+¢oQLP +¢ ;RAA + ¢ , QMR + 3 EAT + ¢4 WES+¢ s CRV +dg DLC +¢ ,PST +¢ g SCL
9 gPCL+¢$10ASH +¢1:MAM + ¢1,NCC+$13A0D+ §14IMP (6)

Testing for significance of multiple regression rab@F test), the result is showed in
Table 8, the obtained F-values of all the five miedwith 15 and 110 degree of freedom) is
more than F (15,120)=1.83, then we can concludé dhdeast one of the independent
variables is related to each of five possible clearig utilization of performance measurement.

Table 4: Testing Relationship between 1 SO 9000, Quality Performance
and Change in Utilization of Performance Measurement

Yo Y. Y, Y3 Y4 Ys
gdé:ifr‘é 0.86 0.54 0.49 0.30 0.37 0.58
F 50.10 10.60 9.10 4.60 5.90 12.40
Coefficient| t | Coefficient| t | Coefficient| t | Coefficient| t |Coefficient] t | Coefficient| t

QPL 0.21 4.43 -0.23 -2.35 0.32 3.48 0.33 2.96 0.25 2.08 0.20 2.29
RAA 0.11 2.12 -0.18 -1.66 0.06 0.62 -0.01 -0.0p 0.27 2.00 0.06 0.58
QMR 0.15 3.49 0.07 0.79 0.12 1.54 0.03 0.33 0.15 1/46 0.19 2.57
EAT 0.12 2.57 0.17 1.84 0.04 0.53 0.02 0.24 0.31 2.85 0.20 2.46
WES 0.12 2.89 -0.09 -0.97 0.02 0.26 -0.18 -1.86 0.27 2.49 0.07 0.92
CRV 0.10 2.62 0.16 1.44 0.13 1.27 0.13 1.08 0.05 0/40 0.15 1.53
DCL 0.04 1.02 0.10 1.23 -0.03 -0.39 -0.06 -0.64 -0.17 -1.70 -0.08 -1.03
PST 0.11 2.34 0.13 1.34 0.00 -0.04 -0.12 -1.12 0.21 1.78 0.09 1.02
SCL 0.13 3.41 0.03 0.53 0.05 0.93 0.06 0.95 -0.07 -0.93 0.01 0.16
PCL 0.06 1.34 0.24 2.69 0.06 0.70 0.10 1.01 -0.18 1.69 -0.07 -0.85
SAH 0.05 1.33 0.20 2.46 0.03 0.46 0.16 1.7% 0.02 0.16 0.00 0.06
MAM 0.09 2.57 0.12 1.14 0.16 1.66 0.07 0.6R 0.00 0j04 0.17 1.85
NCC 0.13 2.3§ 0.31 2.86 0.02 0.23 0.09 0.7 -0.04 0.28 0.09 0.96
AOD 0.09 2.14 0.14 1.66 0.18 241 0.16 1.70 -0.11 -1.1p 0.14 1.90
IMP 0.16 3.78 0.25 2.79 0.19 231 0.18 1.81 0.13 122 0.23 2.86

Table 5: 1SO 9000 I mplementation, Quality Performance and Extension to TQM

ISO 9000 Implementation(5 point scale) Quality performance (5 point
Group SCaIe)
QPL RAA QMR EAT WES CRV DCL PST SCLPCLSAHMAM NCCAODIMP| ICQ IPQ FPQ OTD ScC
(1) _ 400 430 369 4.12 3.58 4.21 391 4.344.134.29357 4.09 442 361346 368 430 443 440 4.69
Extensio
S|0.42 048 059 052 050 041 0.53 0.560.670.550.50 0.39 0.58 0.530.54 0.47 046 050 056 0.47
to TQM
(2) NO- | X |377 434 340 386 340 417 3.71 4.233.974.343.57 4.14 4.26 337343 354 417 420 414 4.40
extensio
TOM S|0.69 059 050 0.60 0.50 0.38 0.46 0.490.710.480.65 0.36 0.51 0.550.50 051 0.38 041 036 0.50

ANOVA test with all p<0.05

Index with no significant difference is presentedtalic




For each multiple regression coefficient, its eatenand t-value are showed in Table 4
with insignificant coefficients presented in italithe final relationship between ISO 9000
implementation and changes in utilization of perfance measurement shows in Table 7.
The most influential factor of ISO 9000 is “Qualjanning (QPL)”. The implementation of
ISO 9000 requirements such as “Quality planning L(QP‘Analysis of Data (AOD)”, and
“Improvement (IMP)” make company’s performance measment becomes more strategy
oriented. . Also, requirements about quality plagnmake companies the opportunity to
benchmark with others partner and competitors.

Table 6: Change in Utilization of Performance Measurement

Change in utilization of . Degree of
performance measurement Meaning of change change
Becoming more operation Performance measurement is supporting the planniogirolling,
; o X o 4.39
oriented (Y) coordinating the operational activities

jPerformance measurement is delivered from stratiegyg term plan
and it supports the strategic deployment and enihgnahe 4.02
competitiveness

Becoming more strategy oriente
(Y2)
Becoming more benchmarking

oriented (%)
Becoming more HRM oriented | Performance measurement is supporting the planrgogtrolling,

Performance measurement is supporting the benclhmygokocess 3.88

(Ya) coordinating of Human Resource Management 3.66
Becoming more formal Performance measurement is more standardized,dpzaily carried 411
deployment () out, frequently updated and feed back to the enggoy ’

5 points scale [1]:“Strongly disagreed”, [5]:“Stgly agreed”

Requirements of Resource Management (EAT and WE@ying the impact in change
for “Becoming more HRM oriented”. Finally, the ctxb loop of “Quality planning (QPL)”,
“Education and Training (EAT)”, “Improvement by cective and preventive action (IMP)”
under leadership of Quality Management Represertais make performance measurement
system becomes more formal. Means, performance uregaent is more standardized,
periodically carried out, frequently updated anedfack to the employee.

Testing for the correlation coefficients betweepeatalent variables shows that there are
no negative relationships between dependent vasabl

Table 7: Relationships between | SO 9000 & quality performance
and between 1SO 9000 & Changein Utilization of Performance Measurement

QPL | RAA | QMR | EAT| WES| crv| bpcL| ps1 spl Pcl sAli  MAM NCC AOD | IMP

Quiality performance + + + + + + + + + + + +

Performance measure
becoming more| - + + + +
operation oriented
Performance measure
becoming more| + + +
strategy oriented
Performance measure
becoming more| +
benchmarking oriented
Performance measure

becoming more HRM| + + + +

oriented

Performance measure

becoming more formal + + + +
deployment

7.3. Changing in Structure of Performance Measures

A set of Balanced Scorecard-based 32 performanasumnes has been examined in
order to know the main changes in the structur@pesformance measures after ISO 9000
implementation. The result shows that structurpesformance measurement almost changed



after ISO 9000 implementation (see Table 8). Cotidgdhe ANOVA help us to realize that
there is no significant change in seven measurds &sl “Revenue (RE)”, “Profitability (PR)”,
“Economic value Added (VA)”, “Product cycle time T¢, “Resource utilization (RU)”,
“Labor Productivity (LP)” and “Time to market (TM)”

Up to ISO 9000, performance measurement was mbakgd on financial measures.
Company frequently used the traditional measuresréaking the business performance like
“Production cost (PC)”, “Revenue (RE)” and “Profility (PR)”, “Market share (MS)”
which almost reflect the short-term performance.

After 1ISO 9000 implementation, obtaining customatistaction became the goal of
business, then, the measures relating customgrguinges are more frequently selected, such
as “Solving customer complaint (SCC)” and “Custorsatisfaction (CS)”. Quality is also
became essential issue of business. The compawws started to focus on customer
satisfaction by providing better product qualityhel’re some new measure like “On-time
delivery (OTD)”, “Product innovation (PI)” becamiaet popular indexes of business.

Table 8: Changing in Performance Measurement Structure

Aggregate “Extent to TQM group” “No extentto TQM
Index of performance measure group”
Before After Before After Before After

ISO 9000 | ISO 90000| 1SO 9000 | ISO 90000 SO 9000 |ISO 90000
X S| X s|X s|X s| X s | X s

Customer perspective

Market share (MS)*** 427 o044 | 418 o039 | 428 o045 | 418 o038 | 426 044 | 420 o041
Solving customer complaint (SC)*| 2.47 o050 | 4.06 o065 | 247 o050 | 406 o064 | 2.49 o051 | 4.06 o068
Company image (CI)* 251 o050 | 27 o090 | 252 50 | 264 o097 | 249 o051 | 2.68 o069
Customer satisfaction (CS)* 3.04 o069 | 394 o065 | 3.06 o068 | 3.94 o064 | 3.0 073 | 3.94 os6s

Advertising effectiveness (AE)* 227 o084 | 405 o069 | 227 o8 | 402 o069 | 229 o083 | 411 o72
Financial perspective

Production cost (PC)*** 473 044 | 482 o039 | 472 o045 | 482 o038 | 474 o044 | 480 o041
Inventory turnover (IT)* 47 o046 | 482 o039 | 468 o047 | 482 o038 | 474 044 | 480 o041
Revenue (RE)* 498 o013 | 498 o013 | 5.0 0 5.0 0 494 o024 | 494 o024
Profitability (PR)* 498 o013 | 499 o009 | 5.0 0 5.0 0 494 o024 | 497 o017
Return of investment (ROI)* 253 o5 | 358 o049 | 253 05 | 359 o049 | 251 o051 | 3.54 o051
Cash —flow (CF)* 178 o041 | 216 o073 | 1.8 04 | 209 o073 | 1.74 044 | 234 o073
Economic value Added (VA)* 222 o083 | 237 o093 | 219 o83 | 228 o092 | 229 083 | 2.60 o091
Productivity (PY)** 173 o044 | 191 o068 | 1.72 o045 | 1.86 o066 | 1.74 044 | 2.06 o073
Internal business perspective

Incoming part quality (IQ)* 447 o050 | 473 o054 | 447 o050 | 482 o038 | 449 o051 | 449 o078
In process quality (PQ)** 426 044 | 459 o049 | 426 044 | 461 o049 | 426 044 | 454 o5
Final product quality (FQ)* 498 o013 | 493 o034 | 5.0 0 5.0 0 494 o024 | 474 o061
After sale service (AS)* 373 o084 | 482 o038 | 371 o8 | 482 o038 | 3.37 o084 | 483 o038
Product reliability (RY)* 451 o050 | 476 043 | 452 o050 | 477 043 | 449 o510 | 474 o044
Product lead time (PLT)* 351 o050 | 442 o049 | 352 50 | 441 o049 | 3.49 o051 | 4.46 o051
Product cycle time (CT)* 253 o050 | 258 o049 | 253 o050 | 259 o049 | 251 o051 | 254 o051
On-time delivery (OTD)* 3.78 o083 | 454 o050 | 381 o083 | 453 o050 | 3.71 o083 | 457 o050
Product innovation (PI)* 351 o050 | 436 o048 | 252 50 | 436 o048 | 3.49 o051 | 4.37 o049
Resource utilization (RU)* 178 o083 | 1.92 o089 | 1.79 o083 | 1.93 o090 | 1.77 o0s8s | 1.89 o090
Volume flexibility (VF)*** 200 o072 | 221 o073 | 199 o073 | 223 o074 | 203 o071 | 214 o073

Innovation and grow perspective

Development of employee skill
246 108 | 346 111 | 269 106 | 4.02 o058 | 1.86 0.91 2.03 o082

(DE)

Employee involvement (EI)* 126 o044 | 282 o098 | 1.26 o044 | 3.11 o092 | 1.26 044 | 2.09 o078
Knowledge sharing (KS)*** 174 o044 | 1.63 o048 | 1.73 o044 | 1.64 oas | 177 043 1.6 o050
Labor Productivity (LP)* 353 o050 | 3.46 063 | 353 o050 | 359 o049 | 351 o051 | 3.11 os0
Technology ability (TA)* 297 o7 | 311 o077 | 298 o073 | 323 o074 | 294 o068 28 o080

New product introduction (NI)** | 3.29 o069 | 3.42 o074 | 348 o050 | 3.59 o049 | 2.8 0.87 30 106



2.87 103
3.07 o8

341 o049
294 o064

2.8 0.99
2.94 073

297 101

RD innovation (RD)* 285 101|329 o070
2.94 o068

Time to market (TM)* 3.03 069 | 294 o065
5 point scale: 1: “Not used at all”, 5: “Most frenily used”
The performance measure with no significant chasigeesented in italic
[I* p<0.001, []**:p<0.01, []<0.05

The data in Table 8 show that, after ISO 9000,stinecture of performance measures
became more complex with more focusing in custoasgrects while maintains critical
utilization of financial measures. Because 1SO 968fuires company to control operation
and production process, companies selected somsunesareflecting about the internal
business processes with some measures such asut¢Piledd time (PLT)” and “On-time
delivery (OTD)". In term of innovation and grow igss, before ISO 9000, companies
randomly used measures innovation capability andamresource development. After ISO
9000 implementation, with requirement of ISO 90@dndard (ISO 9001:2000, Chapter 6 —
Resource management) companies frequently usedn#@sures about “Development of
employee skill (DE) ” and “Employee involvement YEllt is important to note that some
important indexes concerning the flexibility likevélume flexibility (VF)”, “Resource
utilization (RU)” measures are rarely used in tloenpany. In dept analysis the change in
structure of performance measurement after ISO 90®) companies can be classified by
their decision to extent to TQM. Data in Table &wh that the trend and structure of
performance measurement is almost the same ingvotlps. 1ISO 9000 gave impacts in both
groups and make they become more frequently measgtemer aspect. We can realize that,
the “Extension to TQM group” measures their workéss capability, involvement and
development more frequent. It means that, followi@M philosophy, companies created
guality-minded in their employee by educating thegeness and developing the skills. This
long-term approach requires companies to peridgi@laluate the achievement of humane
resource management.

The data in Table 8 also shows that the customsimiguperformance measure among
the companies is similar. They are using almosstrae set of measure over the time. There
are some measures has been used almost the tinsenb& measures rarely used. There is the
lack of utilization of measures relating produdiryiinnovation capability, and value added
analysis. It seems that the selection of performaneasure is mainly intended for monitoring
performance and not firmly intended to improve parfance.

8. Findings and Discussion

ISO 9000 implementation is not only a certificatigaining process but also really a
continuous improvement process. The PDCA managerogeie of 1ISO 9000 requires
companies to set-up, maintain and improve the m@Emagt activities leading to match
customer requirements [9]. The result of this redeahow that with the implementation of
ISO 9000, the quality management system is strengtth with more effectiveness in
responsibility and authority, product standardmatand process control. The research found
out that almost factor of ISO 9000 requirement legimpanies in Vietnam to improve quality
performance, especially the internal process qualit

Implementing 1ISO 9000 also helps companies to ivgtbe management system. One
of influence of ISO 9000 is the change of perforoeameasurement process. With the
implementation of 1ISO 9000 requirements, the wtlan of performance measurement is
becoming more supporting the management systenauBeaf 1ISO 9000 structure consist of
requirements concerning with quality planning, isgttup the measurable objectives in all
levels of organization, concerning with measuriagditing, analyzing the performance also
with correction and prevention, then the use offqyerance measurement is becoming



changed to support operational activities, stratefgployment, benchmarking, human
resource management activities.

Because of ISO 9000 implementation requires thepemm to establish the documented
system including operational procedure and datardétg, also the company follows the
PDCA philosophy in management activities, thenfqrerance measurement is carried out
more formal, meaning that, it is more standardizeeriodically carried out, frequently
updated and feed back to the employee. The rekailireey shows that among the ISO 9000
standard requirements, quality planning plays aaitirole in term of setting up and
maintaining the management system. The implemeh8@y9000 is a catalyst for promoting
TQM. The companies, which obtain the high conforoeaand quality performance, trend to
extent their management system to TQM. ISO 9000lementation gave the significant
change in performance measure. After implement®@ 000, company is keeping the
utilization of traditional performance measure witlfore quality and customer satisfaction
oriented.

The structure of performance measure is also gettiore balancing; shifting from
unique utilization of the finance and customer roees to utilization of indexes regarding
about internal processes, learning and innovatipeets The extension to TQM is also give
impact in changing utilization of performance measurhe companies started to use non-
financial measure that reflecting humane aspects.

9. Conclusion

Standardization of product and production is irrel#e trend of global economy. Majority
of developed and developing countries have add@@d9000 as the national quality system
standards. In addition, ISO 9000 could be a veliariémplementing TQM [10].

Implementing ISO 9000 is a critical organizatiochbnge that requires a transformation in
the organization’s, processes, strategic prioriteasd culture, among others. This study
examines the result of ISO 9000 implementation iggdnpacts to quality performance and
performance measurement system. This study caretyeuseful to organization, especially

the manufacturers in developing country, which mafie to identify factor of management

system in order to improve competitiveness. Basedhts empirical study, managers can
exploit ISO 9000 as framework for by using the ingdrelationships and interdependencies
between factors to assess and improve the quartgpnance.
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Appendix

Survey in Quality Management and Performance Measwment
in Manufacturing Companies

1 General Information

a. Company Name

b. Address

c. Type of production
@ Mechanical manufacturing (machinery, motorcyclepaobile)
O Electronic manufacturing (home appliance, IT, telamunication devices)
O Chemical manufacturing (plastic, construction mategas)
O Textile and Garment
O Food processing (livestock, seafood, liquor)

d. Type of ownership

State owned

Private

Join-venture

Foreign investment

ODo0OOo

e. Work force

Under 100 employees

Under 100 employees
Between 500-1000 employees
Above 1000 employees

2. Quality Management System Information

a. Date of ISO 9000 certification
b. Scope of ISO 9000 certification
C. Action after ISO 9000 certification
O Have post-ISO 9000 plan and already deployed gietiviowards TQM implementation (such as
QCC, 5S.)
Q Stay at ISO 9000 certification and have no plarefdension to TQM
3. Situation of Quality Management System and Qualy Performance after ISO 9000 Implementation

ODoDOo

3.1 Evaluating 1ISO 9000 Implementation

Please give self- evaluated status of 1ISO 9000 emphtation based on results of certification audit,
surveillance audits, and internal audits. Rankingbipoint-scales from “Not complied with ISO 90000D
standard at all” (1) to “Fully complied with ISO @0:2000 standard”(5)

ISO 9000 implementation Status of implementation
Management responsibility
3.1 Quality planning 1 2 3 4 5
3.2 Function and responsibility 1 2 3 4 5
3.3 Management responsibility/ leadership 1 2 3 4 5
Resource management
3.4 Education and training 1 2 3 4 5
3.5 Work environment, infrastructure and safety 1 2 3 4 5
Product Realization
3.6 Customer information management 1 2 3 4 5
3.7 Design control 1 2 3 4 5
3.8 Product Standardization
3.9 Supplier control 1 2 3 4 5
3.10 Process control 1 2 3 4 5
3.11 Storage and handling 1 2 3 4
Measuring, Analysis and Improvement
3.12 Inspection and testing 1 2 3 4 5
3.13 Nonconformity control 1 2 3 4 5
3.14 Internal quality audit 1 2 3 4 5
3.15 Quality improvement 1 2 3 4 5

3.2 Evaluating Quality Performance after ISO 9000 inplementation

Please indicate how the implementation of 1ISO 9B@Pacted the improvement to quality performance
(based on the results of contract performance,ymtash, quality statistic and internal audit).



The ranking in 5 point-scales from “Not improvedadit (1) to “Strongly improved” (5).

Quality Performance indexes Current situation
3.16 Incoming quality 1 2 3 4 5
3.17 In-process quality 1 2 3 4 5
3.18 Final product quality 1 2 3 4 5
3.19 In time delivery 1 2 3 4 5
3.20 Solving customer complaint 1 2 3 4 5

4. Change in Using of Performance Measurement aftd65O 9000 Implementation

This part is referring to the objectives of perfamme measurement and process of carrying out
performance measurement. Based on managemenination, please evaluate the change of utilizatibn o
performance measure after implementing 1ISO 900#riefy 5 followings possible impacts.

Ranking is in 5 point-scales from “Strongly disasgté (1) to “Strongly agreed” (5)

Change in use of performance measurement after 1IS@000 Score
1. Performance measurement is supporting the pignnicontrolling, and
coordinating the operational activities (such aalitpamanagement, supply cha
management, production management, inventory donjro

=}
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2. Performance measurement is delivered strategy,term plan and it supports the
strategic deployment and enhancing the competitisgen

3. Performance measurement is supporting the beartimg process 1 2 3 4 5

4. Performance measurement is supporting the pignoontrolling, coordinating of
Human Resource Management

5. Performance measurement is more standardizedodpally carried out,
frequently updated and feed back to the employee

5. Change in Use of Selecting Performance Measurafter ISO 9000 Implementation

Please indicate the frequency of use of performameasures before and after ISO 9000 implementation.
1: “Not used at all”, 3: “Sometimes used”, 5: “Mdstquently used”.

Index of performance measure Before 1ISO 9000 AfteiSO 9000
Market share 1 2 3 4 5 1 2 3 4 5
Rate of solving customer complaint, 12 3 4 5 1 2 3 4 5
Company image, 1 2 34 5 1 2 3 4 5
Customer satisfaction 1 2 34 5 1 2 34 5
Advertising effectiveness 1 2 3 4 5 1 2 3 4 5
Production cost 1 2 34 5 1 2 3 4 5
Inventory turnover 1 2 34 5 1 2 34 5
Revenue 1 2 3 4 5 1 2 3 4 5
Profitability 1 2 3 4 5 1 2 3 4 5
Return of investment ROI 1 2 3 4 5 1 2 3 4 5
Cash —flow 1 2 3 4 5 1 2 3 4 5
Economic value Added EVA 1 2 3 4 5 1 2 3 4 5
Productivity 1 2 3 4 5 1 2 3 4 5
Incoming part quality 1 2 3 4 5 1 2 3 4 5
In process quality 1 2 34 5 1 2 3 4 5
Final product quality 1 2 3 4 5 1 2 3 4 5
Customer complaint 1 2 34 5 1 2 34 5
Product reliability 1 2 3 4 5 1 2 3 4 5
Product lead time 1 2 34 5 1 2 3 4 5
Product cycle time 1 2 34 5 1 2 3 4 5
On-time delivery 1 2 3 4 5 1 2 3 4 5
Product innovation 1 2 34 5 1 2 34 5
Resource utilization 1 2 34 5 1 2 34 5
Volume flexibility 1 2 3 4 5 1 2 3 4 5




Development of employee skill
Employee involvement
Knowledge sharing
Productivity

Technology ability

New product introduction

RD innovation

Time to market
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Abstract

Many studies have suggested that, under the cootédngh economic growth and
strong flows of laborers from rural to urban ardasng arrangements of elderly
people, particularly elderly women, and family telas will be more vulnerable
to a variety of social and economic risks. This grapusing the Vietnam
(Household) Living Standard Surveys in 1992/93,7198, 2002, and 2004, will
examine the issue by decomposing the elderly ptpaléen Vietham with regard
to various aspects of aging. With an investigabbmumerous variables such as
education, household living arrangements, and hgusonditions, it is found that
family relations have generally been maintaineietnam, although social and
economic contexts have changed rapidly siboemoi We find a relatively high
proportion of elderly people living with their ctiien, particularly married sons.
In addition, the elderly are not simply dependentthe households; indeed, they
are still contributing to the households in variousys. A detailed decomposition
of data on the elderly people, however, shows tlwaimen have certain
disadvantages in comparison with men due to lowdeication, higher levels of
widowhood and living alone. There is also a bigodiity gap between elderly
people living in urban and rural areas, and betwesgions. Another striking
finding is that during the past decade, povertggsatf the elderly people were
actually lower than that of nonelderly people, ahé highest poverty rates
occurred with very young or very old people.

1. Introduction

The elderly populations in many countries are gngaand will continue to grow in the
coming years, both in absolute numbers and ascepge of the population. According to
the medium-variant population projections of theteh Nations (2004), there are about 610
million people aged 60 and over (or 10% of the @qbpulation in 2000), and this number is
expected to grow to around 1.9 billion people (@f2of the world population) in 2050.
These demographic trends have mostly resulted &feoneasing fertility rates and increasing
life expectancy. In addition to such demographiandes, some studies on the elderly
population, such as Mason (1992) and Schwarz (20@83ed a concern that economic



transformation with urbanization and increasing naign might weaken the traditional
family structure, which would leave more elderlyopke without the traditional support and
care from their families.

Vietnam, as one of the fastest growing economidsenworld, is indeed experiencing
the changes just described. The medium-varianteptions of the United Nations (2004)
indicate that the elderly population in Viethamlwicrease significantly from 7.5 percent of
the total population in 2005 to about 26 percer2080. The demographic dependency ratio
will be driven mostly by the elderly dependencyaaits the child population will increase at a
slower pace. Of the current elderly population, a@ajarity are living in rural and
disadvantaged areas. Moreover, swift economic fimamsition sinceDoi moi has had
significant impacts on all areas of society, esgcwith the changes of economic structure
from agriculture-based to industrial productiond ambanization with strong flows of laborers
from rural to urban areas. Though great successed) as rapid poverty reduction and
considerable improvement of living standards, hHasen widely acknowledged, many groups
of people, including the elderly, are still living poor and vulnerable conditions (Le Bach
Duong et al., 2005). Given the low coverage of gbeial security systems in Vietnam, the
situation may become worse if there is not an gmmite response from the government to
these continuing changes. Therefore, studies abwsarsocial and economic aspects of the
elderly population need to be carried out thoroyglal as to understand appropriate responses
for the social welfare policies.

Guided by such research needs, this paper seekmttify the extent and the evolution
of the elderly population in Vietham by using théetiam (Household) Living Standards
Surveys in 1992/93, 1997/98, 2002, and 2004. Spatif, the paper will answer such
questions as how are the living arrangements of dlderly changing; are the elderly
contributing to their households, and are thereoirtgmt differences between regions of the
country, or between urban and rural residents?

To accomplish these goals, we firstly review thastng studies on the elderly
population in Vietnam. Then, we present our datd methodology, as well as advantages
and limitations of the data. This is followed byraanalysis and implications for social
welfare policies. The last section will present dading remarks and directions for further
studies.

In providing an overview of the Vietnamese eldedgpulation during economic
transformation, some key findings of this papefude:

. The elderly population has been growing duringpghast decade, as were the number of
elderly living alone.

. We consider three types of elderly householdsutioh those where an elderly person
is the head of the household, where the elderjefendent on others, and where the
elderly are living alone. We find that the increasethe elderly living alone was
offsetting households where the elderly were depehdn others.

. Women experience more disadvantages, such as wabahdnd lack of education.

. Data on working status and housework show thatetderly people were still active
contributors to the households in various ways.

. Poverty rates have been falling in each of theeytgvthough the highest poverty rates
remained among the extreme young and extreme old.



. Housing conditions for the elderly have signifidgrtproved overtime.

. Generally, the elderly of Vietham did not face arseosituation than younger people.
Family bonds appeared to remain strong, and thexlgldere taken care of.

. Defining elderly at age 60 is too young. The haigslof old-age do not come until later
ages.

2. Studies on the Elderly Population in Vietnam: A Relew

Research on the elderly population in Vietnam hasvg rapidly in the past decade, and
different survey data were used to analyze therlgldeeople and their households. For
example, Hirschman and Vu (1996) used the 1991ndiatLife History Survey, which was a
survey of 403 households during January-March 189&ur areas, i.e. a rural village and an
urban area in northern Vietham (in Red River Deléad a rural village and an urban area in
southern Vietnam (in Mekong River Delta). The pwpof their study was to analyze the
impacts of Confucian thought on contemporary fanaityd household structure, and how
these impacts varied between the two regions.

Another set of two regional surveys on Vietnamesesgns aged 60 and over has been
used extensively by many studies, such as Truongn8i et al. (1997) and Knodel et al.
(2000). These surveys, which were conducted inRbd River Delta (including Hanoi) in
1996, and in Ho Chi Minh City (HCMC) and its sixjacknt provinces in 1997, could provide
various information about rural and urban diverskipusehold composition, and household
relations in terms of support and care.

In addition to the above microdata surveys, a waiié studies also used larger survey
samples to accomplish their research goals. Bui Cheng et al. (1999) used the 1994
Vietnam Inter-censal Demographic Survey in comlamatvith those regional surveys to
explore living arrangements of the elderly in tvegions. To compare living arrangements of
the elderly and their households overtime, Knodel daruong (2000) used the 5 percent
public use sample of the 1989 Census and the &ipepeiblic use sample of the 1999 Census.
More recently, Barbieri (2006) used the 3 percaidlip use sample of the 1999 Census and
the Vietnam Living Standard Survey (VLSS) 1997/88analyze rates of coresidence and
flows of remittances between the elderly and tbbiidren.

Even though these studies drew on numerous surveis different sizes and
characteristics, some common trends emerged. Emstpopulation showed a clear aging
process that was faster than official populatiosjgmtions by the United Nations (Knodel and
Truong, 2000). By marital status, all of the exigtistudies showed that majority of the
elderly people (over 95 percent) were married odowied, and widowhood was more
common among rural residents and women (Truong & At al., 1997). In terms of
education, which was measured by schooling andatite the studies also indicated that the
female elderly were much more disadvantaged thain thale peers, and urban residents had
higher educational levels than their rural courdeigp(Knodel and Truong, 1997; Friedman et
al., 2002).

Second, living arrangements of the elderly andrtheuseholds indicated that family
relations remained strong in Vietham despite sulbistachanges in social and economic
conditions. The studies all indicated that onlymea share of the elderly were living alone,
and most were living with or nearby their childrédso, coresidence rates did vary between



regions and areas (Hirschman and Vu, 1996; Bui Cheng et al., 1999; Friedman et al.,
2002). Among those who were living with adult chdd, a majority preferred to live with
married sons, particularly in the Red River Deltanddel et al., 2000). In addition,
coresidence depended on marital status of thelgldeg. both non-married men and women
were considerably more likely to live with a madriehild than were their currently married
counterparts (Friedman et al., 2002: 5). Amongeheko were not living with children, men
were more likely to live with a spouse, and womegravmore likely to live alone (Babieri,
2006). Similarly, Knodel et al. (2000) showed thadre than half of non-coresident elderly in
the north and over two-thirds in the south eitlnexd adjacent to or very near to a child. The
situation for the childless elderly was not worsetleey lived with an adult relative or spouse,
and only 12 percent of them in the north and altbfrthem in the south lived alone.

Also relevant to family relations is the supportiazare between the elderly and their
children. Hirschman and Vu (1996) found a relatiugh frequency of visiting or making
contacts between adult children and their parefib@ut 60 percent of adult children who
lived nearby their parents, saw them daily, andtrabthe rest saw them at least once a week.
Truong Si Anh et al. (1997) found that exchangedool, clothes, and other goods were
fairly common between elderly parents and theild¢ren) in all regions, and economic
support from within the family was more importahan non-family support. Similar findings
were also indicated in Bui The Cuong et al. (199@) family support from both coresident
and non-coresident children were the main souréesupport and care for the elderly (42
percent and 66 percent in the north and the sae#pectively), and the type of support
showed regional difference, as foodstuff was papimdhe north, while cash was substantial
in the south. Furthermore, Knodel et al. (2000)vata that children frequently provided
material support to their parents, and there wg®nal difference in support type and child
proximity to parents. A U-shaped relationship wéseyved for such provision and child
proximity to parents, and it was even more pronednior regular provision of money and
expensive goods (2000: 93). Evaluating family suppith such questions as whether a child
is an important source of the elderly’s income, amaterial transfers (food or money) from
child(ren) to parents, Friedman et al. (2002) shbwimat southern elderly were more likely to
report that children were main contributors to lehsd income than were northern elderly,
and nonmarried elderly were more likely to clainttald as a main contributor than were
married elderly (2002: 8). Moreover, the study aaded that in general that there was no clear
gender pattern in the receipt of intergeneratiwgbport by the Vietnamese elderly. By
exploring gender and coresidence factors, Barf2806) implied that remittance was a major
alternative form of support from child(ren) to thparents, in which about 20 percent of the
elderly received remittance from a non-coresidéiltidn the previous 12 months, 16 percent
from a son, and 12 percent from a daughter (208%: ons tended to send support more
often than daughters (25 percent vs. less tharegtept of all elderly households), and older
elderly received more often than younger elderlyrtter, with multivariate analysis, the
study confirmed that women were more likely to reedrom both sons and daughters than
men (in contrast to the findings of Friedman et2002), and the non-coresident elderly were
more likely to receive than the ones coresidinghvahildren. Urban and wealthier elderly
were more likely to receive support from their dnéin than rural and poor peers. The study
then suggested that intensification of migratiord diot jeopardize intergenerational
solidarities and children continued to supportrtiegderly parents, particularly in vulnerable
cases.

One common and critical finding from these studies that only a modest percentage
of elderly people received pensions or welfare payisy and such payments were rarely a
main source of income (Bui The Cuong et al. 1998pdiel and Truong, 2000). Particularly,
the relative dependence of non-married elderly wome non-pension state payments, which



were small and less frequently paid, indicated rthielative vulnerability to social and
economic risks. If family support gradually erodesintaining the livelihood of such people
could become a greater public policy need.

Third, many elderly people remained active, eitharking for various types of
enterprises or doing housework. Bui The Cuong.gt1l899) pointed out that the working rate
of the elderly was respectively 41 percent and 8fcent for the north and the south. By
gender, Friedman et al. (2002) showed that thesealrmost no gender difference in the north
(42 percent for men vs. 41 percent for women),ébaignificant difference in the south (46
percent for men vs. 28 percent for women). Bottmeaac structure and culture could help
explain these regional differences. In additionp#@l and Truong (2002) found that women
were less economically active for all older ageugsy but active for housework. Also,
economic activity rates among older people in urhgas were considerably lower than that
of their rural peers.

Fourth, living conditions for the elderly have algabeen improving over time. The
results from Knodel and Truong (2002) showed thatising conditions significantly
improved. More elderly people, particularly in rueaeas, were likely to access mass media
such as TV and radio, use better toilets, and béaaricity as the main source of lighting.

Although these existing studies could provide infative and thorough measures on
living arrangements of the Vietnamese elderly, tHely not make a distinction between the
elderly who were household heads, and the eldehly were dependents in the household,
except the study by Hirschman and Vu (1996). Thei$krences are potentially quite
important. As indicated in many studies on the famelations in the elderly households,
such as Schwarz (2003) and HAI (2004), the eldertyuld feel confident if they could
control some resources, and family members woultl gcansider them as a burden.
Distinguishing the role of elderly people in thewuseholds will help to show how they are
treated when their economic and social status @sang

Moreover, the reviewed studies also did not proddg information about the poverty
status of the Vietnamese elderly over time. Analysi the elderly’s poverty incidence will
provide useful information about their relative maitability with the rest of the population, so
as to indicate appropriate social welfare polidmsthe government. One of the reasons for
such missing analysis in the existing studies miightiue to data limitations.

3. Data and Methodology

In this paper, we use the Vietham (Household) IgvB8tandard Surveys for the years
1992/93, 1997/98, 2002, and 2004. These surveye wanducted by the General Statistics
Office of Vietnam (GSO), along with other intermatal agencies as a part of the World
Bank’s Living Standard Measurement Surveys. Daladescriptions of these surveys can be
found in numerous research reports, such as GrusiGEewwe (1998), GSO (2004 a, b), and
World Bank (2000, 2001, and 2005).

The surveys are organized by household, but th&y iaclude some characteristics for
individuals in the household, such as age, gendétionship to household head, marriage
status, working status, salary, health, and edutalihis structure lets us identify the elderly
people, as well as the households that includerlglgeople. In this paper, we consider the
elderly as people who are at least 60 years old,tla@ elderly households are those with at
least one elderly person. Table 1 provides infoimnabn the sample sizes for the four surveys.



Table 1. Number of Households and I ndividualsin the V(H)LSS

Year Number of Households Number of Individuals
1992/93 4,800 (1,514) 24,068 (2,047)
1997/98 6,002 (2,121) 28,633 (2,860)

2002 29,530 (8,759) 132,384 (11,940)

2004 9,189 (2,784) 39,696 (3,806)

Note: The number of elderly households and the rurobelderly people are in parentheses.
Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004

At the household level, the surveys provide extengilata on sources of income,
business and agricultural enterprises, detailedédtonld expenditures, ownership of consumer
durables, poverty incidence, poverty alleviatiomgsams, wealth, and housing conditions.
The households are representative of the entiren@ieese population, both urban and rural,
and across the regions, so that we can providevarview of the elderly population for
Vietnam as a whole.

There are some limitations with the data. Firstiy generally only have information
about relatives who live in the same householdti(pdarly in the later surveys), and
therefore it is difficult to identify other relatg who may be living nearby or migrating to
other areas. These relatives are extremely impovaen we consider their support from/to
the elderly people. Thus, for instance, while wewrabout receipt of remittances, we cannot
say what percentage of non-coresident childrenigeothem. Secondly, besides wages, most
income sources are only identified at the househaldl, so it is not clear which member is
the source of the income. Wealth data is also an@jlable at the household level. This limits
the analysis of intra-household sharing. Thirdigme survey questions change over time.
This includes questions in which the answer categochange. Also, some interesting
guestions only appear in the earlier surveys geligt of children living outside the household,
a detailed list of remittances sent and receivedthyy household, and individualized
information about health status), while other iesting questions are not added until the later
surveys (mainly, detailed information about a \grief income sources for the household).
This inconsistent structure again limits our corapiae study between years.

In this paper, we will analyze our research obyestiby using simple tabulations of data
for each survey to observe trends over time. Su&i are representative for the entire
Vietnamese population, we can observe changes vimgli arrangements and other
characteristics of the Vietnamese elderly durirgpghst decade as they experienced profound
social and economic changes.

4. Results and Analysis

The elderly population will be analyzed along diffiet aspects, such as gender, age,
areas, and regions. We consider general charawemis the population, living arrangements,
working status, housing conditions, and povertyagion.



4.1. General Characteristics of the Population

Table A-1 provides general information about theti@amese population with regard to
the elderly and nonelderly. First, we can obsemgma@in Vietham, as the percent of the
population in older age brackets grew over timer Kwstance, the percentage of the
population aged 80 and older grew from 0.73 perceh992/93 to 1.5 percent in 2004.

/I Table A-1is about here//

We also find that aging process in Vietnam washslijgfaster than the projections of the
United Nations (2004) as 9.9 percent of the popmriaivas elderly in 2004. Along with the
aging process, we also could see an increasin@mge of females and of widows in the
elderly population (from 56.81 percent in 1992/8358.42 percent in 2004 for the former,
and from 33.9 percent in 1992/93 to 36.99 perae@004 for the latter).

Figure 1. Marital Status of the Elderly in Vietham, 1992/93 & 2004
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Percent Married by Gender and Age
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The data also show that the majority of the eldiviyd in rural areas (over 70 percent),
but this percentage decreased over time on acodumtreasing urbanization. In addition, the
data show that almost half of the elderly poputatias living in the Red River Delta and the



Mekong River Delta, where agriculture-based adésitare still popular. By marital status,
most of the elderly people were married or widoWeder 97 percent). Figure 1 shows that
the elderly women were less likely to be marrieantielderly men. As explained in Knodel
and Truong (1997: 2), the situation could be attable to several factors, including
differences in life expectancy between males amdafes. Indeed, widowhood is common
among rural residents and women.

As indicated in Table A-2, educational backgrouridttee elderly people, which is
measured by reading and writing ability, variedwgender, marital status, area, and region.

/I Table A-2 is about here//

By gender, the estimated results show that thelgldemen had a clear disadvantage
in comparison with their male peers, although thp between males and females was getting
smaller. Moreover, urban residents and youngerlgltiad stronger educational backgrounds
than their rural and older counterparts. By mastatus, the data indicate that the widowed
elderly tended to have lower educational backgreutithn the married and nonmarried
elderly, and the married elderly had the highest of reading and writing ability. One critical
detail can be seen if we look at educational gapésen regions. The elderly in poor regions,
such as the North West and the Central Highlandshwére isolated and remote areas, had
the lowest rates of reading and writing abilitydahis situation might in turn prevent them
from accessing social services.

4.2. Family Structure of the Elderly Households

Table A-3 provides information about householdngiarrangements in the surveys.
About 70 percent of the population lived in nonelgéouseholds, and the remaining 30
percent lived in elderly households. The majorityeterly lived in households where an
elderly person was the household head (over 60epgrcin those households, it would be
more reasonable to think of children as more depeindn their elderly parents, than vice
versa. The fact that many households with an sidead still had multiple children living at
home supports this argument.

/I Table A-3is about here//

A potentially worriedsome trend, meanwhile, is whapears to be a shift over time
from households with dependent elderly to only @ydaouseholds. The percentage of the
elderly living as dependents declined from 27.2t@et in 1992/93 to 17.72 percent in 2004,
while the corresponding elderly living in only eitye households increased from 13.43
percent to 20.67 percent in the same period. Figwkows this situation in graphical terms,
as the percentage of dependent elderly was squaeaddges.

Meanwhile, the percentage of elderly in the onesperelderly households grew from
3.47 percent in 1992/93 to 5.62 percent in 2004 Situation was prevalent among female
and rural residents. For instance, about 80 pexfethie elderly who lived alone were female,
and also 80 percent of them lived in rural areas/es various social and economic
disadvantages of the female elderly in comparisiih their male counterparts, the situation
calls for social policy makers to give more attentio effective social welfare policies for the
elderly females, such as education and income ggarr{UNDP, 2002).



Figure 2. Household Living Arrangements of the Elderly, 1992/93 & 2004
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Among the dependent elderly, over time the vasboritgjwere found living with their
married sons. There were significant differencesvben rural and urban areas regarding this
situation, in which the percentage of dependergrgidiving with married son in rural areas
remained the same, while it decreased over timerlban areas. This difference could be
explained by various reasons, including differdmracteristics of working and living styles
between areas, and also the influence of Confubiamght in family relations. This finding is
also the same as that of previous studies on \figtaad that of Chen (1998) for Taiwan, and
Lin (2001) for China. However, though it is rurdignomenon, this result is different from
that of Knodel and Napaporn (1997), which indicateat Thai elderly people had preference
to live with a married daughter.

Table A-3 also shows that this trend also held, toua much lesser extent, in the
households where an elderly person was the housélead.



4.3. Working Status and Housework of the Elderly People

Table A-4 shows the information about working statdi the elderly. We can see that
many elderly remained active, and they were worlditiger for salary, or for the household’s
agricultural and/or other enterprises. The averagiking rate was about 45 percent.

/I Table A-4 is about here//

By area, rural dwellers had significantly higher riwng rates than their urban
counterparts, and this situation could be explaimgdhe fact that many rural elderly people
were engaged in agriculture-based activities. Bydge, the elderly female were less
economically active than their male peers. In aoldjtmarried and non-married people were
more substantially active than widows. Higher emplent rates were also found among the
elderly in households with an elderly head or waitity elderly members. In dependent elderly
households, less than 20 percent of the elderlk&erThis evidence might imply that elderly
who faced the most trouble working (either healtbbpems or disability) were able to rely on
their children for help. By age, the elderly ageohif 60 to 64 maintained over 60 percent
employment rates, and this percentage graduallgedsed with increasing age. In summary,
lower employment rates could be found among urbaelldrs, widows, women, those over
age 70, and those elderly who lived as dependemitsuseholds.

/l Table A-5 is about here//

Table A-5 shows the data on housework among thin&imeese elderly. Generally, the
same trends found for working status also applyhtwsework, but the extent of the
differences tends to be smaller. The exceptiohdas women did much more housework than
men.

4.4. Housing Conditions of the Elderly Households

In the surveys, there are many indicators that lbarused to evaluate the housing
conditions of the elderly households. In this papee use the following indicators: (1)
housing structures, (2) sources of drinking andkowpwater, (3) toilet usage, and (4) sources
of lighting. Table A-6 presents data on the houstogditions of the elderly households
through four surveys. We can observe that there weprovements in all areas, most notably
in the widespread adoption of electric lighting flmmes.

/I Table A-6 is about here//

First, housing structures have improved over tififtee percentage of temporary houses
decreased from 29.25 percent in 1992/93 to 18.88epein 2004, while the percentage of
houses with bathroom, kitchen, and toilet (BKT)rgased in the same period, particularly for
the houses with shared bathroom, kitchen, and tditem 1.91 percent to 10.51 percent).

Over the decade, the elderly households had manecels to access better water sources
for drinking and cooking, which in turn might beagbfor their health. Percentage of the
elderly households using individual tap increadeah{ 10 percent in 1992/93 to 14 percent in
2004). There were, however, still many elderly letwdds relying on natural water sources
such as spring water, rain water, and water fremersi lakes and ponds.

Hygiene conditions in term of toilets were alsondfigantly improved over the past
decade. As can be seen in Table A-6, more modélet tgpes were used in the elderly
households, e.g. the percentage using flush toiéts septic tanks increased from 12.88



percent in 1992/93 to 25.44 percent in 2004, wilile percentage using simple toilets
decreased substantially from 55.78 percent to 2@et8ent in the same period. Nevertheless,
about 15 percent of elderly households did not laetoilet, which might harm their health
through bad hygiene conditions.

One of the most substantial improvements during pleeiod was the increased
percentage of elderly households using electriagtya main source of lighting. It increased
from 52.13 percent in 1992/93 to almost 94 per@er2004. The improvement resulted from
the rural electrification program promoted by tre/grnment since late 1990s. At the same
time, the percentage of the elderly householdsgugas, oil, and kerosene lamps decreased
significantly from 46.49 percent in 1993 to onlg3 percent in 2004.

4.5. Poverty Status of the Elderly and Their Households

In this paper, we follow the Vietnam’s General Btats Office (GSO) to calculate per
capita expenditures-based poverty rates. The GS@oaes to calculate the minimum
expenditures needed to satisfy basic nutritional Bwing needs. Moreover, this method
provides an absolute poverty line that stays comstareal terms over time. Table 2 shows
the GSO poverty lines over time.

Table 2. GSO Poverty Lines

Year vaerty Lines by .
Per Capita Real Expenditures
1992/93 1,160 thousand Donglyear
1997/98 1,790 thousand Donglyear
2002 1,917 thousand Donglyear
2004 2,077 thousand Dong/year

Table A-7 provides our estimates of poverty rate¥ietnam for different categories.
As can be seen, poverty rates decreased drampatazaibss Vietnam since the first survey
(57.6 percent overall in 1992/93 to 19.3 percemtral in 2004).

/I Table A-7 is about here//

Although poverty rates reduced impressively inradlions, they remained high in the
North West and the Central Highlands. The situatiaticates that the government should
promote poverty reduction programs more effectivalyhese regions. In addition, it is also
clear that regional disparities remained over time.

By area, we see than poverty rates reduced suiagham both urban and rural areas.
For instance, elderly poverty rates decreased 68rh percent to 22.8 percent in rural areas,
and from 19.6 percent to 4.3 percent in urban alesween 1992/93 and 2004. Despite
dramatic improvements, poverty consistently rengimgher in rural areas.



Figure 3. Poverty Status of the Elderly Households by Living Types, 1992/93 & 2004
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By marital status and gender, the differences antbagroups were small, but married
people and males tended to have slightly lower gigvates than their counterparts.

With regard to living arrangements, Figure 3 shaws distribution of per capita
expenditures in comparison to the poverty thresholthe figure illustrates the impressive
gains in poverty reduction, though no particulaitgra for poverty rates among various living
arrangements emerged.

One of the most important matters for social welfer to address the relative poverty
and vulnerability of various groups in Vietham. Byking at the poverty rates for different
age groups, we found one of the striking results Wt poverty rates of the elderly were
actually lower than that of the nonelderly. Figdrprovides further evidence of this trend.



Figure 4. Poverty Rates by Gender and Agein Vietnam, 1992/93 & 2004

Poverty Rates by Gender and Age in Vietham, 1992/93

10
o |
©
12}
Lo
; <
2
(@,
w
—
o4
T T T T T T T T T T
0-9 10-19 20-29 30-39 40-49 50-59 60-69 70-79 80-89 >=90
Age Ranges
‘ Males —e—— Females —0—‘
Poverty Rates by Gender and Age in Vietham, 2004
10
o
©
%]
JCaT))
S < ]
o
:
58
o
0 |
—
o4

T T T T T T T T T T
0-9 10-19 20-29 30-39 40-49 50-59 60-69 70-79 80-89 >=90
Age Ranges

‘ Males —e—— Females —0—‘

Source: Authors’ calculation from VLSS 1992/93 &htlL.SS 2004

In Figure 4, poverty rates present a U-shaped npadieross the age distribution with the
highest rates occurring at the youngest and oblilges, and the lowest poverty rates occurring
in the 50s and 60s. This means that, for the cueleerly population in Vietnam, defining
elderly at the age of 60 might be too young, ad$tap tends to occur mostly at later ages.

Although the above information illustrates in dethe official poverty incidence of the
elderly population in Vietnam, there are potenthses with the official measure. As
indicated in a variety of studies on measuremeh&dderly poverty, such as Schwarz (2003)
and Barrientos (2006), such poverty measures ale established for the household as a
whole rather than for particular individuals. THere, it is quite difficult to analyze the
elderly’s relative poverty and vulnerability in cparison with the rest of the population. In
order to get more detailed information about povest the elderly people, a number of
indicators, such as family composition and contfolamily resources, need to be taken into
account. Also, large households may be have leskehad than the official measures suggest
because of economies of scale in their expenditimebousing and other goods, and when
this is accounted for along with the fact that didbouseholds are generally smaller, we may
see a rise in elderly poverty relative to the céghe population. We will further explore these
issues in subsequent research.



5. Concluding Remarks

Like many countries in the world, the aging proces¥ietnam is taking place more
rapidly than official population projections, suat United Nations (2004). An aging society
that is also undergoing rapid social and econorhanges produces a potential concern for
public policy. This paper, using the Vietham (Hduge) Living Standard Surveys from
1992/93 to 2004, aims to examine the elderly pdmraof Vietham with various aspects of
aging to identify the potential stresses.

By investigating such indicators of the elderly aducation, household living
arrangements, and housing conditions, the paperdftlat family relations remained strong
in Vietnam despite profound social and economicngkea. We found a relatively high
proportion of elderly people living with their ctifen. In addition, the elderly were not simply
dependents in the households; indeed, they stiliribmted significantly to the households in
various ways. Their housing conditions and standéiiving have also improved over time.

Despite the general improvements, however, thelddtdecomposition of data shows
that many disparities remained among the elderlyufadion. Disadvantages remained for
women, for those in rural areas, and especiallyairticular regions of the country. Given the
current social security system with low coveragehef population, the elderly people might
face a variety of social and economic risks as wsllsocietal circumstances continue to
change.

In the next step of research on the elderly popraih Vietham, we will explore in
more detail income and poverty issues, in ordepusue our keen interest in Viethamese
pension reform issues. We will consider how a nontigbutory pension (NCP) scheme
might operate and benefit the Viethamese elderly.
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TABLE A-1
Demographic Characteristics of the Viethamese Popation
Percentages Across Demographic Categories

1992/93 VLSS 1997/98 VLSS 2002 VLSS 2004 VLSS
Nonelderly Elderly Nonelderly Elderly  Nonelderly Elderly  Nonelderly  Elderly

Population

Number (people) 68,147,981 7,658,661 69,521,43,081,223 71,665,846 7,875,604

Percent 91.49 8.51 89.9 10.1 90.76 9.24 90.1 9.9
Region

Red River Delta 19.89%  23.95% 19.15% 23.78% 21.56%25.35% 21.67% 25.78%

North East 14.42% 13.11% 15.19% 13.73M6 11.96% 9%6.8) 11.69% 10.46%

North West 2.72% 1.83% 2.97% 1.739 2.76% 2.1306 2%.1 1.93%

North Central Coast 12.74% 139 13.76% 14.48% 28.35 13.87% 13.17% 12.59%

South Central Coast 9.3% 10.89% 8.46% 8.68P6 8.35% 9.79% 8.56% 9.93%

Central Highlands 2.34% 2.03% 2.89% 1.85% 6% 4.01% 5.18% 3.4%

South East 16.13% 13.61% 15.92% 15.56% 14.64% 3%.0 16.26% 15.37%

Mekong River Delta 22.45%  21.52% 21.64% 20.2% %03 19.94% 20.35% 20.55%
Urban / Rural Status

Rural 80.31% 77.73% 77.96% 74.06% 76.76% 76.83% .2374 73.33%

Urban 19.69%  22.27% 22.04% 25.94% 23.24% 23.1Y% .77% 26.67%
Marital Status

Married 54.37% 64.04% 52.09% 61.63% 41.73% 61.69%56.12% 60.51%

Widowed 2.35% 33.9% 2.17% 35.81% 1.52% 36.44% 98.08 36.99%

Otherwise Not Married 43.29% 2.05% 45.74% 256% .75% 1.87% 41.8% 2.5%
Gender

Male 48.71%  43.19%  49.16% 41.93% 50.23% 42.79%  39%0. 41.58%

Female 51.29%  56.81%  50.84% 58.07% 49.77% 57.21% 9.7% 58.42%
Age Range

Less than 60 91.49% 89.9% 90.76% 90.1%

60 - 64 3.07% 2.97% 2.46% 2.65%

65 - 69 2.07% 2.79% 2.29% 2.27%

70-74 1.72% 2.02% 1.97% 2.07%

75-79 0.92% 1.3% 1.26% 1.41%

80 -89 0.66% 0.9% 1.08% 1.27%

90 and Older 0.07% 0.11% 0.18% 0.23%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004




Regions

Red River Delta
North East

North West

North Central Coast
South Central Coast
Central Highlands
South East

Mekong River Delta

Rural/Urban
Rural
Urban

Marital Status
Married

Widowed
Otherwise Not Married

Gender
Male
Female

Age

60 - 64

65 - 69

70 - 74
75-79

80 -89

90 and Older

TABLE A-2

Educational Background of the Elderly Population
Question: Can person read and write? (Percent of whanswer “Yes”)

VLSS 1992/3

55.39%
52.83%
25.24%
61.74%
53.64%
29.27%
60%
51.04%

50.16%
70.31%

65.77%
33.58%
48.78%

79.5%
35.45%

67.52%
58.82%
46.44%
37.33%
28.76%
11.76%

VLSS 1997/8

64.08%
54.66%
29.07%
58.87%
58.04%
37.08%
57.81%
56.41%

55.47%
66.48%

69.44%
40.67%
52.25%

79.86%
44.36%

74.64%
65.48%
51.73%
40.77%
29.86%
14.72%

VHLSS 2002

62.38%
55.29%
32.25%
56.98%
63.05%
42.65%
61.66%
57.02%

56.89%
65.23%

69.02%
43.1%
50%

77.35%
49.6%

71.19%
66.08%
57.66%
50.71%
33.73%

23.1%

VHLSS 2004

61.25%
56.58%
36.75%
57.48%
61.73%
46.91%
64.26%
59.61%

57.18%
64.63%

71.12%
46.34%
58.12%

77.84%
51.7%

69.93%
68.41%
62.92%
51.26%
40.92%
36.12%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004




TABLE A-3
Living Arrangements of the Vietnamese Population

Percentages Across Demographic Categories
1992/93 1997/98 2002 2004
Percentage of Total Population Living in Each Typef Household

No Elderly 67.77% 65.99%  70.03% 68.78%
Elderly Head with Nonelderly 18.78% 18.4% 19.629%0.18%
Dependent Elderly 12.3% 13.75% 8.64% 8.99%
Only Elderly 1.14% 1.86% 1.72%  2.05%
Percentage of Elderly Living in Each Type of Housebld
Elderly Head with Nonelderly 59.36% 54.92%  63.39%1.61%
Dependent Elderly 27.21% 27% 18.04% 17.72%
Only Elderly 13.43% 18.39%  18.57% 20.67%
Percentage of Elderly Living in Each Type of Housebld (More Detail)
Only One Elderly Person 3.47% 4.93% 5.29% 5.62%
Only Elderly Married Couple 9.48% 12.73% 12.48% .414%
Other Group of Only Elderly 0.49% 0.73% 0.8% 0.63%
Elderly Spouse of Nonelderly 2.59% 2.26% 2.59% 8%2
Elderly Head, Unmarried Son 6.64% 7.12% 7.14% ®B.23
Elderly Head, Married Son 9.82% 10.67% 15.91% 4.11%
Elderly Head, Unmarried Daughter 6.4% 5.5% 7.2% 99%
Elderly Head, Married Daughter 1.42% 1.41% 2.23% .3%
Elderly Head with Multiple Children 27.8% 23.62% 3.3% 35.54%
Elderly Head, Other Situation 4.69% 4.34% 4.81% 53%
Elderly Dependent, Unmarried Son 1.03% 0.91% 0.45%.27%
Elderly Dependent, Married Son 17.73% 17.59% 19%.2713.3%
Elderly Dependent, Unmarried Daughter 1.95% 23% .9%0 0.79%
Elderly Dependent, Married Daughter 1.03% 1.53% 2%l. 1.43%
Elderly Dependent, Grandchildren 0.68% 0.74% 0.82%.09%
Elderly Dependent, Other Situation 4.79% 3.63% 1%4 0.49%
Only ONE Elderly Person (Living Alone)
Male 15.49% 18.4% 24.32% 18.84%
Female 84.51% 81.6% 75.68% 81.16%
Rural 80% 82.91%  82.85% 77.94%
Urban 20% 17.09% 17.15% 22.06%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004



TABLE A-4
Working Status of the Vietnamese Population
Percentage of Individuals Engaging in Work Across Bmographic Categories,
For those aged 20 and older

1992/93 VLSS 1997/98 VLSS 2002 VLSS 2004 VLSS
Age 20- Age Age 20- Age Age 20- Age Age 20- Age
59 60+ 59 60+ 59 60+ 59 60+
Region
Red River Delta 85.8% 43.4% 89.7% 51.1% 92.5% %7|7 91.9% 48.4%
North East 90.1% 44.2% 91.6% 42.6% 94.9% 49.3% 5%3. 51.4%
North West 89.3% 48.6% 93.3% 53.7% 96.3% 455% 1%6. 46.9%
North Central Coast 89.2% 58.7% 91.1% 51.6% 94.3%51.7% 90.8% 48.2%
South Central Coast 82.2% 36.8% 87.9% 51,0% 91.8%%68.9% 89.5% 54.6%
Central Highlands 91.0% 51.2% 94.4% 45.6% 94.7% .3%W0| 92.0% 39.5%
South East 76.0% 34.9% 78.6% 33.6% 85.3% 26{2% 6983. 28.3%
Mekong River Delta 82.3% 44.1% 85.7% 43.7% 90.0% 1.3% 88.7% 38.8%
Urban / Rural Status
Rural 86.0% 47.4% 90.2% 50.0% 94.2% 50.5% 92.7% .1%9
Urban 78.1% 32.29 79.3% 33.50 83.7% 28.0% 82.6% .8%9
Marital Status
Married 85.2% 52.5% 90.0% 56.2% 94.9% 55.8% 94.0%54.9%
Widowed 76.5% 27.19 80.8% 27.4% 86.8% 27.1% 86.5%26.3%
Otherwise Not Married 79.2% 38.1% 79.9% 49.8% @.0 52.1% 76.6% 40.09
Gender
Male 86.5% 49.7% 88.8% 51.6% 93.5% 50.8% 92.1% 6%0.
Female 81.2% 39.0% 86.1% 41.5% 89.6% 412% 87.6% 9.298
Age Range
60 - 64 61.1% 66.3% 66.2% 64.5
65 - 69 48.8% 52.3% 57.4% 56.9
70-74 34.1% 38.5% 40.8% 39.8
75-79 19.5% 25.9% 26.0% 27.8
80 - 89 8.2% 8.7% 9.79 10.1
90 and Older 0.0% 0.09 3.2% 1.8
Household Elderly / Nonelderly Mix
No Elderly 84.5% 87.9% 91.9% 90.3%
Elderly Head with Nonelderly 78.9% 51.4% 83.8% 25%3. 88.9% 48.7% 86.9% 46.89
Dependent Elderly 86.5% 18.0% 89.9% 15.0% 92.7% 16.0% 90.7% 12.99
Only Elderly 60.7% 56.0% 62.1% 61.2%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004
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TABLE A-5
Housework Among the Elderly of Vietham
Percentage of Elderly Engaging in Housework AcrosBemographic Categories,
Followed by Mean Hours of Housework per Day,
Conditional on Doing Housework

2002 VHLSS 2004 VHLSS
Housework? Hours Housework? Hours
Region

Red River Delta 72.5% 2.17 73.4% 2.20
North East 71.5% 2.09 75.2% 1.94
North West 65.4% 2.14 68.5% 1.81
North Central Coast 69.6% 211 71.1% 2.02
South Central Coast 71.5% 1.95 70.9% 1.96
Central Highlands 67.1% 2.3 63.3% 2.09
South East 57.9% 2.73 68.3% 2.40
Mekong River Delta 56.2% 2.34 57.9% 2.26

Urban / Rural Status
Rural 68.6% 2.15 69.4% 2.32
Urban 58.2% 2.57 66.5% 2.10Q

Marital Status

Married 70.6% 2.14 73.8% 2.10
Widowed 58.4% 2.40 59.5% 2.24
Otherwise Not Married 72.7% 2.42 78.1% 2.41
Gender
Male 56.9% 1.87 60.1% 1.80
Female 73.2% 2.45 74.7% 2.36
Age Range
60 - 64 81.4% 2.36 84.2% 2.39
65 - 69 74.5% 2.26 77.5% 2.15
70-74 67.7% 2.15 68.3% 2.04
75-179 56.2% 2.07 63.8% 1.85
80 - 89 31.3% 2.03 36.3% 1.97
90 and Older 17.7% 2.09 12.9% 1.62

Household Elderly / Nonelderly Mix

Elderly Head with Nonelderly 66.6% 2.2y 69.8% 2.16
Dependent Elderly 45.8% 2.15 44.6% 1.90
Only Elderly 84.7% 2.17 85.2% 2.23

Source: Authors’ calculation from VHLSS 2002 & 2004



TABLE A-6
Housing Conditions for the Vietnamese Elderly
Percentage of the Elderly Household

1992/93 1997/98 2002 2004
Housing Structures
Villas 0.18%
House with private bathroom, kitchen & toilet (BKT 4.11% 6.33% 7.54%  6.85%
House with shared bathroom, kitchen & toilet (BKT) 1.91% 1.93% 8.66% 10.51%
Semi-permanent house 52.57% 62.57% 64.47% 63.63%
Permanent house 12.16% 8.19%
Temporary 29.25% 20.98% 19.33% 18.83%
Sources of Drinking & Cooking Water
Private water tap 10.24% 11.17% 12.03% 14.72%
Public water tap 2.87% 3.08% 4.05% 3.31%
Deep drill well 3.36% 18.51% 27.22% 22.29%
Hand-dug constructed well (various types) 51% 3%2 31.95% 32.38%
Bought water 0.59% 0.45%
Filtered spring water 0.28% 0.85%  0.55%
River, lake, and pond 18.5% 9.91% 9.66% 7.49%
Rain water 13.2% 10.62% 9.13%  9.95%
Other 1.09% 13.21% 4.52%  8.86%
Toilet Usage
Flush toilet with septic tank 12.81% 15.5%  18.68%b6.44%
Suilabh -- 3.44% 3.18%
Double vault compost latrine 10.98% 12.79% 22.7524.24%
Toilet directly over water -- 9.13% 12.83% 11.56%
Other (Simple toilet) 55.78%  45.69% 25.84% 24.13%
No toilet 20.43% 16.89% 16.46% 14.45%
Sources of Lighting
Electricity 52.13% 80.67% 86.73% 93.8%
Battery lamps 0.49% 1.16% 1.62% 0.6%
Gas, oil, and kerosene lamps 46.49% 17.33%  9.77%23%
Other 0.59% 0.84% 188% 1.37%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004



Population
Total
Aggregate

Region
Red River Delta
North East
North West
North Central Coast
South Central Coast
Central Highlands
South East
Mekong River Delta

Urban / Rural Status
Rural
Urban

Marital Status
Married

Widowed
Otherwise Not
Married

Gender
Male
Female

TABLE A-7

Official Poverty Rates for the Vietnamese Populatio
Percentages Across Demographic Categories

1992/93 VLSS
Nonelderly  Elderly
58.4% 48.9%
57.6%
62.0% 54.8%
79.2% 74.39
81.6% 70.3%
75.2% 67.4%
48.0% 40.0%
61.8% 53.7%
41.0% 27.3%
48.2% 34.5%
67.1% 58.1%
25.5% 19.6%
56.9% 47.8%
53.6% 50.6%
50.1% 54.8%
58.6% 48.3%
58.1% 49.49

1997/98 VLSS
Nonelderly  Elderly
38.3% 29.5%
37.4%
29.3% 23.8%
56.6% 47.4%
73.0% 78.5%
49.7% 34.7%
34.8% 31.3%
58.0% 56.8%
14.1% 7.8%
37.7% 29.4%
46.4% 37.0%
9.3% 7.9%
35.8% 27.4%
34.7% 33.5%
31.9% 22.9%
37.9% 27.5%
38.7% 30.9%

2002 VLSS 2004 VLSS
Nonelderly Elderly  Nonelderly  Elderly
29.2% 25.4% 19.4% .9%7
28.9% 19.3%
22.4% %26 11.7% 16.3%
38.6% 37.2% 7929. 25.2%
68.4% 63.7% 9%8. 53.2%
44.5%38.3% 32.0% 31.2%
25.19%6.7% 18.7% 21.6%
52.2% .7%A 30.6% 24.1%
10.9% 7.2% 5.692.8%
23.9% 7.9% 16.0% 13.1%
36.0% 31.2% 24.9% .8982
6.7% 6.2% 3.6% 4.3
26.7% 24.8% 17.2%15.8%
27.2% 26.6% 20.0%21.3%
31.1% 23.9% 15.5% 6.9%
28.6% 24.2% 19.1% 4%6
29.8% 26.3% 19.7% 8.9%

Source: Authors’ calculation from VLSS 1992/93 188, and VHLSS 2002 & 2004
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Seeking for Effective Performance, Minimum Cost, and
Good Official Development Assistance (ODA)
Perfor mance Evaluation:

A Case Sudy of Bach Mai Hospital, Vietham

Tadashi KIKUCHI

Abstract

According to the Development Assistance Commiti2&Q) of the Organization
for Economic Cooperation and Development (OECDg #mount of official
development assistance (ODA) has been resurgirgg 2000 and is expected
touch over 100 billion USD in a few years. In 20@& DAC members’ average
ratio of ODA to gross national income (GNI) neatiguched 0.30, which
corresponds to the level in the early of 1990s. WVipeoviding ODA to
developing countries, the regional characteristdiversity of the economic
growth stage, as well as the impacts of ODA on enva growth have to be duly
taken into consideration. In this paper, the authentioned that Vietnam exhibits
a relatively better economic performance than ttreeroEast Asian countries.
However, based on data analysis, the author olemvgeneral tendency of
developing countries: the higher a nation’s ecomogriowth the lesser is its
dependency on aid. A national budget that depeedsily on aid does not always
guarantee a sustained high economic growth rate aféexr year in developing
countries. In order to achieve the effective use€®&fA, it is also necessary to
determine an appropriate method for evaluating Oféjects in developing
countries. In the latter part of this paper, ththaubriefly examines a case study
of Bach Mai Hospital (BMH) in Hanoi, Vietham and nodudes that good
leadership would generally lead to the successidcation of a project
undertaken. It is well known that BMH played a galarole during the outbreak
of severe acute respiratory syndrome (SARS) in M&@03, and owing to the
immediate action taken by the hospital, Vietham waemptly declared
SARS-free by the WHO on April 28, 2004. The mairjesbive of this ODA
project was to improve the staff's medical skillsdaknowledge in addition to
promoting cooperation among them during the 200RSAutbreak. However,
there still appears to be scope for analysis amavidg lessons in developing
general methods for the more efficient use of ODBe author also believes that
analyzing case studies of past ODA projects wouidgba considerable amount
of useful information that could improve the futupeality of ODA.
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presented at the session of Foundation for AdvaBtedies on International Development, Tokyo onilApr
25, 2006. The author would also like to thank DtmecToshio Tsunozaki and Senior program fellow
Junichi Hasegawa for the useful exchange of inftionaand ideas in the session. However, the author
alone remains responsible for the content of tlipep. The author also welcomes any constructive
comments; you may send thentkdkuchi@sfc.keio.ac.jp




1. Introduction

The initiation of the disbursement of official démement assistance (ODA) from
developed counties was sluggish in the 1990s;pthenomenon is known as “aid fatigtie.
As shown in Figure 1, the average ratio of ODA tosg national income (GNI) among the
Development Assistance Committee (DAC) countriestt@f Organization for Economic
Cooperation and Development (OECD) decreased fr&4% in 1984-1985 to 0.22% in
2000. In response to this negative ODA disburseneath developed country is seeking new
strategies for improving the quality of ODA projectn the United States, ODA is disbursed
in the following five modes: (1) economic supparhdl, (2) development assistance, (3) the
food for peace program, (4) human support aid,(@hehultinational aiél In Japan, however,
ODA disbursement is primarily considered to beianfily donation to developing countries.
For example, as is well known, the United Statesedgiesting the Japanese government to
reduce its ODA to Myanmar as an economic punishnf@nthe latter's non-democratic
policy. However, the Japanese government is comdethat the imposition of economic
sanctions on Myanmar would isolate the country eadse negative counter efféctafter
World War Il, Japan—then a developing country—sedua loan from the World Bank. In
1990, it managed to repay the entire loan anfofitis incident is a relatively recent one;
therefore, the Japanese government is able to ameatith the condition of a country that is
provided with such loans and is willing to cooperat finding an approach that is beneficial
for both the donor and recipient countries. Forieghg this purpose, the author maintains
that supporting and monitoring leadership in prigamdertaken in developing countries is
important. In order to simplify and elucidate tpigint, the author introduces “The Bach Mai
Hospital Project” as a case study later in thisgpaghis project is considered as an example
of a successful ODA project in recent y@ar§he subsequent section describes some
characteristics of the relationship between aid #ral regional characteristics, economic
growth, and the nutrition level of the world ane tiietham economy. Section 3 provides a
brief history of the projects related to Bach Mabdfital (BMH) and also describes the
importance and effectiveness of leadership in geptdeam, by means of theoretical and
statistical tools. This is expected to motivateta members to participate in these projects
and facilitate good performances by them. The fsedtion summarizes the conclusion and
also mentions what remains to be studied in theéut

L At the Monterrey Conference held over March 18-ZX)2 at Monterrey, Mexico, the issues of tradd, debt, and the
coherence of global and regional financial struesuwere discussed, with respect to the achieveofetite MDGs. The
World Bank also recognized the importance of tHiiehcy of ODA and poverty reduction. Since thenfaence, the
amount of ODA has surged under the new ODA stratédinstitution, Ownership, and Participation.”

2 See also Nisigaki, Shimomura and Tuzi [2003] farendetails.

% However, there is also another opinion that thmatdase government did impose some degree of ecomumishment on
Myanmar and maintained a low rate of ODA to Myanmar

* This aid is known as the GARIOA (Government Appiation for Relief in Occupied Area Fund) and ER(Economic
Rehabilitation in Occupied Areas) funds. For sbangefrom 1946 through 1951, Japan received thid fioninitiate the
reconstruction of its devastated economy after sNV@far II.

5 As mentioned in section 3, this project is actuéitled “The Bach Mai Hospital Project for Funatal Enhancement.”
Note that there have been other projects undertbkeéBach Mai Hospital in the past and even at preses can be seen in
Table 1.



Figure 1: Worldwide ODA trend: 1984—-2000

2. The relationship between economic growth, nourishment, and aid
dependency

In 2003, over 70 billion dollars was transferreonfr developed to developing countries,
with bilateral aid accounting for 53.6 billion USBnd multi-lateral aid for 20.6 billion USD.
According to the report of the DAC on the OECD, #maount of ODA appears to increase
over a decade, as we can see in the figure belowekler, the amount of ODA measured in
terms of the ratio of GNI is far from the 0.7% teted by the United Nations for its
Millennium Developing Goals (MDGs). Therefore, irder to utilize the limited ODA funds
at the maximum efficiency level, a certain stratesippuld be built for delivering ODA to
developing countries in an effective manner. The@4Dwhich were declared in September
2000, outline the following eight main goais be achieved by 2015: (1) eradication of
extreme poverty and hunger; (2) achievement ofamal primary education; (3) promotion
of gender equality and empowerment of women; (4ucton of child mortality; (5)
improvement of maternal health; (6) combating H\D&, malaria, and other diseases; (7)
ensuring environmental sustainability; (8) develepin of a global partnership for
development.

Figure 2: The time series trend of ODA and the estited ODA disbursements until 2010
2.1. World Economic growth, nourishment, and aid dependency in 2003

There is no clear statement regarding economic tyranvthe MDGs. However, as we
were already aware, if developing countries findlifficult to maintain good health and
nutrition levels, they will be unable to developnian resources for industrialization.
Moreover, in this era of globalization, developicruntries are required not only to manage
local enterprises and transfer modern technolody anterprises in their own domestic
market but also to counter the severe competitiothé global market. This does not intend
for developing countries to depend heavily on aidhie achievement of these aims. Further,
cross data reveals a negative relation betweenoetorgrowth and aid dependency, as seen
in the next figure. The economic growth of two argzamely, “East Asia and the Pacific” and
“South Asia,” is relatively higher than that of tbther areas. However, in the case of nutrition
levels, the living standard of the East Asia andifiRaregion appear to be better than that of
South Asia. It is interesting to categorize eaamdry its own regional characteristics such
that they provide certain clues to build an aidtsigy.

Figure 3: Negative relation between GDP growth a@DA dependency



In the above figure, we can find useful fundamefatets pertaining to each area. First, the
point denoting that economic growth of the are&0f and Central Asia is an outlier. This is
because the Commonwealth of Independent State} §6tthe East European countries in this
area have been facing economic hardships sinceitioeipendence from the former Union of
Soviet Socialist Republics (USSR). The line in thgure depicts the linear regression,
estimated for five areas except that of EU and 1@estsia. Next, we can observe a relation
between undernutrition and aid dependency in thesaay.

Figure 4: Positive relation between poor nutritidevels and ODA dependency

From the above figure, we can find that the nainitlevels of three areas—“EU and
Central Asia,” “East Asia and the Pacific,” and ‘tMdie east and North Africa’—is better than
that of others. One the other hand, South Asialaively worse in this respect as compared
with the other areas. We also found that sub-SahAfdaca scores extremely low at both
economic growth and nutrition levels. By measurihg distance from the average level of
economic growth and nutrition, which is drawn dmaar regression in figures 3 and 4, at the
same level of aid dependency in the figure, we &smd that the areas of EU and Central
Asia and South Asia were plotted at a considerdlgance from the average figure for the
world. It is known that the United Nations has beeguing for the absolute increase of
donation to sub-Saharan Africa. The author agrattsthe idea; however, from the viewpoint
of aid dependency, a serious issue is that of ¢élrastated economies of CIS and East Europe.
With regard to South Asia, we have to consider oétspects in addition to economic growth.
“Why is South Asia unable to achieve better nuntlevels with its high economic growth?”
It is crucial that ODA donors and the governmerftSouth Asian countries cooperate and
take advantage of their good economic performancachieve better nutrition levels and
higher living standard. Later in this paper, thehan shows that ODA projects would be
executed effectively under good leadership.

Before proceeding to the next section, based andg3 and 4, the author summarizes
and illustrates another figure describing the r@fabetween economic growth and nutrition
levels. The next figure provides some interestiagspectives for achieving the efficient use
of the limited ODA funds: (1) Increasing the abselamount of aid to sub-Saharan Africa is
the highest priority in coming decades. (2) SugpgrEU and Central Asia in their endeavor
to recover their political stability and economimgth should be given high priority. (3)
Studying how to allocate aid efficiently and eqmalthe nutrition level across the population
is a must. (4) Latin America and the Caribbean miglve some structural problem causing
vicious circle between poor nourishment and lownecoic growth.

Figure 5: Positive relation between poor nutritidevels and economic growth



Note that the above four-area classification shdwat each area has its own
characteristics. Thus, it is clear that we havdirgt recognize the diversity of the regional
characteristics and then consider them in devetpfiie most effective and useful method of
allocating aid. Based on the facts provided het some additional details, the author will
review the relation between economic growth, ndumient, and aid dependency by using the
available data on 83 developing countries.

2.2. Vietnamese economic growth, nourishment, and aid dependency in 2003

In this section, the author presents a figure shgwadditional detail on the relation
between economic growth and aid dependency basdideaavailable data on 83 developing
countries. According to the World Bank’s World deyanent Indicators in 2003, the area of
East Asia and the Pacific comprises 10 developmmties. As seen in the next figure, each
country in East Asia and the Pacific—including Yi@in—has a relatively better economic
growth and nutrition level than the other countries

Figure 6: Negative relation between GDP growth andtrition levels

Since Vietnam is located above the regressiondiaevn in the figure, we know that
Viethamese economic growth is relatively highemntkize average. Now, the author maintains
that it is time for Vietnam to pay greater attentto improving the nutrition level so as to
achieve a higher quality of living standard for pleoand better welfare. It is also interesting
to see how the relation between economic growththachutrition level would change with
an increase in aid dependency. For this purposeatithor fixed aid dependency against the
odds ratio of economic growth to nutrition levetsdaplotted it on the horizontal line in the
figure below.

Figure 7: Ratio of economic growth to nutrition lels with aid dependency
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Note that the odds ratio is expressec.ﬂ . n(x) is defined as a

function of aid dependency x.
If countryi is located beyond the regression line in figurthénm = 1.

Otherwiser =0
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} is negative
X)

From the figure, we can easily imagine, that theeaf logit In{

because of it decreases toward the right. Intexglgtithe figure shows that the heavier the aid



dependency, the lower the economic growth and dleegp the nutrition level. First, the result
of this estimation of the logit model shows thata@&db dependency increases, the odds ratio
changes to -0.048% In addition, we can compare the estimatéd— = with the
corresponding observed data. In 2003, Viethamekdependency was 4.4, and the estimated
ratio ofn/1 —x is 0.0517. The observation of the odds ratio@857 as large as more than 1.6
times, as shown in figure 7. This fact implies ttia Viethamese economy grew too fast in
the 1990s, and on the other hand, it did not appeedh concerned about improving its poor
nutrition level. China, Thailand, and Papua New r@ai also have a relatively large gap
between the estimated value and observation obdds ratio, at 3.9, 1.9, and 2.11 times,
respectively. On the other hand, the odds ratiostldr countries in East Asia are well fitted
with the observations. There exists a gap betweerestimated value and observation of the
odds ratio, for instance, in the case of Philippjntis 1.08; Indonesia, 0.86; Cambodia, 1.05;
Laos, 1.03; Cambodia, 1.05; and Mongolia, 0.63s lhoteworthy that the author mentions
this with respect to the aid dependency of Vietraard does not state that Vietham did not
undertake any health care projects in 2003. Imthe section, the author introduces a famous
health improvement ODA project undertaken at Bach Nospital and provides a theoretical
framework to show that “Good leadership brings @bgood results of projects at the
minimum cost.”

The Vietnamese government undertook a strong galliind economic reform known
as “Doi moi” in order to transform the Viethames®m®omy into a market-oriented economy.
Due to this, Vietham has been enjoying a good nesxnoomic performance for nearly two
decades since 1986. However, some of the abovernedtiacts convey a need to rethink the
ODA strategy of Vietnam in coming years. This istigalarly important in order to prevent
the gap between the relatively high economic groawttd the poor nutrition levels from the
level of aid dependency, particularly since the am®f aid is expected to increase in coming
years. This might also influence the Viethameséonat strategy for higher living standard
and the achievement of the MDGs by 2015. The awtlsar insists that from the viewpoint of
the evaluation of ODA projects, there is an urgeeed for an answer to the following
guestion: “Under what conditions do ODA projectsfpan well?” In this regard, the author
only examines the economic role of leadership whitaah to conducting statistical tests in the
case study of BMH in Hanoi, Vietham.

3. Case study: The Bach Mai Hospital Project for Functional Enhancement

This section outlines the history of the BMH prajatong with a background of related

® The coefficient of the logit model of simple reggi®n is —0.048, the p-value is 0.0017, ahdsR.429.
Additional details on this result are availablenfrthe author.



projects undertaken in Vietham. As shown in Tahlesdme top referral hospital programs
were conducted prior to the initiation of the padjeinder consideration. These include the
Project for the Rehabilitation and Upgrading of o Ray Hospital (1992-1994), the
Project for Improvement of Medical Equipment at tha Ba Trung Hospital (1993—-1994),
the Project for Improvement of Medical EquipmentH@anoi City (1993-1994), and the
Project for Improvement of the Bach Mai Hospite9Z—2000). Therefore, prior to the BMH
project (2000-2005) that was undertaken to comleaere acute respiratory syndrome
(SARS), basic knowledge and medical skills regaydimealth care had already been
established in Vietnam. In this project (2000-20@x)pert guidance on nosocomial infection
control was imparted from the viewpoint that theyamtion of nosocomial infection is vital
for improving the quality of medical service. Thatlwreak of SARS, a disease previously
unknown to human beings, in Vietnam in late Febr2003 was accompanied by numerous
cases of nosocomial infections in local hospitdtawever, all infected patients were
transferred to BMH; the hospital isolated thesdepdés and undertook intensive measures
against nosocomial infections. As a result, furtihesocomial infections and secondary
spreads were successfully prevented. This ledeg@tid of the SARS outbreak, and Vietnam
became the first country to be declared a SARSHegi®on by the WHAQ

Table 1: History of the projects undertaken at Babtai Hospital and Vietnamas a whole

In economics, this type of knowledge and technoledyization for preventing a
secondary spread of SARS is referred to as anredityr Before the first BMH project in
September 1997, the hospital lacked medicines aedica tools; moreover, it required
extensive repairs. BMH, which was established it11®ontributed medical services in the
northern region of VietnafnBack then, it was one of the largest general itaispacross 31
northern provinces in Vietnam. It had 1,390 bedd amrved approximately 25 million
people—34% of the total Viethamese population. Hewein the 1980s, BMH faced serious
problems such as obsolete facilities, deterioratengls of medical services, and lack of
medicines. In October 1996, the Viethamese govenhrset up a master plan that aimed to
provide high-quality medical services. As showTable 1, from September 1997 to January
2000, a project was undertaken by the Japanesergoeat's Grand Aid Cooperation.

3.1. Re-evaluating the BM H project with respect to the role of leader ship

This section provides a basic introduction to thethmdology for analyzing the
successful execution of the BMH project. The impoce of leadership and the active
involvement of all the members in ODA projects néetbe reiterated. In additional, whether
or not the successful execution of a project depamdgood leadership can be explained in

” For additional details, see Ohara and Tateno [R005
8 For additional details, see Ohara and Ikari [2002]



detail from the viewpoint of economics. In this €ag is assumed that the project leader is
more experienced than the senior staff and the-éeamerienced junior staff. Further, it is
assumed that the experience values for a leadegrsand junior are 3, 2, and 1, respectively.
Thus, the education cost can be expressed byar linection as a certain fixed costrmainus
the experience value. Here, the project team ca®pra project leader, two senior staff, and
three junior staff. In order to execute the prgesiccessfully, achieving a consensus among
team members is important. Further, the consensdscaoperation costs increase with the
number of participating members. Under these camdit when a leader exhibits good
leadership and initiates participation in the pcgj¢he motivation of the other members—the
two seniors and three juniors—and the effectiversdsthe project is positively influenced.
The figure shown below illustrates a generalizédasion; specific cases will be illustrated
later.

Figure 8: Member participation and arrangement cost

In the above figure, the education cost is caledaas the fixed costyaninus the
experience value. For example, the education cost feader with an experience value of 3 is
calculated as follows.

Leader’s education cost 5 € value of experience
=10-3=7

Note that in this caseg ts assumed to be 10. It is also assumed thatahgeasus cost

is equal to the number of members participatintheproject. In the above standard case, if
the leader exhibits good leadership and the semdrjunior members support the leader, the
total cost will reach a minimum level, as indicatgdthe dashed line in the next figure; this

will imply that the project is being executed eiffiatly. In this case, the minimum total cost is

6 as well as arrives in the early stage of theeutojlt should be noted that in addition to

leadership, the cooperation and incentives of semembers are also important. This point

will be illustrated later. In addition, note thdketeducation cost of juniors is standardized to
one, which is equal to the marginal cost of thesemsus—the additional cost incurred with

the participation of a new member in the projedtefEfore, once the total cost reaches the
minimum level, it remains constant.



Figure 9: Example of member participation and arrgement cost

At this point, two inefficient cases have been preed. In the first case, the leader is
not interested in the project and exhibits poodézahip despite the fact that he or she is the
most experienced in the team. In this case, thémim total cost is 8.

Figure 10: Case | -- Leader exhibits poor leaderphi

In the second case, the leader exhibits good lIshigiebut the seniors in the team show
lesser interest in the project despite the fadtttiey are more experienced than the juniors. In
this case, the minimum total cost is 7.

Figure 11: Case Il -- Leader exhibits good leadeigh
but seniors show less interest due to lack of inibess

In all the three cases described above, if eachlbraefmegins his or her job, he or she
will work efficiently. However, delays in the begimg and late participation of a leader or
senors in a project have a severe effect on thel fwbject cost, thereby lowering the
assessment of the entire team. In any ODA programadwcted in developing countries, it is
preferable that the donors prepare a project tegarsised by a good leader and supported
by a cooperative system comprising senior spetsalidio can motivate and educate junior
members. For ODA donors, assessing the abilitheféader and team cooperation should be
the key aspects for determining whether funds wdaddprovided and for evaluating the
project performance. In Vietham, people are cullprand historically inclined toward
respecting seniors and specialists in societyjquadatly in an academic or university setting.
In my opinion, a hospital resembles a universitycertain aspects in that a hospital has
well-organized leaders in doctors and seniors whgsgss specialized knowledge and
expertise. Moreover, these seniors are capabldudfating juniors in a manner that they gain
social respect. In my opinion, one of the reasonghe successful control of SARS by BMH
in 2003 is the healthy relationship shared amomgh&l hospital members as well as the
Japanese supporter of ODA to educate BMH appratyi&tirough projects.

3.2. Empirical proof and statistical test of therole of leader ship

It is difficult to empirically verify that good lekership improves the allocation of aid at
minimum cost, because we would need more time talwct a field research, sample more
observations, and collect new resources for thispgae. However, it is possible to
statistically test the relation between good leslgigr and the high performance of aid. The
next figure taken from the report on the BMH projby Japan International Cooperation



Agency (JICA) in 2004 shows that the number ofnieas at BMH increased over a span of 3
years from 2001 to 2003 by more than 2.5 times, comulated total of 1,517 people. At the
same time, the marginal cost of one trainee perdigyeased from 4.01 to 2.93 dollars by
26.9%. This fact tells us that the efficiency diting might have increased with learning by
doing through the experience at BMH. To analyze thimore detail, the author uses survey
data from the same investigation report on thiggeto

Figure 12: Training cost incurred by BMH from 20010 2003

In practice, it is difficult to imagine or beliewbat every ODA project in history has
been executed with perfect efficiency. In other agorthere is always some scope for
improvement in the current project in the fuflisccording to the evaluation report of JICA,
there were reported to be unnecessary purchasesedical equipment that were seldom
believed to be used efficientR This statement was made by a Japanese evaluagingon
the BMH project. More interestingly, the report Bgpanese experts of ODA evaluation is
consistent with the responses in a questionnaitenview of counterparts including
Vietnamese doctors, nurses, and staff of BMH oy 16", 2004. In the guestionnaire, they
were asked about the result of the achievementubwpthe five-year ODA project. The
answers are presented in the figure below.

Figure 13: Result of questionnaire on the achievem®f the BMH project:
from 2001 to 2005

The questionnaire was returned by 32 counterpants the BMH workers including
doctors, nurses, and staff; the author consideesdt:cupatiori'é. An interesting point is that
two sectors—“Equipment management” and “Traininjabmration/nursing school’—have a
relatively high “unachieved ratio” of 13% and 3%pectively. Based on the logic that a good
leadership motivates positive participation amolhdgh® members in the program, a training
course is expected facilitate the success of tbgeqr From the other investigation of the
project reported by JICA, we found that among 7@nterparts of BMH, only 3 managers of
nursing schools were trained in the required kndg#eand skill in Japan. Note that the report
had no records of staff training from nursing sdhan. On the other hand, as the next table
shows, the average ratio of staff to managersenetiitire program was 0.87, 0.82, and 0.73
for the years 2001, 2002, and 2003, respectitely

° This “fault’ or “failure” encourages renewed et®rto improve the quality and efficiency of ODA
projects. It is important to continue our effodsaichieve higher quality of ODA in next stage.

1% The cost of providing medical machinery is alm@3t million dollars, which covers nearly a quaér

the total aid cooperation money—11 million dollafsem January 18, 2001 to January“Q 2005. For
more details, see JICA [2004].

™ The questionnaire was distributed to 40 peoplel @B response sheets were returned; thus, the
collection rate is 80%.

2 The Bach Mai Hospital Project for Functional Entement was conducted from January 2001 to



Table 2: Contingency table of trained managers astaff in Japan: 2001 to 2003

The size of the management trained in the coursermae than that of staff in general,
and this figure gradually decreased over the thesgs. This also implies that the educational
cost per additive staff decreased as the knowlexlgmanagers was transferred to other
counterparts and junior staff through face-to-fl@gning in the training course. However, in
order to verify and analyze this, we should nowdnclusions only from the descriptive
statistics presented in the figure. Statisticaistbave to be conducted. In this case, “goodness
fit test” is usually available; according to thetkr’s calculation, theg? statistic is 2.752 and
the degree of freedom is 2. The result of thisdtes that there is no correlation between the
rows and columns in tablé2 In other words, there is no statistical differeric the ratio of
staff to managers, for three years from 2001 to32@fthough each ratio is separately given
as 0.87, 0.82, and 0.73. According to the autids,“superficial” observation occurred partly
because the data is not categorized into occuatibimerefore, in table 2, the author sorted
the data on the total of 2,233 participants of tlaning program, and extracted only three
occupations, doctors, nurses, and equipment asrsimotlie next table.

Table 3: Contingency table of trained manager artaf§ according to occupation: doctors,
nurses, and equipment

The above table is a three-dimensional contingéalole. Therefore, in the first case, a
test is more complicated than in the previous ¥adéhe author makes three hypothesizes,
tests them, and reports the result as follows.

Test 1:

Null hypothesis |t Class (managers, staff) is independent from Caitoip (doctors,
nurses, and staff) and Year (2001, 2002, and 2003)

Result: The above null hypothesis is rejected withstatistic 153.4 and degree of
freedom is 6.

The critical values of 1% and 5% are 16.8 and I2$pectively.

Test 2:

January 2005. Therefore, the data for 2004 is alsdlable. However, the questionnaire on achievémen
the results of which are presented in figure 13s wanducted on July £62004. Therefore, the author
does not mention the number of trainees in 2004esithis has no relation with the result of the
guestionnaire.

13 The critical values of 1% and 5% with degree ekftom 2 are 9.21 and 5.99, respectively.
14 For more details, see Bishepal. [1975]



Null hypothesis k¢ Occupation (doctors, nurses, and staff) is inddpat from Class
(managers, staff) and Year (2001, 2002, and 2003)

Result: The above null hypothesis is rejected withstatistic 151.1 and degree of
freedom is 8.

The critical values of 1% and 5% are 20.0 and I'e$pectively.
Test 3:

Null hypothesis it Year (2001, 2002, and 2003) is independent frdas<(managers,
staff) and Occupation (doctors, nurses, and staff)

Result: The above null hypothesisNOT rejected withy? statistic 8.18 and degree of
freedom 8.

The critical values of 1% and 5% are 20.0 and I'e$pectively.

The results of the above three tests imply thatewdd find statistical difference among
occupations, but not for the years in which ODA \afiscated from 2001 to 2003. Note that
this result is consistent with the facts that weehalready observed will all occupations in
table 2. Therefore, now three-year data is piledaumake no difference and the table 3 is
now merged into as below.

Table 4: Contingency table of trained managers astaff in Japan according to
occupation: during 2001-2003

It is clear and interesting to recognize that thie teadership is different in terms of
occupations but not in terms of the years consulmettaining. The author insists that the
ratio of staff to managers should have been chamgexdder to improve the efficiency of
training by monitoring the project year after yeflarom this perspective, another finding is
also noteworthy: the size of the staff in term&agfiipment shown in table 3 is as much as six
times as that of the management. Moreover, thisistin remained unchanged for three years
as we can see in table 3. In turn, both the rdtistaff to managers in the case of doctors as
well as nurses kept on changing. Author believasttie ratio of staff to managers will be one
of political tools to check the extent to the imygment of the project performance and, if
necessary, be arranged such that the leader céormenis or her role efficiently in ODA
projects.

4. Conclusion



In this paper, the author first overviews cert@ndencies of ODA and argues it is time
that governments revisit strategies to allocateagmgropriate amount of aid into developing
countries in the era of multipurpose, particulamlyhe light of the eight objectives outlined in
the MDGs that are to be achieved by 2015. For phigpose, the author provides useful
analytical methods to categorize the world-widelgtarea by three characteristics: economic
growth, nutrition level, and aid dependency. Al#ois possible to apply this method of
analysis even to a certain groups of countrieg@asa In particular, the author hopes that this
approach might be helpful to solve the problem hed efficient allocation of the limited
amount of ODA funds.

Using world data, the author showed that an inangaaid dependency is related to the
poor economic growth as well as poor nutrition lsevaf people in developing countries. It is
also time for Vietnam, which enjoys relatively highonomic growth, to begin considering a
new strategy for a more balanced development betveenomic growth and the nutrition
level. In the previous section, the author attemhpi® explain and illustrate the positive
relationship between leadership and project pedoice at the minimum cost. This approach
appears to be successful in analyzing the BMH ptajeVietnam. However, this well-known
project also suggests that there remains some $opjpaproving efficiency and for drawing
lessons for the next project in the future. Furthibe author confesses that an additional
detailed investigation is necessary to obtain aenomncrete conclusion and emphasizes that
all data investigated in the past should be madessible to researchers for data analysis.
Despite these shortages of data as well as authnowledge on all projects of ODA, the
author believes that good leadership in a projefgshbuild a cooperative atmosphere, one of
the important and essential factors in achievinigosifze results in an ODA project. In
addition, in an evaluation of ODA, investigating tleadership is possible and useful to check
whether the project is proceeding efficiently ort.ndhe author also hopes that this
information that is based on simple logic can bipflaéto both recipient and donor countries
to collaborate, exchange opinions, and determingsw@improve ODA efficiency.
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Figure 1: Worldwide ODA trend: 1984—2000
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Figure 2: The time series trend of ODA and the estited ODA disbursements until 2010
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Figure 3: Negative relation between GDP growth a@DA dependency

GDP growth (%)

Negative correlation
o (correlation: -0.45)
7L East Asia and the Pacific

X' South Asia

[ Latir-America and the
Caribbéan

A g

Middte.East and
2 North Africa- sub — Saharan; Africa

05 1 15 2 25 3 35 4 45 5
-1+ X

EU and Central Asia

oL
Aid dependency : ODA/GNI (%)

Source: World development indicators, World Bar@Q2
Note: GDP growth is measured in terms of the changéDP at constant prices. The average annual
growth from 1990 to 2001 is used here. Aid includ#iicial development assistance (ODA) and official
aids, which is composed of grants and loans (netejpayments) that meet the criteria for ODA arel ar
given to countries and territories in part Il o tBAC list of aid recipients.

Linear regression: y = 5.12- 0.043X, R =0.221

Figure 4: Positive relation between poor nutritidevels and ODA dependency
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Figure 5: Positive relation between poor nutritidevels and economic growth
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Figure 6: Negative relation between GDP growth andtrition levels
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Figure 7: Ratio of economic growth to nutrition lels with aid dependency
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Figure 8: Member participation and arrangement cost
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Figure 9: Example of member participation and arrgement cost
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Figure 10: Case |
Leader exhibits poor leadership
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Figure 11: Case |l Leader exhibits good leader ship but seniors show less interest
dueto lack of incentives
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Figure 12: Training cost incurred by BMH from 20010 2003
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Source: This figure is adapted by the author froenEvaluation report of the BMH project by
JICA [2004].

Figure 13: Result of questionnaire on the achievem®f the BMH project:
from 2001 to 2005
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Table 1: History of projects undertaken in Bach Malospital and Vietnam as a whole

ODA* type Top Referral Hospitals
GA The Project for the Rehabilitation and Upgrading of Cho Ray|1992-1994
Hospital
TCP The Project on Cho Ray Hospital 1995-1999
GA The Project for Improvement of Medical Equipment in Hai  |{1993-1994

Ba Trung Hospital

GA The Project for Improvement of Medical Equipment in Hanoi|1993-1994
City

GA The Project for Improvement of Bach Mai Hospital 1997-2000

TCP The Bach Mai Hospital Project for Functional Enhancement |2000-2005

*GA denotes Grant Aid, and TCP denotes Technicalpéoation Project.
The Japanese ODA for BMH was provided at thregestathe first stage extended from 1997 to 20G9; th
second stage, 2000 to 2005; and the third sta@k, @02009.

Source: Homepage of JICA: http://www.jica.go.jpta@m/others/data.html

Table 2:
Contingency table of trained managers and stafflapan: 2001 to 2003

(Unit: person x month)

“ear
2001 2002 2003
Class
harnagers a7z 408 455 1,238
Staff 32z 334 336 994
All G594 744 795 2,233
Staff/ Managers 087 082 073

Source: This table is calculated by the author dasedata from the Evaluation report of the BMHjecb by
JICA [2004].



Table 3:
Contingency table of trained managers and stafflapan according to occupation: doctors,
nurses, and equipments

(Unit: person x month)

“Year 2001 2002 2003
Occupation
Doctors MNurses Eruipment Doctors Murses Equipment Doctors  MNurses  Egquipment
Class
Wlanagers T2 48 12 40 52 12 122 60 12 430
Staff 60 48 T2 a4} 43 12 B0 55 72 547
132 Bl B4 150 100 84 182 115 84 1,027

Source: This table is calculated by the authoethas data from the Evaluation report of the
BMH project by JICA [2004].

Table 4:
Contingency table of trained manager and staff iadan according to occupation :
2001-2003
(Unit: person x month)
“fear 2001 2003
Ccoupation
Class Doctors Murses Eouipment
Managers 284 160 36 480
Staff 180 151 216 247
All 464 311 252
Staff/Managers 0634 054 G.00
464 a11 2ne 1.027

Source: This table is calculated by author basedaia from the Evaluation report of the
BMH project by JICA [2004].
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Abstract

This paper argues that globalisation has entaileddaning gap between the
childhoods of the poor and the rich. The gap isvben the nurtured childhood
of the upcoming urban middle classes and the noguwhildhood of the poor.
By opposition to the Western-inspired nurtured diindlod, nurturing childhood
finds its inspiration in reinvented Confucian ttaah. Poor children are, from
their early childhood, raised as productive memioérthe family and carry the
burden of morality and filial duty on their smalhaulders. Based on this
particular pattern of upbringing, children feelpessible for the family even if
it means that they have to sacrifice themselveldeixg the traditional
Confucian values and the impact of socio-econorhanges in a context of an
economic transition, the paper contends that whgelifestyle of children from
the upper classes has come closer to that of Western peers, that of poor
children has increasingly been distanced from iy. &gument is based on a
case study carried out in Hanoi for a three-morghod between August —
November 2005.

1. Introduction

This paper considers the everyday lives of childmenking on the streets in the capital
of Vietnam, Hanoi. The primary aim of the studyasunderstand the widening gap generated
by globalization between the childhoods of the pmadt the rich. The gap is between nurtured
childhood typified by children from the urban middtlasses and nurturing childhood for
many, which is reinforced by reinvented Confuciaaditional. The distinction between
‘nurtured’ and ‘nurturing’ childhood | borrow frodecht’s study on street children in Recife,
Brazil. (Hecht, 1998).

In the past two decades street children in ThirdldMoave captured a growing concern
for many national and international developmentaaigations, academics as well as the
media. Policy interventions have ranged from therimational rights convention, national
legislations to local charitable aid programmes Bntérventions in order to help street kids
get a ‘proper childhood’. Although the United NasoDeclaration of Human Rights adopted
in 1948 ensures human the rights to defend andtipeahis/her own culture, the United
Nations Convention on the Rights of the Child (CR@ims uniformly entitled rights to a
decent childhood for the children of the entire Maregardless of their socio-economic
situation or cultural background. The underlyinguamption in this contradiction is that
despite the existence of multiple cultures of dindldd, only one particular form of childhood,
the one that evolved in modern Europe and North eaewould be in compliance with
children’s rights.



This model is perceived as a social stage thatéghanging and universally experienced
in a similar manner by children around the worldl aver time, and is patterned on the
experiences of a rather small number of childrethanworld. This rather specific form of
childhood that ‘development’ proposes for the ateifdof the poor is as defined by UNICEF
(2005):

“Childhood is the time for children to be in schamtd at play, to grow strong and
confident with the love and encouragement of tfairily and an extended community
of caring adults. It is a precious time in whichildhren should live free from fear, safe
from violence and protected from abuse and expgloita As such, childhood means
much more than just the space between birth andatteenment of adulthood. It
refers to the state and condition of a child’s,liie the quality of those years.”

As a consequence, other forms of childhoods araedeas anomalous or inferior,
transforming ‘development’ into the endeavour tndiardise childhood across the globe (cf.
Boyden 1990; Burman 1996; Nieuwenhuys 1998; Steph®85). Western childhood fails to
embrace the diversity of the social forces anducaltpractices that shape childhood in the
developing world. The result is extremely ambiguemsl leads to hide the growing gap
between the lives of the urban middle classes lamsktof the poor.

Denying that there often exists considerable diffiee in perception between children
and adults, the approach is also top-down. Whearelmgy children’s real lives, | believe with
Punch, that children are the most appropriate mémts to consult about their own social
worlds (2000: 56). Throughout my fieldwork, and jparticular during data analysis, |
guestioned myself as to “how different discursivagtices produce different childhoods, each
and all of which are ‘real’ within their own reginoé truth” (James and Prout 1990: 27). This
has been fundamental to consider the ideologictbdions of Western childhood, by which
other childhoods are condemned or ignored. Focusinghildren’s perceptions and everyday
experiences, the central question of this studprnsiulated as follows: “how do children in
Vietnam who work on the street balance the opposiegls of childhood in society, in
particular, how do they come to terms with the i@m$etween ‘nurtured’ and ‘nurturing’
childhood?”

The paper is organized as follows. First, | disahesgap between what ‘development’
has suggested as the ideal and real childhoodiggacis the one | observed in the context of
Vietnam. | contend that the gap between ideal &atl childhood is not a matter of a lack of
development. Development, | argue, generates aiggogap between the childhood of the
rich and the childhood of the poor not only glopdletween the North and the South but also
locally, among social classes. More specificallyy Wiethamese case study suggests that
there appears to be a growing gulf in childhooctticas between the rich and the poor, in
which Confucian values and the emergence of magkenhomy are tightly enmeshed. |
examine the diversity of childhood experiences eméi. | compare the radically different
everyday experiences of rich children with thosehef poor. | then take a closer look at the
real life situations of street working children terms of poverty and work. Their families
being highly dependent on their earnings, povesta imajor motivation driving children to
work on the streets. Their contribution being vita the family, | claim that it is crucial to
understand how children perceive their roles aratelthemselves in the wider context of
society (section 2). In section 3, | discuss temsithat children face in the course of their
lives on the streets. To deal with the tension#d@n keep going by highlighting the high
moral value attached to their nurturing roles. Tgtogausing pain and disappointment, they
do not allow the sense of exclusion from nurtureiddbood to take over their lives. Finally, |
argue that the current discourse on childhood f@lsiccount for dynamic socio-cultural
constructions specific to a particular context imeh they are enmeshed. More specifically, it
fails to explain the childhood dichotomy, in whiohly rich children are able to emulate the



Western model while poor children seem to be comseino accept to be nurturing and
therefore distance themselves from this model.

2. ldeal and practiced childhood

Here | begin arguing that there are basically thiddbood models at work in Northern
Vietnam at the same time: the one emulates theaifedeal while the other evolves from the
real life experiences of those who cannot or caly amperfectly emulate this model. |
secondly contend that the two models closely foliass differences emerging from social
transformation that shifted Vietham from a colle@ed socialist system towards an open-
market capitalist structure.

The Western childhood ideal enshrined in the CRCsaad, articulates a typical image
of nurtured childhood that has recently been emdistisally exported as ideal for the children
of the South. Ever since the rights of the childswlaclared, it has become vital for countries
such as Vietnam to pursue this specific form ofdttdod to be accepted as a member of the
‘international community’. As Nieuwenhuys claims9@B: 2), “the instrument is not
culturally neutral but is grounded in the assumptimth of the superiority of the childhood
model as it has evolved in the North and the neeidhpose this model on a global scale”.
Ignoring significant differences in cultural backgnds and social practices, other types of
childhood practices are marginalised. Moreoverdahies children’s agency to deal with
tensions in enacting their childhood. As | shatjus next, this may be a very crucial aspect of
the lives of poor children in North Vietnam.

Development for children of the poor in Vietnanr@tent years has been something of
a paradox. The values attached to children in diese society have for many centuries
been inspired to Confucian philosophy. This phifdsg originally introduced by the
Chinese, has played a dominant role in the fanmelgim as well as in society. Familial
morality was central to Confucianism and childreerevencouraged to show strong feelings
of filial piety towards their parents. Filial pietg embedded in a broader concept of moral
cultivation, through which the child learns to Heedient and respectful towards their parents,
relatives, and elderly people at large and to wstdad and fulfil the responsibilities towards
parents (Hojeet al 2004: 392). Gammeltoft and Olwig (2005) note tigbectations of filial
duty have a strong influence on ways of thinkingl action in relation to children from
different social backgrounds in Vietnam. Rydstr&001; 2002; 2003), who carried out an
extensive study on children’s embodied moralityNiarthern Vietnam, highlights the local
concern with morality/virtue/ethics. She arguesO@®), “morality flao dug¢ is, among other
things, a matter of practicing and ‘behaving orfesehn o appropriately, avoiding
‘confrontations’ ¢han), having ‘sentiments’tinh can), and ‘showing respect for the superior
and self-denial for the inferiorB{et kinh tren nhuong dugi Vietnamese children, in
particular, the poor are raised not merely as obildhs perceived in the West but with duties
and obligations towards their family as well as aods their society, rather than to themselves
(Rubenson 2005: 21). Growing up in such a soctb,meaning of self is intimately tied to
the solidarity of family. Children are valued apaat of the collective family unit rather than
as autonomous individuals, who hold independenitipas in society. Hence, collective
rights weight heavier than individual interests. &smember of familial unit, Viethamese
children do not necessarily see their contributmthe household as ‘work’, but as ‘fulfilling
the share’ and confirm the responsibility attach@dhe task (Hojeet al 2004: 393). This
‘fulfilling the share’ notion is strongly linked tthe way in which children learn to practice
morality and show love to their family.

Recent economic transformation in Vietham und2oi Moi appears to have
transformed the Confucian ideology as describedvab@ rapid shift from a colonial



administration, to a communist structure to statetolled capitalism makes it difficult to
classify the childhood models that are at work amtemporary North Vietham. Roughly
speaking, children seem to grow up in a situatiowhich divergent models of childhood are
at work at the same time: on the one hand, chilgiares are shaped by notions of filial duty
that emphasize to be obedient, respectful and nsdpitities to nurture families. On the other,
children are informed by modernised, or westernisatibns of vulnerability that emphasize
the need for the protection, care, play and, alaleeducation. What is less clear is how
children live the modernization process and expegesocio-economic changes from their
particular point of view. Particularly missing frothe analysis is how real-life experiences
are not only affected by but also impinge upondtiold ideals. Investigating how actual
lives of those identified as ‘street children’ @sponds to the ways in which international
society and local opinions associate with this aocategory, this study will unravel the real
life situations of such children and will look abv they balance the two opposing ideas —
nurturing and nurtured - in constructing their ogildhood.

3. Real-life childhoods in Vietham

During the fieldwork research, | remarked, unswipgly, considerable differences
between a poor child and a rich child both in eeoitoand social respect. In this section, |
shall ponder on observed childhood practices basethe empirical data collected during
fieldwork in Hanoi. | begin by describing charagiéics contrasting a poor child with a rich
child. | suggest that children are highly awareghair families’ economic situation. Knowing
that their contribution is indispensable for livelod, children often work spontaneously,
even if they do not like it, particularly when thigrk takes place on the street. For some,
work is a duty they feel obliged to perform becaoktheir circumstances, while for others, it
is rather a voluntary act of love towards their ilgm

Differences between a poor child and a rich chitiste as | shall now proceed to
illustrate, not only in terms of physical signstlaso in terms of their everyday practices
with respect to work, education and play. In tharse of my fieldwork, | had opportunities to
visit several private English lessons open for mmbess Vietnamese children. In one school,
lessons take place on weekends from 8am to 10amindthe break time, children play
football or games with other kids in the courtyafdiey also go to a nearby shop to buy
snacks or drinks with pocket money given by thebtmers. Comparing these children to poor
children working on the streets, the first notideathifference is their physical appearance.
Although younger than most of poor children | knewealthier kids were generally taller and
bigger than their poorer peers. This is probable du the differences in nutrition. Rich
children eat more calorie-rich and nourishing fdidé meat and fish, whereas poor children
tend to eat simpler and cheaper food such as nde@getables, only rarely taking meat.

The clothing they wear is also very different. Rathildren dress up with new and clean
clothes just like European middle-class childrehilevpoorer children wear plain Viethamese
clothing. For instance, a child street vendor wjlpically wear dark colored polyester
trousers, a T-shirt and a long sleeved shirt ontdpeto avoid sunburn. Shoe shining boys
almost always wear a cap with a brim and girls gomes wear a hat. Poor children tend to
wear the cheapest plastic sandals, whereas ritdir@hiwear more solid sandals with which
they can play football. All rich children | talked go to school and bring no resources home.
They are first and foremost students rather tharkevs. During the school term and to a
large extent also during holidays, rich childremrsgh most of their time studying. It is very
common in Vietnam to go to extra schools to leasrelgn languages, English being the most
popular. One Vietnamese English teacher workingafgrivate school said how eager the
parents were to invest in their children’s educatiShe also mentioned that the children’s



attitudes change radically when parents occaspwait the classroom. Knowing that they
are expected to study and perform well, childresidemly become enthusiastic participants in
class for their parents to be proud of them.

The wealthy parents | met in Hanoi tended to havenere than two children. Even if
they had many siblings themselves, having childiewadays, they claimed, would entail
considerable expense. One upper middle-class methsrsaving money for her daughter
(11) that she wanted to go to a well-known Engsishool in which the fee for three months
exceeded her monthly earnings. The mother devotechnime to bring her daughter to
school everyday and to different private lessondeton English and piano. She found it
satisfying that she could realize her daughtershes.

Once | asked a group of eight wealthier childreedagjl to 13 to draw a timetable of an
ordinary day. Besides studying at school, they amabto spend between 2-5 hours at home
for doing homework or learning English. Girls usyapend about 30 minutes to 1 hour to
help their mother preparing dinner and cleanindgtalter meals, whereas boys hardly do any
household tasks. Most rich children spend theie fiene playing with friends or watching
TV. Among boys, playing computer games was alsg pepular. Poor children spend their
time in totally different ways. For the poor, theaim activity of a day is doing productive
work for the maintenance of the family. | also ask®th groups of children the questions:
“what is the most important thing in your life?”dfwhat do you want to be in the future?”.
As for the former question, poor children commoulgreed that family was the most
important thing in their lives. One shoe shining/ltold me that it is a customary belief in
Vietnam that family comes first. Rich children’ssarers varied from becoming rich, having
friends, playing with computer games and studyiRgr only one girl family came first.
Confident that their dreams would come true, riclideen’s dreams of the future were, when
compared to those of poor kids, very ambitious.yTthvanted to become the most famous
architect, an actor, a very rich person, a seoreganeral of the UN, president of the United
States, etc.

Rich children in Hanoi have, in broad terms, muohcommon with the ideal of
nurtured childhood prevailing in Western societieih children are not productive members
of the family, but consumers. Parents take cartheif children in the belief that they are
innocent in need of protection from the world oulisl. Rich children have much time to
amuse themselves both at school and at home. Tlgetask given to them is to achieve
academically so as to realize their bright expéemtatand to satisfy their parents. In contrast
to nurtured rich children, poor children working tme streets, as | now turn to contend,
experience a radically different type of childhood.

Though it may not be their sole concern, poverigypla major role in prompting
children to work on the streets of Hanoi. Of thédrlen involved in this study, 6 out of 7 said
family’s financial difficulty was their foremost ason to work. Born as daughters and sons of
poor parents, these children have experienced polrem an early age. As they grow older,
they become increasingly aware of families’ ecormsituations, in which lack of income or
the absence of a steady income source remains dire problem. While children in rural
areas leave school before completing the compulsdugation and migrate to Hanoi to work
to help their family, urban children may get sugpoom charity organizations or private
donors and be able to combine both work and sahgolonetheless, both in rural and urban
areas, children are very much aware that withaaintioney they bring in, their families could
not live.

Take for example thirteen-year-old Nguyetwho is the youngest in her family.
Nguyet’s mother, in search of a better life, migcato Hanoi with two children she got from a

! As far as anonymity is concerned, children’s naaresall changed in this study.



previous marriage. Nguyet was born after her moseéited down in a small rented room in
almost slum-like area of Hanoi with a new husbavglyet started working when she was 9.
She sells postcards and books for foreign touastsind Hoan Kiem Lake. During the week
she goes to a charity school in the morning andssteorking after lunch until after 11pm. An

international NGO provides with her school uniforntextbooks, notebooks and pencils for
free. On weekends, as there is no schooling, skadspall day long on the street. One
Saturday, when we sat together on the edge of Haam Lake, she told me why she started
working on the streets:

“| started because my family is poor. Before | usedell chewing gum and sweets,
but now | know a bit of English so that | sell pmstds and books to foreigners. | earn
about 10,000VND to 20,000VNbDa day. Because foreign tourists prefer to buy from
small children, | earn almost twice as much as mtesor brother. If | don’t work, my
family does not have enough money to buy food aydfpr the room.”

Like Nguyet, Loan is a Hanoi born girl. She hasrbgending chewing gum on the
streets for six years since she was 4. She havwksttbets near Hoan Kiem Lake with its
many cafes, bars and restaurants. She lost harfathear ago and she lives with her mother
and two older siblings in the South of Hoan Kienstdct. Her sister (24) was recently
arrested by the police while selling books on ttieets and, has been sent to a re-education
centre for a period of three months. Her broth@) @so sells books. But he is addicted and
spends all his money on drugs. Being left with @ahlmaowho is also a street vendor, Loan has
to work even harder to fill the gap left by her edussister and addicted brother.

Unlike Nguyet and Loan, 15-year-old Huyen comesnfra rural peasant family in Ha
Nam province 70km from Hanoi. She sells fried denoit the main streets of Thanh Xuan
district close to the periphery of the city. Witldesolate look in her eyes, Huyen told me:

“l decided to come to work in Hanoi because my farg poor. When | was 12

(after 7" grade), my father asked me to drop out school.peents did not have

enough money to pay the school fee for the threasofSo | left school for my

younger sister and a brother. Since then, | woirkedome all day long, cooking,

cleaning, raising animals and working on the fieBlut after one year, | have
become aware that we could not continue livinghatt wvay. My parents are farmers
but farming doesn’t yield enough for selling. Welit have enough money to buy
food. | really didn’t want to leave home, but oreyd told my parents that | would

go to Hanoi to work. | knew a woman from the saniage who was already

starting a small business in Hanoi. She makes fimuts. | talked to this woman,
and she told me that | could sell them on the &fee

Although she wanted to continue schooling, Huyecepted her father’s instigation
without muttering. She knew not only that her famdid not have enough money for their
subsistence but also that they have a substamtisl @hree years ago Huyen'’s parents rebuilt
their almost collapsing house to secure one ofahly assets they still kept. Having no
financial means of their own, they borrowed 15,000, VND (equivalent to US 950$) from
kin and friends. Though three years have alreagy, plaey have neither been able to pay off
the debt nor any future prospect to ever returth sutarge amount of money. As the oldest
daughter of the family, Huyen felt that it was ety to leave home to work. Her family
since then depends on Huyan'’s earnings of abouDBOUND (less than US 20$) a month,
which is their only source of income to survive gray for school. Similarly, 16-year-old
boy, Dong is also the oldest child in his familye khigrated to Hanoi from Thanh Hoa
province to help his peasant parents and a yolrgérer. In Dong’'s words:

2 At the time of my stay in Hanoi, 1 US $ was eqléuato about 15,900 Vietnamese Dong (VND)



“| left school after the 8 grade because | knew that my parents were nottable
afford the school fees. | wanted to continue huriderstood that leaving school was
the only solution for my family. | did not tell athyng to my parents though, so
when my teacher came to my house trying to enceunag to come back to school,
they were very angry. They even forced me to gk b@acschool. | told them that |
would go to Hanoi to work but they didn’t agreetried to convince them many
times. They only let me go when | said that | wdnte work in the city to learn
something new”.

Though being aware that children’s contributionsuldamaterially improve their living
situation, like Dong’s, a lot of parents found iffidult to allow their children to take up paid
work to help them financially. They felt that theban street is a hazardous place for a small
child to be. Moreover, though children work at hotoehelp with household chores, they
could morally ill accept that their children wouleave home to bring money back for the
family. Some mothers expressed a feeling of raguetadmitted that their economic situation
did not allow her to provide her kids with a life that of upper class children. Ashamed for
‘failing’ to be a good parent, these feelings amdlvexpressed by Xuan’s mother, herself a
street vendor:

“My children know that without money we could naotd. | feel sorry for my kids

that they have to work on the streets. Childremfiach families can just go to
school and spend their free time watching TV oyiplg games, but my kids have
work to help me pay the rent and buy food. | hawesaered sending my kids to
rich families to be adopted so that they need aatuffer from poverty. | do not
want them to work on the streets and feel miserdlikl them to stay at home to
study for school.”

In contrast to Xuan’'s mother, a few parents did periceive working on the street as
something negative, but rather as part of a poibd’sinatural way of growing up. In the case
of 14 year-old shoe shining boy Minh, it was hithé& who encouraged him to work. Minh
had been working since he was 4. He had managedorabine work with school.
Understanding his family’s financial difficultiedfinh dropped out of school after th&' 7
grade on his own in order to lighten his fatheritgden. As his father believed that shoe
shining would bring more money home, Minh had neeotoption than obey him. He travels
at half an hour bus drive distance of his villagédia Tay province every morning to work on
the streets of Hanoi. Minh’s father, besides fagniworks as a porter, carrying goods on his
back or shoulders, yet his income is too unstabliepend on. Although his older sister sends
some money that she earns in a plastic factoiyg,not sufficient to meet the family’s needs
as a grandmother, a stepmother and a younger degpend on them and do not bring in any
money.

Unlike the other children, 15-year-old Thanh, hagrated from Ha Nam province to
Hanoi in search of adventure. He dropped out obskhfter &' grade because he found what
he learned there useless. Most of his friends lalsschool. Bored of the monotonous rural
life, they came together to Hanoi. His mother disad vehemently, yet Thanh eventually
convinced her. Thanh'’s father has left home witbtlh@er woman more than 10 years earlier.
But his family’s livelihood was relatively stable &wo of his older siblings send money home
hat they earn in a noodle factory. Although noict{r necessary, Thanh still sends most of
his earnings home. When | asked why he does natdspmwmney on himself, Thanh replied:
“Because | just like it. | want to contribute to rfamily.”

Like Thanh, all children involved in my researclinigrmost of their earnings home. As
children know that their families highly dependtbeir incomes, expenditures on themselves

% Minh used to makdlons Vietnamese traditional leaf-covered hats in filage.



were generally kept to a minimum and devoted necgsteems as food and accommodation.
Though from time to time they would buy themselgesicks, a few pieces of clothing or
accessories, they were extremely careful not tesctbe boundary that would threaten their
family’s survival.

As said above, financial constraints played a eluale in children’s decision to start
working. Decisions made to work on the streets wagmnificantly, almost always the child’s
own. While many parents disagreed with their deaisj a number of them perceived it as a
life-course of children born in a poor family. Irhat follows | probe into children’s rationale
to work and how they relate to their specific wokiplace, the streets.

When one asks a child working on the street whye $fas to work, the most likely
answer is that it is because his/her family is pd&w doubt this is true, as the majority of
children to whom | asked this question gave thisnar. However, as | spent more time and
had many conversations with children, | graduablgdme aware that poverty is not the only
explanation. Dong (16) works in a lively area ofribdDa district called Kim Lien. The main
streets are full of cafés, bars and restaurantghwdittract locals in numbers. Dong usually
wanders around the main street looking for custenrecafés or a local restaurant where he
has gained a kind of right to customers above athee shining boys. He came to Hanoi to
work not only to support his family:

Aiko:  How do you find working in Hanoi?

Dong: | feel happy.

Aiko:  Why?

Dong: Because when I'm in Hanoi, | have a lotleénce to meet people.

Aiko:  Would you not prefer going back to your aije?

Dong: | prefer staying in Hanoi. Of course | misg family and | always want to
go back to my village but there is nothing to der¢h

Aiko:  Will you remain in Hanoi also when you géder?

Dong: So far, | think so. Because | think Hanaiigood place to earn money, learn
how to do business and meet people.

Unlike other children, for Dong Hanoi was a placdene to find opportunities
unavailable in his village. Wishing to improve Higure, he believed that staying in his
village would thwart his and his family’s prospecthiough his current life in Hanoi is, he
felt, quite uncomfortable, he saw it as a firspstewards his dream to open a restaurant and
start his own business in the future. What encadaguyen (15) to work was slightly
different:

Aiko:  How do you find working in Hanoi?

Huyen: At the beginning | really didn’t want to o But | just had to do it because
my family is poor. Now, | got used to it so it's.oBut if | have a chance, |
would prefer to change job.

Aiko:  Why did you think you had to do it? Did ydeel responsible?

Huyen: Yes, especially to my mother. My mother @& worked very hard in the
house and on the field. She was working all thetim

Aiko:  How about your father?

Huyen: | don't feel responsible for my father. sf@ends a lot of the money | earn on
alcohol and | am really unhappy about it.

At the core, Huyen had strong feelings of love Her mother, who for her is the most
important person in her life. Having worked togetivith from early childhood Huyen firmly
believed that she should help and support her mokheyen’s love for her mother inspired
deep abhorrence to her father. He had been vacy, $tarticularly towards her, she felt, not
allowing her to play with her friends and sometingesng as far as beating her. For Huyen,



leaving home to work on the streets was a way svesher mother's economic hardships.
Similarly, Minh (14) emphasized his compassionatdihgs towards his hardworking father,
who also happened to be his only blood relative:

“It's for my father that | work. My stepmother does work outside the home
because she is mentally unstable. My grandmoth&asold to work. My father
works very hard for the family and | want to suggdam”.

As a child born in a poor family, Viethamese cleldrare raised as productive members
of the family from an early age. However, the degie which they feel responsible and the
burden they eventually decide to take on their kleya varies. While some children felt that
supporting their family was a duty to which circuarxes obliged them to submit, others saw
it more as a voluntary act of love. Dong (16) steskthat it was his duty as the eldest son to
help his parents and pay for his brother’'s scheesf

Aiko: Do your parents ask you for money?

Dong: No, never. But | feel it's my responsibility bring money home.

Aiko:  Why do you feel that?

Dong: | am the oldest child in my family and | aaready grown up! | am
responsible for my parents and my younger brotNgr.parents are just
farmers. My father from time to time works at couostion sites but he
hardly gets any work offered recently. So, | havdévote myself to work.

During the many conversations we had together, Donge mentioned that he
shouldered a heavy burden to support his familyedVvhasked him what he would like to
change in his life, he immediately replied “I wany family to have better living conditions
so that | don’'t need to worry about their econositaation anymore”. Other children who
have older siblings like Nguyet tended to feel lessponsible. Nguyet seldom felt that she
had to work. She was aware of the importance othemings for the family’s livelihood, but
underlined that it was rather on account of hemggreous wish to help. Although Nguyet
usually makes more money than her sister (22) athbr (15), when she cannot sell enough
postcards, her older siblings give her money to loagh. Nevertheless, despite these varied
feelings towards work, as said, all children inwavin this study gave, voluntarily, most
money they earn on the streets to parents.

I met no child in Hanoi claiming to like working dhe streets. Although admitting that
it gives freedom, all found working on the streeaswery hard in many respects. Firstly,
because no matter how severe the weather is, #ney o work everyday be it under the hot
sun in summer or on cold days in winter days. Sélgonhey are constantly harassed by the
police. All children were afraid of the police. Serhad experiences of getting their goods or
tools confiscated and a few had been arrestedeartdsa reformatory for a few months.

When | asked whether they preferred to stay at hostead of working on the streets, |
got different reactions. Loan (10) and Huyen pref@rto stay at home and do the household
chores. All the others preferred working on theeis. As Dong said “there is nothing to do at
home”, material scarcity of home was a commonlyrethaview. Further, the lower values
attached to non-productive household work made hmse attractive than the streets. For
Nguyet, it was not only that she did not like doithg cooking and the cleaning, but also
because of the higher values attached to the stseatplace to generate income. Working on
the streets, she wished other people (she meamnilgesint neighbors in the same commune)
to understand the difficulties of her family. Fouah, it was also to escape from her older
sister who, due to the mental disease she facemtiofies beats her. And for Minh, it was
because he felt more comfortable being with henfils on the street.

In sum, this section has dwelt on distinctions leemrich and poor children in terms of
the type of childhood that they experience. Nudushildren in Vietham experience a



childhood similar to that of children in wealthyuwrries, their main ‘work’ being first and
foremost to be a good learner. Protected by pareiets nurtured children are allowed to
entertain themselves and dream of a bright futBo®r children, on the other hand, far from
being nurtured, nurture the household. Whereasiradgtchildren are consumers who heavily
depend on their parents, poor children are prodeistiorkers who bring monetary resources
home, without which their family could not survivllo doubt that poor children play a
crucial role in the survival of the family and thatnsciously or unconsciously, they shoulder
a substantial burden. What makes them keep goimg7éor children just simply nurturing
by nature or do they have to force themselves ted®elf so, why and how do they struggle?
Do they try to find a way out? In the following sea, | shall consider these questions by
looking at the tensions that inform nurturing chéld’'s lives who works on the streets.

4. Tensions in nurturing children’s lives

Children working on the streets experience, as sggdo rich Viethamese children, a
nurturing childhood rather than a nurtured childhods argued, to be nurturing entails a
certain degree of self-sacrifice, such as workingtlze streets in spite of being unwanted,
dropping out school to work and devoting oneselintaintain the family. The children |
researched accepted their roles as sons and deudftue poor families. Here | argue that
although nurturing the family may not be what tihédren would wish to pursue if they had
the choice, they carry the burden that familiaidsoity puts on their shoulders. | begin to
substantiate this statement by first describingrege of tensions that children face. | then turn
to how they attempt to deal with these tensiordsxity life.

| have contended that most children involved innesearch work out of their desire to
help their families. Rather than being an econdmicen on their parents, children work on
the streets to contribute for their families’ ino@nEven if it means to sacrifice their own
wishes or dreams, children abide by feelings ddlfdluty to nurture the households. It is this
filial duty that is at the core of children’s motahavior. However, as one can imagine, it is
not always easy to carry on working. During mangwasations children told me about the
obstacles, difficulties and anxieties they havéate in their daily life. These come first from
government policies, second from parental expextatand third from the perceived gulf that
separates them from the children who do not needbté.

First, children were highly concerned with the prese of the police on the streets
while working. Many said they wish to change jol® do the intense police patrolling that
hindered them in carrying out their ‘illegal’ wodn the streets. In the political capital Hanoi,
in particular in tourist areas, one sees a coraiderpolice force. In the eyes of local
authorities, street working children are viewedaagisturbance that threatens the safety of
foreign tourists as well as of the local publicf@e Doi Moi, there seems to have been fewer
children as well as adults working on the stre@tsl unlike recent years, ‘the street children
problem’ was not such a serious social problemtas today (Phung To Hanh 1996: 1).
Urban administrators mostly ignored it or kept aweym the so-called ‘seamy side of
society’ (ibid, 1996: 1). It was after the reforowards a liberalized market economy that the
presence of street working children became morarapp in the eyes of government as well
as society. Simply rounding up children by policecés and putting them in an institution, it
was believed that a ‘social phenomenon’ of strédteen would somehow be settled through
institutionalization. Yet there were signs of graginumbers of children working on the
urban streets.

It was with the arrival of foreign NGOs and ratition of the CRC that from the early
90’s the Vietnamese government attitude towardkli@n on the streets gradually changed.
International organizations coupled their incregsitobal concern with children’s rights with



large sums of financial aid for the children in thieets. The media attention given to
children has increased since then. As Bond put0®3: 14), in the mid 90s, “it suddenly
became important [for the local authorities] totpob street children from the ‘social evils’
that surrounded them in their day to day life, seest way being for them to return home
permanently”. This assumption is based on the CR&vigion that children’s healthy
development should take place at ‘home’. As oppaseldome’, streets are primarily viewed
as a risky space, in which social evile (han xa hqi such as crime, drug abuse and
prostitution thrives and exposes children to theslof a proper childhood (Nieuwenhuys
2003: 109). Defined as ‘Children in Need of SpeBiadtection (CNSP)’ by local authorities,
street children are beneficiaries of numerous NG@ept$. However, listening to children
has made me aware that the current approach refletzck of interest for the diversity of
their experiences. Neglecting the diverse contéexta/hich they in which they live, local
authorities see in them little else than a sodiabjem in need of cure (Hecht 1998: 97). The
treatment given to cure the problem is primarilymgel towards prevention, protection and
reintegration by building a firm bridge betweenldren and home. In Hanoi, implementation
of this policy is typically done by the police. Ra patrols constantly inspect the main tourist
area (Hoan Kiem district) and is at a higher stéi@lert during the period when major evénts
take place in the city.

Doi Moi's attempt at generating money through global ntarkeuch as tourism,
international events and other business activitas been important for Vietham’s economic
development in recent years. In order to maintaalével of economic growth Vietham has
pursued a policy of integration in the internatioocapitalist economy under the control of a
socialist state. These policies have been accompanyde factoprivatization of welfare,
education and health services. Rescuing ‘ChildrerNeed of Special Protection’ whose
childhood is at risk is not the primary concerrgofzernment but to hide street children away
by sending them back to their homes. This policy keen reinforced after 2003, when there
was a big sports event, SEA GAME23 involving ASEANmber countries in Hanoi. A lot
of effort as well as money were invested to imprtwe infrastructure, provide better roads
and control traffic. Believing that they would geai® negative images of Hanoi to visitors,
the government also started clearing up the sfreet working children. Under cover of
protecting them from the exploitative streets, dteh were arrested by the police and sent
first to a social protection centre for a periodnir two weeks to three months, then back to
their home villages. Evacuating street childremhis way was praised as a ‘success’ and the
policy is pursued till this day.

A tourist who would visit Hanoi for a short period time may think that there are no
street children, and this is also what | felt ie theginning of my fieldwork. When | asked in
the first week of my fieldwork research why therera/so few street children, a middle aged
woman replied: “Only recently shoe-shiners disapggédrom the streets. Who can | ask to

* Officially, all the street children projects in &ham require permission from the government to be
implemented. Most international organizations dmestobliged to implement projects together with the
local committee, namely, Commission for PopulatiBamily and Children (CPFC). In the name of local
ownership, the government strictly regulates wimetugd be and should not be done for children on the
streets.

® During my fieldwork, there were three major eveintsanoi: Ho Chi Minh's Declaration of Vietnam’s
Independence on T'9August, National independence day 8f Qeptember, and Hanoi's liberation day on
10" October. Local authorities begin preparing forheagent one month to a few weeks prior the actual
date of the event, which required a considerabiebar of police on the streets. Further, the ye@b520as

the 60" anniversary since the end of the war in 1945 efioee patrol of the police to clear up the streets
was intensified. Almost every corner of the maistiitts, the presence of police, army as well &sllo
committee members was observed. In addition, duliagvhole month of October, there was a traffado
safety campaign, which required the presence aé@oh major streets.



shine my shoes now? | don't know where they all tiefss this woman, many locals told
that there are scarcely any children working onstineets any longer. But | soon realized that
it was not true. It is not that children are nogenon the streets to work, but rather, they have
become highly skilled in making themselves invisitlguyet (13) for instance, always keeps
post cards and books in a coloured plastic bagdtepd she is but a girl wandering around

the lake instead of a street vendor. Like otheldobin, Nguyet appeared very much scared of
the police:

Aiko:  What are you most afraid of while working tive streets?

Nguyet: | am afraid of the police. They are vemycs | cannot work when there is
police. When they come, you have to be very agiéd quick to go into
hiding.

Aiko:  Have you been arrested?

Nguyet: No, not yet.

Aiko: Do you know what happens if you are arre3ted

Nguyet: Yes, because my mother, sister and brdtaee been arrested before. They
send you to a centre in Ba Vi. Ah, | actually gbhast arrested about three
or four months ago just near the bus stop. Buhat time, they released me
immediately after.

Aiko:  Did you have to pay?

Nguyet: No, but they took all my postcards andksoaway.

Some children have experiences of being arrestedhéypolice and sent to a re-

education centre for a few months to live and werth other children. Loan (10) talked
about it:

“l had to stay in Ba Vi for three months to do sokime of house work like cleaning
and washing. People were not very nice there incérdgre. They shouldn’t have
arrested me because | have to work to earn monet/aBer three months, | was

free. My mother told me the number of bus to tasehat | could come back to
Hanoi alone”.

Many children consider changing their work so kighe anxiety of being arrested, a
decision precipitated, as we shall see, by theetopt in which their street-based activities
may be held. Dong (16), who happened to quit shoerg) after a few interviews, told me:

“There were a few times when | was in Kim Lien thia police on the campaign to
clear up the city came to the streets. | was spedoaf being arrested. They took a
couple of young boys. But now, as | work for thetagirant (as a motorbike keeper)
| don’t need to worry about these things anymore”.

As he was the only one who switched his work dunmg fieldwork period, | further
asked Dong the main reason why he no longer waotedntinue shoe shining. He replied, to

my surprise, that it was neither because of pdi@essment nor because of the money he
would make in the restaurant:

Dong | didn't like shoe shining anymore becausenynpeople don’t respect this
job.

Aiko  Why did you choose to do shoe shining wheun gtarted?

Dong My friend from the same village was doingstjab so | started also. Nobody
forced me to do it. It was just like a hobby for mieen | started. It gave me
great freedom (as he was self-employed).

Aiko How many jobs have you done for the last tyears since you migrated to
Hanoi?



Dong Many different jobs. So many that | don't eveemember exactly... |
worked in many different local open door restawaint a local barkja hoi)
as a waiter, sold paintings on the streets, ana digv other things ....

Aiko  Why did you change your work so many times?

Dong Ididn't like any of the work | tried. Nond them was suitable for me.

Throughout my research, Dong repeatedly showedselivesteem and anxiety about
his future. Dropping out before completing the selay school, his concern for the family
generated a feeling of inferiority. As mentionedlieg in Viethamese society, in particular,
among the poor, morality plays a crucial role natyan showing respect for the superior but
also to reinforce and legitimise self-denial in tinéerior. In Dong’s case, it is his being
looked upon with contempt by the urban public tinade him feel ashamed of his work. As if
seeking a place to justify his existence in so¢iBiyng keeps changing his work.

Far from protecting poor children, the governmergalicies have in practice the
opposite effect. Official guidelines not only f&al help children return home but threaten their
work opportunity and increase their vulnerabilifyhis effect is strongly linked t®oi Moi
open door policies and the transformation of th@ad®ecurity system it entailed.

Secondly, as remarked in the previous sectiaigreim are well aware of their position
as poor in society. As daughters and sons of parilies, they accept their roles as income
generators understanding it is essential for thagtihood. This does not mean, however, that
they are satisfied with it. Even if children brimgost of their earnings home, a number of
them admit that they wish to keep more money fembelves. Generally, parents allow their
children to keep a small sum of money to buy snadlisks, food and sometimes accessories
or clothing. Although parents do not set a striobant that children should earn, they know
exactly how much money their parents expect therbrimg home. When children cannot
bring enough money home, parents react in differertys. Some conceal their
disappointment while others, such as Loan’s motberMinh’'s father, express their
dissatisfaction and resentment. Of course sucmadrattitudes reinforce children’s feelings
of failure to fulfill their parents’ expectationMinh struggles to live up to what his father
expects from his only son. Noting that he felt mooenfortable with shoe shining friends on
the streets than with his parents:

“| feel that I'm less loved by my parents than atlhildren. | feel sad... because
my father shouts at me. Whenever | bring a littteoant of money, he shouts at me
and says that | should work harder and earn marel ®ish | could go back tblon
making. That job was not difficult and | liked ituch more than shoe shining...
But | cannot say it to my father because | know thigh Non making, | cannot earn
enough for my family”.

Despite the fact that he actually desires to keepermoney for himself, Minh cannot
disappoint his father's expectation that his soousth behave as the good child of poor
parents and support the family. But even if he ddege his family’s hardships, Minh is not
happy at home.

As a sole income earner of the family, the economicden bears considerably on
Dong's and Huyen’'s shoulders. They both voice seri@oncern about the financial
difficulties of their families, whose survival igrlgely in their hands. Dong hoped that his
family would improve its financial situation so thilae could be released from the anxiety
arising from poverty at home. Yet Dong emphasizegdsponsibility to work to support his
family. Huyen repeatedly claimed that her workedridonut selling, no longer brings enough
money. Once | asked her what she would wish if Wieshes were to be realized. As if
working to support family was an ever-lasting dudlye answered,: “I just want a more stable
job”. In one of the last conversations | had togethith Huyen, she told me that she does not



think of anything else than the amount of money mather would need to ensure the

livelihood of the family. Both Dong’s and Huyen’ase reveals dramatically how the feeling

of responsibility for the family leaves no room foore childish desires to keep some money
to spend on themselves.

| have suggested earlier that the local interpatatof what an ideal childhood is about
may differ according to social class. In explainitig meaning ofDao duc(moral)’ and
‘Tinh cam (sentiment)’, which for Rydstrem are crucial aspeof children’s moral
upbringing, Nguyet'’s reflects:

Nguyet Dao ducmeans to help others. For example, if you are, iydu shouldn’t
look down upon the poor. You have to respect othErgr cammeans that
for instance when | am sad or happy, | tell otreysut it. Then | can share
both sad and good things with other people. Becaudkis way they can
show me sympathy. | want to get mairh cam it makes me happy.

Aiko  What do you think you have to do to get mtind can?®

Nguyet | have to be good. | have to learn well amdk hard. | mean both studying
(at school) and working (on the streets to contabier the family). | am
trying my best to get morenh cam.

| have many times witnessed Nguyet rubbing thepsteg of her red eyes while trying

to sell more postcards. She would not stop selimd¢png as there were tourists in the streets.
As | gradually got to know Nguyet, | also came tmlerstand how difficult she finds it to be a
‘good child’. She has managed to work hard botschbol and on the streets since she was 9.
She is the best student in math, and does not feddefore finishing her homework. Now,
she is in the last year of her primary school araves to continue her studies. But as the
secondary school supported by the NGO is too faeagh for a small girl like her, she also
knows that it would not be possible to continueosting without a bicycle, something her
mother cannot afford. She knew that a good learaeld eventually attain through schooling
for herself and her family much more than by foliogvalready paved ways that accorded
with lives of the urban street workers. On the oth&nd, she also knew that her monetary
contribution to the household had become indisge#aga sustain the family. She continues
to work on the streets as a daughter of the urlmam, pvith a tiny hope to realize her only
wish.

For most children, poverty is a primal cause ofdehips in their lives. A number of
them claim that if only their families had more ditial resources, they would have been
happier than now. For instance, Loan describednigelbout working on the streets: “| feel
miserable working on the street. Why do rich pedyalee so many different motorbikes while
| don’'t even have a bicycle?” Working on the croddeely streets, in which rich tourists
gather to visit shops and cafés leaves her witlcodsolate feeling. The children who
experience poverty at home rarely dream to bewicén they grow up. Whether they believe
such a dream is merely fantasy or hold antagonisgtings towards rich people, children
wish to have little more than just enough to keejmg. When | asked Xuan about her dreams
for the future, she replied:

“l don’t want to be rich, because | come from a mptamily. | just want to have
enough money so that my family can be happy. Inr&ytl would love to be a
doctor. A doctor for poor people. There are mangrpgzeople who cannot afford to
go to hospital. If | become a doctor, then | caredhose people”.

Poverty causes tensions between being an idea akiparents expect them to be and
their desire to be released from economic burdenth&ir moral duties enjoin them to share
the hardships of the family, children live in caardttension. As | now turn to discuss, poor



children are also under another tension, the ostestfises from the gulf separating their world
with that of rich children.

Children often compare themselves with other chitdwho go to school and need not
to work for money. Children tend to separate, camsty or unconsciously, the world of the
rich from that of the poor. As if they come fromoéimer social world, they draw a distinction
between the haves and the have-nots. From the fetspective the childhood of the former
is happier because they can be full time studerdshave no other responsibility. Experiences
at home, at school and on the streets create & raingensions - stress, frictions and even
hostility - against children of the haves.

The children may harbour hostile feelings towards-working children who spend
their time mostly in school. As a child who comlsmneork with school, Xuan said:

Xuan | like going to school because my teachereiy wice. She is a new teacher
in my school and she has been very kind to me. #redalways tells me that
the school is a happy place for children!

Aiko How about your friends at school?

Xuan My classmates tease on me because | sellimpegum on the street. They
call me ‘a chewing gum seller and make fun of meate them. But | want
to be like them so that | can tease them back.

Though Loan went to a different schbplshe too experienced bullying at school.
Although her mother was planning to send Loan teew school, Loan did not seem to be
enthusiastic due to her dismal memories with scpeers. Nonetheless, according to Nguyet
who had similar experiences but overcame theminguthrely occurs as children grow older:
“we, poor students in the final grade, have to bedgexamples for younger students so we
behave well at school. But in Loan’s class, theezenonly a few working children because
they are small. That's why she was bullied”. Whersked Nguyet what she thought about her
friends who do not work, she replied:

“I think they have more time to play. Sometimes witien bored of working, | wish
| could play freely like them. But | don’t envy timebecause my family is in
difficulties and | have to accept that | need ttphray family”.

Persuading herself to accept the situation in wistoh was born, it is however not as
straightforward as she hopes for. Nguyet continlegsing back how she has lived through
practices of her childhood:

Nguyet When | was smaller like Xuan or Loan’s algehink | was happy enough. |
had to work everyday selling chewing gum and swbatd felt happy. But
now because of the hardships that my family faaon't feel as happy as
before. | think non-working children are happier.

Aiko  What do you think you would need to be happy?

Nguyet | need more money and also need to leatarksg school. | want to be happy
like others. So | would continue this work (sellipgstcards and books) for a
few more years, then when I'll get my identity cardvant to find a more
stable job. Maybe in a souvenir shop...

® At the time of my fieldwork, Loan was in the preseof transferring to another school from the same
charity school as Nguyet's, in which for small Loaas too far to walk therefore could not achieveugh
attendance. Unlike rich children, none of her fgrhihd spare time to bring her to school nor measgid

her to school, for instance, a bicycle. Althouglkaading to her physical age, she ought to be in3the
grade yet she has to start from tifegiade in a new school, which may cause anothspret be bullied

by other students.

" In Vietnam, when a child reaches the age of 1& éceives an identity card from the authoritis It
generally said by children that if they have arcHdd, it allows them to engage with a more stadtbe |



All the children saw themselves as less happy thamworking children who are
looked after better by their parents and have niare for play and study. Even within the
same family there can be differences. Huyen: “hkhmy sister and my brother are much
happier than me because they just go to schoohaad not to work hard like me”. When |
continued to ask Huyan about her relationships withsiblings, she showed feelings of love
for her brother, but not to her sister. Later wheisited her family 70 km South of Hanoi, |
found out that thanks to a support of French fogteents living in Paris at age 13, the same
age at which Huyen started working on the strdeis sister Mai, goes to school. Her parents
explained that Mai’'s education is ensured till sbenpletes upper secondary school. | soon
sensed why Huyen did not like her sister. It wag ae far was | understood, because she
hated her sister as a person. But rather, she fidifficult to accept the fact that, by sheer
luck, her sister had obtained what Huyen had lostrder to share in the family’s hardships.
Strikingly, however, Huyen denies being enviousef sibling. As discussed earlier, children
wished to pursue education and strongly desirdmteleased from the burden they shoulder.
Why would they not be envious if they thought otbhildren happier? The reason may be
sought in how Vietnamese society oppresses poddrehi and prevents them from having
dreams that are felt as unrealistic and unattagabé said, among those who feel inferior,
Confucianism feeds a sense of self-derbat(kinh tren nhuong dupand divides society. As
they become aware of their social position, thédchn of the poor understand and internalise
that only the rich are entitled or deserve to desifan what they wish but not the have-nots:

Aiko  What do you think of those children who gostthool?

Huyen | feel sad (because | cannot go to schooif).| Bon't envy them.

Aiko  Why?

Huyen Because I'm not permitted to envy others.

Aiko  Why do you feel that?

Huyen They can go to school and | cannot. It i$ gufact, so there is no reason for
me to be envious with those who can.

Aiko But why do you think you are not permittedenvy?

Huyen Because if | stay envious with others, I'lake my parents sad... To be
honest, | envy those who can go to school, bunhoaisay it loudly. | keep
these feelings to myself. | don’t want to tell athabout it.

When children were asked whether they wish to gk hla school, those who had to
drop out of school to help the family showed mifeelings. They tended to feel that it was
too late or too embarrassing to start from the logrades from which they had dropped out
and sit with younger pupils in the class. Dong felgret for leaving school as most of his
friends are still in school. Likewise, Minh alsoltfeontrite about having dropped out.
Nonetheless, he never tells his father about iabse he knows that if he goes back to school,
he could no longer help the family.

In sum, children make a significant distinctionvke¢n the world of the poor and the
world of the rich. Seeing their world from the pastive of the latter leads them to devalue
what they do. Powerful socio-cultural structurepreiss poor children and lead them to
behave according to social expectations. And ewadigtuchildren accept their roles to be
nurturing. By looking at broadly three tensionsttimiorm street working children’s lives, |
have shown that they are individual social beings wtruggle but seek to make sense of their
lives and negotiate the value of what they do. soaety in which the importance of market
expansion grossly outweighs the protection of tleaky government policies to ‘save’ them
are ineffective. They not only fail to support cmén working on the streets, but rather
hamper their search for livelihood. Far from bemgtured, the children of the poor feel
responsible for the well-being of their family. Asthere were no other option than accept
reality, children persuade themselves to sharénénhiardships of the family, regardless of



their actual wishes to pursue education and plagnEf they do not oppose their parents,
their lives are meshed with tensions between whaixpected from a ‘good child’ and their
desires, kept at a deeper level, to be like nurguchildren.

5. Conclusion

Poor children working on the street may seem, at fitst sight, as a group of
undifferentiated children who can be legitimatefpélled ‘street children’. However, as |
have been contending, each child has a differexstore for being on the street, and different
ways of viewing why s/he is using the urban spamewfork. In other words, the category
‘street children’ is wrongly equalled with a soc@ienomenon. Sociologically, the children
labelled as such are a part of a far larger grdupwturing’ children of whom only a small
part happens to work on the streets. The termestigildren’ actually reflects that for policy
makers what cause concern are not the hardshipsthtése children face, but their very
presence and visibility on the city streets.

The analysis in this paper has attempted to shoyaolhidhood is not an unchanging or
universal thing but a social process made by amildboth those that are nurturing and those
that are nurtured. Children are social beings wheehagency to come to terms with the
tensions and negotiate values of their childhoddld@n of the rich and the poor in Vietnam
experience different practices of childhood and expected to do so by their parents and
society at large. Many children of the poor desatitheir childhood as less happy than those
who do not need to work and said that they showdderavy economic burden to nurture their
families from an early age. They face numerousitessin their everyday life but somehow
find ways to appropriate and contest the growindf getween nurtured and nurturing
childhood.

Rather than providing a complete picture to undedithe diversity of childhood, the
current discourse on childhood fails to account dgnamic socio-cultural constructions
specific to a particular context in which they areacted. More specifically, it fails to explain
the childhood dichotomy, in which only rich childrare able to become closer to the now
dominant Western model while poor children seembé¢ofated to become increasingly
nurturing. As shown, the tensions between nurtu@mgl nurtured childhood that street
working children experience is welded to a worldahich the dichotomy between the rich
and the poor is widening.

For further research, one should take into accthumtwider context of socio-cultural
background to which those labeled as ‘street ahmildbelong to and how these notions are
articulated in children’s daily practices. In deptiadies of how these notions and children’s
own perceptions interact would lead us to furthedarstand the process at work in creating
working children on the streets.
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Effects of Network Structures on the Technological
. Capability Improvement of Suppliers in the Newly

_ Emerging Vietnam’s Motorcycle Industry
(By PHAM Truong Hoang and SHUSA Yoshikazu — Yokohama Nat. Uni.)

Findings

Idea/drawings Assemblers Component
(Customers)
M
Arm-length sffontive o U pstreqm(*)
network |\ PD) capability
improvement
Less
effective
(P2)
Function |Structure| Process | Process Process | Delivery
design (*) | design | design | setting |maintenance| control
Upstream Downstream .
ess
effective
(*) Function design is excluded from this research because firms in newly emerging (P4)
companies, particularly suppliers don’t have this capability DOWI’] Stream
Source: Created by the authors based on Clark and Fujimoto 1991, Womark et al. 1990, Embedded M 1h
. ore capability
Fujimoto 1998 netWOI’k effective —_— :
(P3) Improvement
Relationship Armlength Embedded (*) “Function Design” capability is excluded
Time Short-term Long-term
Distance Far Proximity . iy .
— — o 1. Correlation between capabilities
Information Less exchanged More exchanged (U pStream and downstream) and
Combination Low degree High degree network Structu re
Stableness Unstable, as;knefxc:':amnz)sr;governance Stablergzsggn?es:ﬂlfq—guard 2 TWO patternS Of Capablllty
Example Chinese motorcycle industry Japanese automotive industry |mprovement Of Suppl |e|"S




Process
technology

Product
technology

Growth of Firms in Newly Emerging
Economies in the era of Globalization: the

Case of the Vietnam’s Motorcycle Industry
(PHAM Truong Hoang — PhD Student, Yokohama Nat. Uni.)
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(which can be seen also in some Vietnamese firms)
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Quality management and business performance in manufacturing
companies - Empirical research in Japan and Vietnam B

Phan Chi Anh- Quality Management Consultant, Vietnam Productivity Center
PhD Candidate, Business System, Yokohama National University
anhynu@yahoo.com, anhynu@gmail.com
080-6599-2402

1. To identify the current situation of quality management practices in Vietnam industry
and its impact on manufacturing performance. Impact of ISO 9000 and other quality
iImprovement on business performance

2. Lesson from Japan: development of quality management, impact of quality practice on
business performance requirement for quality management system, interaction
between guality management and other management system: human resource,
strategy management, technology management, JIT..

3. Toward the solution for development quality management in Vietham manufacturing
companies: ISO 9000 plus Japanese tool and techniques

Keyword: Quality management, ISO 9000, JIT, manufacturing performance



Quantify the impact of trade reform to economic
growth on the way to WTO of Vietham

One page presentation, Vietnam Development Forum, Tokyo July 2006

Dinh Thi Hoang Yen (GSID, Nagoya University)
Email: m060103d@mbox.nagoya-u.ac.jp

= Vietnam is on the final stage to join the World Trade Organization (WTO).
Though Vietnamese trade (in goods) reform has been carrying out since
1990s, massive renovation on trade is being undertaken. How the
process will be and what is its impact on economic growth are my main
objects of study.

m The research will focus on some interactive channels which link trade to
economic growth, namely exchange rate and price, productivity and
employment. The structure of the study is elaborated on the below chart
and the quantitative overall impact of trade reform to economic growth in
the medium to long run is expected to be positive so that Vietham can
enjoy some benefits from the WTO accession. Specific policy implications
will also be drawn from the simulations for trade scenarios of Vietnam.

Real effective exchange [ Economic growth ] _
rate, productivity I Inflation,
[ Trade reform ] employment
[Import & Export] [ Institutions ] [Trading manner]
Manufacturing ] Trade law ] Marketing

Non-manufactu ring] Market access ] Ecommerce




Economy-Wide Effects of Remittances

A Computable General Equilibrium Assessment

from Vietnam

Nguyen Duc Thanh
National Graduate Institute for Policy Studies (GRIPS), Tokyo
Email: d0311@stu.grips.ac.jp

This paper is part of my PhD research.

‘Recently the inflow of overseas remittances increases rapidly in Vietham and
becomes a significant one comparable with that of FDI as its value reached
around 10% of GDP in 2005. This paper is a first attempt to access the effects of
the remittances on the Viethamese economy using (static) computable general
equilibrium (CGE) modeling.

» A Social Accounting Matrix (SAM) derived from the Viethamese SAM 2000 will be
used as the base year data. Since | hypothesize that overseas remittances might
be invested to small-scale businesses, | re-aggregated the SAM in such a way
allowing me to focus in agricultural and small-scale sectors.

» Simulations results are expected to show that the remittances play an important
role in improving Vietham’s economic capacity and welfare, and with an increase
in overseas remittances, some small-production sectors would be expanded.



Strategy for Viethamese Local Government to Prosper

under the Era of Globalization

~ Case Study: Thanh Hoa, the North Central Coast Province of Vietnam ~
Do My Hien,
Graduate school of I nternational development, Nagoya University
Department of International Cooperation Studies (email: 0060405r @mbox.nagoya.ac-u.jp)

My current theme and approach for studying

= My concerning is poverty reduction and balanced development
between urban and rural areas in Thanh Hoa province. It is
renewed and continued research from my studying of M.A
thesis in Economics (Shinshu University)

= “What is the best planning for local governance?”, “How can the

local people improve their welfare?”, “What should we act to
find out the solution?”

I am seeking the answers to them by analyzing social

community and local government policy. I am also interested in
“strengthening potentiality of endogenous development.”

= Suggesting political advice for local government, people, and
committee is my last purpose for the study! Believe that, “I will
be one of the women who act from academy//”



Vietham’'s PostWTO Industrial Policy:
Old Lesson Still Works

- ' - . - Mai The Cuong
Most of Vietnam's industrial issues (VDF Researcher & NEU Lecturer)

should be solved under the enterprise- micuong@vd.org.vn
oriented approach.

Like other developing countries when they
become WTO members, for achieving the
industrialization goals, Vietham must solve the
Issues of how to protect the infant industries in
the liberalization context, how to attract more FDI
and create a linkage between the FDI sector and
the domestic sector, and how to adjust and
coordinate trade policy and industrial policy.

The world experiences showed that the government should design a sound
mechanism that can ensure the Ilinkage between policy makers and
entrepreneurs. However, the point is not only how to apply enterprise-oriented
approach from the world in Vietham's process of policy making and adjustment,
but also when and at which degree Viethamese government actually does this
work.



Development of Supporting Industries for Vietnam’s Industrialization
Junichi Mori (GRIPS/VDF Tokyo Researcher)
e-mail: imori@grips.ac.jp

This paper was written as my master thesis at ltetier School, Tufts University. It discusses:
() the definition of supporting industries (Slij) €conomic growth through development of Sl,
and (iii) means to develop SI.

<M ain Points> What is “Supporting Industries
Sl is defined as a group of industries to supply ZA —-—
“manufactured” inputs, such as production pars
and molding tools. Sub-Assembly
The development of S| is necessary for Production Parts Supporting
amplifying FDI’s positive externalities. Mold & Die industries
However, limited demand size and informatio Machinery
gaps impede the development of Sl in Vietnam. M/ R \m
The problem of limited demand size can be
overcome by either “horizontal” or *“vertical” The Position of Vietnam
business expansion. Technology upgrading |is o 2221
Oh
needed. s
. . L. Malaysia, Thailand R&D,
The establishment of a collaborative trainin 16 r’ bz i
program between MNCs and domestic Sl |s r} speciaie
highly recommended to reduce information gaps. Vietnam @ SebEn
. . Agglomerate
Learning from the Penang Skill Development — § 4 r> woes | I
Center in Malaysia, high-level industrial r rroduce | | pevdop | gy
agglomeration of open-modular products is a k Jemanded | | supples —
to attract MNCs to a collaborative training | & | swoien & gmn
program. o 1 TR e T i



Supporting Industries: A Review of Its Concepts
and Development

Nguyen Thi Xuan Thuy, MOI VN & VDF-Tokyo
thuyntx@maoi.gov.vn thuy@agrips.ac.jp

. . . . . Final Goods
@ This ongoing paper will review different
; Inlgzgz:]\:e - Assembly
concepts of Supporting Industry (SI) as | Sub-Assembly ' Foreign Affiates
A e e = = e = = = = =
well as related concepts. The paper ! | L ocal firms
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| = Parts .
policy oriented definition of SlI. : g & |
! Components
@ [nternational experiences in | = E 2
. ! 8 > : m
development of Sl will also be : 5 | | CapltalooodR | o
. : : : : = Toolin '
reviewed in order to provide policy ! s : 2
: = ~ Machines
implications for Ministry of Industry of ! @ i
Vietnam (MOI) in promoting Sl in oLl Materials \
ntensive
Viet Steel /
R Chemicals




Urbanization
Industrialization and
modernization
Economic structure
transition
Globalization

Transportation in and around Hanoi

Nguyen Ngoc Son (VDF Researcher and NEU Lecturer)
nngocson@vdf.org.vn sonnn@neu.edu.vn

Big Problems of Transportation

in Hanoi area

» Poor transportation infrastructure.

» Traffic congestions getting more serious.

» Shortage of investment capital to develop
traffic infrastructure.

» Poor traffic and transport master plan in both

building and carrying out steps.

» Traffic accidents.

= Pollutions.

= How to reduce the gap between demand and supply
in urban transportation infrastructure and transport services?

= How to maintain sustainable urban transport in Hanoi?

/i




Key findings:

&

&

the agro-SMEs are very labor-
intensive, technological
application is limited

the main output markets of agro
SMEs are limited, undiversified,
small and segmented

borrowers  get loans  from
different sources at the same
time, for SMEs, informal sector is
still attractive in spite of its high
interest rate and short duration,
and the growth of formal sector

the formal sector is weak in
terms of the following aspects:
the procedures of borrowing is

still troublesome and
complicated; its interest rate is
inflexible; collateral is still the

most difficult condition for an
SME to get a formal loan.

)

musiness Situation and Credit Approach

of Agro-SMEs in Vietnam
Tran Thi Thanh Tu, Lecturer ( NEU), Researcher (VDF)
Email: tutt@neu.edu.vn, tthanhtu@vdf.org.vn

How to improve credit approach

"

of agro-SMEs:

banking services in terms of
quantity and quality should be
improved

collateral requirement should be
re-considered

rocedures for lending should
e simplified, but the core
principles for risk management
should be kept;

loan maturity should be
approriate with bussiness cylce

interest rate should be more
flexible



Street Children in Vietham

Duong Kim Hong (VDF researcher), Kenichi Ohno (VDF leader)
dkhong@vdf.org.vn, kohno@vdf.org.vn

Since the street children are not a homogeous group, intervention must also be
diversified according to the needs of each type of children. In this paper, we
propose a new typology of street children based on causes and situations.

Normal
Child

» The causes of driving school age 5 GROUP I

children to the street can be divided T A

onto 3 mains groups which we shall S

call broken family, mindset problem, §

and economic migration. g

« The situations that street children = iy
face to can be divided into two T GROUP | Migration
dimesions, namely, the degree of 2 Broken

current protection and investment for N remiy

future. Low «——  Futurelnvestment ———High
» There are 3 groups of street children

who need different assistance and [T SR s e b Smeors ol
guidance. street children by their causes. The solid arrow indicates the

aspiration of each group while the dashed arrow indicates
unexpected setbacks.



VIETNAMESE EDUCATION
FROM THE SYSTEMATIC POINT OF VIEW

Nguyen Hung Phong (Dr. Sc., NetCracker Technology),
Nguyen Phuong Hoa (PhD, College for foreign languages, VNU)
phong@NetCracker.com, hathuphan@hn.vnn.vn

We propose a model that helps to identify the root causes of the educational issues (faults).
Using this model, the analysis of the complex links and causes of the tardiness of
Vietnamese education system could be carried out. Therefore, it would be useful for
education management institutions in finding solutions and identifying the policies for
education.

Exchange

_and. WORLD
intergratior <

 Current state of Vietnamese education is rather
worrying .

 Proposed solutions are experience based,
straightforward and copies of foreign models
without analyzing peculiarities of Viet Nam.

» Most of educational problems have causes from
different resources and are not pure educational.
» \WWe have to find causes in complex relations of
society.

 “Education is a mirror of society”. We cannot
reform education without reforms of other
systems


mailto:phong@NetCracker.com
mailto:hathuphan@hn.vnn.vn

How to reduce the gap
between professional
education and job
requirements?

What are
job markets for the
NEU graduates?

Job Markets for the NEU Graduates

Pham Thi Huyen (VDF Researcher - NEU Lecturer)

- After graduation:
- How soon to get a job?
- Can they apply what they have learnt in reality?
- Further education?
- Migration from rural to urban areas
- Job types
- Which organizations?
- Income and fringe benefits?
- Opportunities to get promoted, get part-time job,
further training, etc?
- Job satisfaction?
- How to meet the requirements of job markets?
- Professional knowledge
- Other skills: social, computer, communication?

necessary skills for future careers, etc.

To students: Sketching out career development orientation, and equipping with required and

To NEU: Directing students towards proper orientation, setting up job market-oriented
education program with regular updates, etc.




Pension Liabilities and Generational Relations:

The Case of Vietham
Giang Thanh Long (GRIPS & VDF Tokyo)
doc05012@grips.ac.jp
http://www.runsystem.net/long

This paper (Working Paper No.106, the Oxford Institute of Ageing (OIA), the University of
Oxford, March 2006) estimates the size of pension liabilities and discusses generational relations
for the PAYG DB pension scheme in Vietham in a future aging society.

e Although the size, estimated by closed-group approach,
is small in comparison with GDP2002, it indicates implicit
debt to the government, and these liabilities are
eventually paid by taxes. Therefore, current pensioners
are winners, and current workers may be losers in the
“generational battles”. The “battles” will be more severe if
the economy is dynamically efficient.

e Intertemporal budget constraint is used to cushion
financial shock, and redress generational balances.

e Reforms with sound governance and regulatory
framework are immediately needed, and notional defined-
contribution (NDC) is considered as an appropriate way to _ _
pursue. -

e On-going related studies: (1) use stochastic
simulations to re-estimate and address the issue in more
details, and (2) explore a reform with notional defined-
contribution (NDC) scheme.




Introducing a Non-contributory Pension

Scheme in Vietham: An Exploration
Giang Thanh Long (GRIPS & VDF Tokyo)
doc05012@grips.ac.jp
http://www.runsystem.net/long

This on-going research focuses on designhing, implementing, and simulating possible impacts of
a non-contributory pension (NCP) scheme in Vietnam, which aims to reduce risks to vulnerable

groups in the society.

e NCP is a social protection scheme, which provides monthly
benefits (in-kind or cash) to the vulnerable groups, esp. the
old and poor, who do not need to contribute anything to the
scheme. The current NCP schemes in the developing world
are contributing significantly to poverty reduction through
improving economic, social, and health status.

e Although Vietnam has gained remarkable social and
economic achievements since Doi moi, many people are still
out of the social security scheme due to numerous reasons.
e This research argues that it is right time to have such a .
scheme in Vietnam in order to further reduce poverty & 58
incidence. It will consider the following issues. =
- Type of scheme: universal vs. means-testing
- Benefit type: in-kind vs. cash

- Financial viability simulations

- Administrative management of the scheme
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